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IN THE UNITED STATES BANKRUPTCY COURT 

FOR THE DISTRICT OF UTAH 
 

 
In re: 
 
CASTLE ARCH REAL ESTATE 
INVESTMENT COMPANY, LLC; CAOP 
MANAGERS, LLC; CASTLE ARCH 
OPPORTUNITY PARTNERS I, LLC; 
CASTLE ARCH OPPORTUNITY 
PARTNERS II, LLC; CASTLE ARCH 
KINGMAN, LLC; CASTLE ARCH 
SECURED DEVELOPMENT FUND, LLC; 
and CASTLE ARCH SMYRNA, LLC, 
 

Debtors. 
 

 
 

Bankruptcy Case No. 11-35082 
Bankruptcy Case No. 11-35237 
Bankruptcy Case No. 11-35240 
Bankruptcy Case No. 11-35242 
Bankruptcy Case No. 11-35243 
Bankruptcy Case No. 11-35246 
Bankruptcy Case No. 11-35241 

(Jointly Administered) 
 

(Chapter 11) 
 

The Honorable Joel T. Marker 

 
CHAPTER 11 TRUSTEE’S REPLY TO OBJECTIONS TO MOTION BY D. RAY 

STRONG, CHAPTER 11 TRUSTEE FOR CASTLE ARCH REAL ESTATE 
INVESTMENT COMPANY, LLC, SEEKING APPROVAL OF PROPOSED USE  

OF CASH MANAGEMENT PLAN 
 
 

 D. Ray Strong, the Chapter 11 Trustee for Castle Arch Real Estate Investment Company, 

LLC (the “Trustee”) hereby responds to Objections to the Motion by D. Ray Strong, Chapter 11 

Trustee for Castle Arch Real Estate Investment Company, LLC, Seeking Approval of Proposed 
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Use of Cash Management Plan [Docket No. 240] (the “Use of Cash Motion”), each of which is 

discussed in further detail below.  Unless stated otherwise, all capitalized terms used herein are 

defined in the Use of Cash Motion.  In support hereof, the Trustee states as follows: 

STATUS OF THE USE OF CASH MOTION AND SUMMARY OF OBJECTIONS 

1. On June 5, 2012, the Trustee filed the Use of Cash Motion with the Court. 

2. Also on June 5, 2012, the Trustee filed a Notice of Hearing relating to the Use of 

Cash Motion [Docket No. 241] (the “Notice”).  The Notice was timely and properly served on all 

interested parties, including all equity holders in each of the Debtors’ cases.1  The Notice 

informs parties in interest that the deadline to file objections to the Use of Cash Motion was June 

25, 2012, and that a hearing on the Use of Cash Motion will take place on June 28, 2012 at 2:00 

p.m. 

3. As instructed in the Notice, numerous persons served with the Notice requested a 

copy of the Use of Cash Motion from the Trustee or his counsel, and in each such instance, the 

Use of Cash Motion was provided as requested. 

4. To date, only one Objection has been filed with the Court related to the Use of 

Cash Motion [Docket No. 249], a copy of which is attached hereto as Exhibit A (the “ Flynn 

Objection”). 

5. In addition to the Flynn Objection filed with the Court, the Trustee’s counsel has 

received four additional letters appearing to be objections to the Use of Cash Motion.  

6.  Two of the four letters are identical letters from CAOP II investors, copies of 

which are attached hereto as Exhibit B (the “CAOP II Objections”).   

                                                 
1  See Certificate of Service [Docket No. 250]. 
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7. A third letter was received from Michael and Christine Frantonius, who upon 

information and belief are CAREIC investors (the “Frantonius Parties”).  A copy of this letter is 

attached hereto as Exhibit C (the “Frantonius Letter”).   

8. Finally, the fourth letter was received Carolina and Ernesto Hernandez, who upon 

information and belief are CAK investors (the “Hernandez Parties”), and a copy of this letter is 

attached hereto as Exhibit D (the “Hernndez Letter”).   

9. The Flynn Objection, the CAOP II Objections, the Frantonius Letter and the 

Hernandez Letter, to the extent that they are objections to the Use of Cash Motion, are without 

merit and each are addressed in turn below. 

REPLY 

The Flynn Objection 

10. The Flynn Objection, filed by Daniel A. Flynn, who upon information and belief 

is a CAREIC investor, does not state the basis for Mr. Flynn’s objection.  Rather, it merely 

states: “I am in opposition to the court approving a motion by Ray Strong, Chapter 11 Trustee for 

Castle Arch ‘Use of Cash Management Plan’.”2   

11. Because the Objection does not articulate the basis for Mr. Flynn’s objection to 

the Use of Cash Motion, the Trustee is unable to respond to the Objection, and it should be 

stricken.    

