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UNITED STATES OF AMERICA 


Before the 


SECURlT 1 ES AND EXCHANGE COMMl SS lON 


I n  t he  Mat ter  o f  

BARNETT & CO. INC. 
40 Exchange Place 
New York, New York 

F i l e  No. 8-6342 

RECOMMENDED D E C I S I O N  

APPEARANCES: 

P h i l i p  Wagner and Frank J. Evangel is t ,  Jr., Esqs. 
f o r  t he  D i v i s i o n  of Trading and Exchanges. 

Richard H. Wels and Stanley Kanarek, Esqs. 
o f  Moss, Wels & Marcus, 341 Madison Avenue, 
New York 17, N. Y. f o r  Barnet t  & Co., Inc, 
and Stanley Barnet t .  

BEFORE: I R V I N G  SCHILLER, HEARING EXAMINER 

Rule I X ( ~ )  o f  the  Rules o f  P rac t i ce  o f  the  Commission provides, i n t e r  -a l i a ,  t h a t  a l l  recommended decis ions are  advisory o n l y  and t h a t  t he  
f i nd ings ,  conclusions and o the r  mat te rs  contained the re in  are no t  
b ind ing  upon the  Comiss ion.  



THE PROCEEDINGS 

The issue presented i n  these proceedings under Sect ion l5(b) of 

the Secur i t ies  Exchange Act o f  1934 ("Exchange Actrr) i s  whether i t  i s  

necessary o r  appropr iate i n  the p u b l i c  i n t e r e s t  o r  f o r  the p ro tec t i on  o f  

investors t o  suspend the  r e g i s t r a t i o n  as a broker and dealer  o f  Barnet t  

& 	Co., Inc. ( I1regist rant l1) ,  pending f i n a l  determinat ion o f  whether such 
-1/ 

r e g i s t r a t i o n  should be revoked. 

By order  dated A p r i l  21, 1960, the  Commission i n s t i t u t e d  proceed- 

ings t o  determine whether t o  revoke or ,  pending f i n a l  determinat ion, t o  

suspend r e g i s t r a n t ' s  r e g i s t r a t i o n ;  whether, pursuant t o  Sect ion 15~(1 ) (2 )  

o f  the  Exchange Act, r e g i s t r a n t  should be suspended o r  expel led from member- 

ship i n  the  National Associat ion of Secur i t i es  Dealers, Inc. (IINASD"), a 

reg is tered s e c u r i t i e s  associat ion;  and whether, under Sect ion 15A(b)(4) 

o f  the  Exchange Act, Stanley Barnett ,  pres ident  and t reasurer  o f  reg is -

t r a n t ,  Maurice Lieber and Murray Libman, employees o f  reg i s t ran t ,  are 

each a cause o f  any order  o f  revocation, suspension o r  expuls ion which 

may be issued by the  Commission. 

The order  f o r  proceedings, as amended, a l leges among o the r  th ings  

t h a t  dur ing  the per iod from approximately May, 1959 t o  approximately 

August, 1959, reg i s t ran t ,  Barnett ,  Lieber and Libman w i l l f u l l y  v i o l a t e d  

Sect ion 17(a) o f  the  Secur i t i es  Act of 1933 ( l l ~ e c u r i t i e s  ~ c t l l )  i n  t h a t  

-I/ Section 15(b) o f  the  Exchange Act provides w i t h  respect t o  suspenslon 
o f  	r e g i s t r a t i o n  as a broker o r  dealer:  

"Pending f i n a l  determinat ion whether any such r e g i s t r a t i o n  
s h a l l  be revoked, the Commission shal I,- by order; suspend 
such r e g i s t r a t i o n  i f ,  a f t e r  appropr iate n o t i c e  and oppor tun i ty  
f o r  hearing, such suspension s h a l l  appear t o  the  Commission 
t o  be necessary o r  appropr iate i n  the- pub1 i c  i n t e r e s t  and 
f o r  the p ro tec t i on  o f  investors.I1 



i n  t he  o f f e r  and sa le  o f  t he  common c a p i t a l  s tock  o f  Steuben E l e c t r o n i c s  

Corporat ion, Inc.  (81Steuben't), by use o f  t he  ma l l s  and means and i n s t r u -  

ments o f  t r a n s p o r t a t i o n  and communication i n  i n t e r s t a t e  commerce, r e g i s -

t r a n t  Barne t t ,  Liebman and Libman d i r e c t l y  and i n d i r e c t l y  employed 

devices, schemes, and a r t i f i c e s  t o  defraud, ob ta ined  money and p rope r t y  

by means o f  un t rue  statements o f  m a t e r i a l  f a c t s  and omissions t o  s t a t e  

ma te r i a l  f a c t s  necessary i n  o rder  t o  make the  statements made, i n  t he  

l i g h t  o f  the  circumstances under which they were made, no t  mis leading,  

and engaged i n  t r ansac t i ons ,  p r a c t i c e s  and a course o f  business which 

would and d i d  operate as a f r aud  and d e c e i t  upon the  purchasers; t h a t  

r e g i s t r a n t ,  Barne t t ,  L ieber  and Libman w i l l f u l l y  v i o l a t e d  Sec t ion  

10(b) o f  t he  Exchange Act and Rule 17 CFR 240.10b-5 