The CAOP II Objections 

12. In the CAOP II Objections, the CAOP II investors state that they “object to the 

co-mingling of the cash of the various Castle Arch entities[,]”that “CAOP II is being treated as 

                                                 
2  Exhibit A (Flynn Objection). 
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the ‘Rich Uncle’ because of its greater cash position” and that the “other Castle Arch entities are 

not providing their share of the expenses.”3  They conclude that “[e]ach entity should pay for its 

share of the investigation and if they don’t have it, members should be asked to contribute.”4  

13. The CAOP II Objections are without merit for three primary reasons, and the 

Trustee reserves the right to respond more fully at the hearing.  

14. First, the CAOP II Objections are incorrect in asserting that there is any co-

mingling of cash occurring as a result of the Use of Cash Motion or since the appointment of the 

Trustee.  In fact, the purpose of the relief requested in the Use of Cash Motion is to be certain 

that there is no co-mingling of funds, that estimated costs of administering the Debtors’ 

respective estates are allocated to each entity, and that each of the Debtors is charged its fair 

share of costs.  The Borrowers will borrow money from CAOP I and CAOP II (collectively, the 

“CAOPs”) only as needed up to the amounts stated in ¶ 41 of the Use of Cash Motion, and such 

loans will accrue interest at a rate of 4.0%, giving the CAOPs an administrative expense in the 

borrowing entity’s case.   

15. Second, contrary to the statements in the CAOP II Objections, the Use of Cash 

Motion does not require CAOP II to pay the costs of others, but rather requires CAOP II to pay 

its fair share of management costs.  As discussed in the Use of Cash Motion, the CAOPs, as with 

the other CAREIC Affiliates, have not had independent management, but instead have relied 

solely on CAREIC for management.  Accordingly, the Trustee, as the trustee for CAREIC, is the 

manager of the CAOPs, and costs of management must be allocated in some way to each of the 

CAREIC Affiliates.  Given the fact that they have on-going businesses, the CAOPs will have the 

                                                 
3  Exhibit B (The CAOP II Objections). 
 
4  Id. 
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largest amount of Common Expenses relating to non-CAREIC entities and will require more 

management than the other Debtors, thus necessitating a larger Management Fee.  While the 

amount of expense for each entity cannot be determined with any certainty, the Management 

Fees proposed by the Trustee for this first quarter are, in his business judgment, a reflection of 

the estimated actual and necessary expenses of each of the CAREIC Affiliates, and he has 

proposed a quarterly review of the Management Fees to be sure that the Fees are fair.   

16. Third, while the CAOP II Objections think it unfair that Management Fees must 

be paid, historically the CAREIC Affiliates have (or should have) paid CAREIC a fee for 

management and, in fact, the proposed Management Fees are less than those that were proposed 

by prior management.   

The Frantonius Letter 

17. The Frantonius Letter does not appear to be an objection to the Use of Cash 

Motion, but rather appears to be a request that the Trustee immediately liquidate the Debtors.5   

18. At the hearing on the Use of Cash Motion, the Trustee intends to provide the 

Court with a report as to the status of this case, and his intent to propose a Chapter 11 plan for 

the Debtors in the near future.  Until a plan is confirmed, however, the Trustee has a duty to 

manage the Debtors and preserve the assets of the estate, which necessarily requires expense.  As 

discussed, through the Use of Cash Motion the Trustee proposes a fair and equitable means of 

allocating management costs until such time as a plan is confirmed. 

The Hernandez Letter 

19. The Hernandez Letter objects to the Use of Cash Motion on the basis that “all 

money should be disbursed to the investors.”6  This objection is without merit as there is no basis 

                                                 
5  Exhibit C (Frantonius Letter). 
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at this time to disburse money to investors when it is not even clear if there will be sufficient 

funds to pay unsecured creditors in these cases.  For all of the reasons stated in the Use of Cash 

Motion and herein, the proposal made by the Trustee should be approved by the Court so as to 

allow for the fair and efficient administration of these cases pending confirmation of a Chapter 

11 plan.   

CONCLUSION 

 For all of the reasons set forth above and in the Use of Cash Motion, the Trustee 

respectfully requests that the Objections, to the extent they are objections to the Use of Cash 

Motion, be overruled or stricken and that the Use of Cash Motion be granted.   

 DATED this 26th day of June, 2012. 

      DORSEY & WHITNEY LLP 
       
         /s/ Peggy Hunt    
      Peggy Hunt 
      Scott A. Cummings 
      Nathan Seim 
      Attorneys for Chapter 11 Trustee

                                                                                                                                                             
6  Exhibit D (Herandez Letter). 
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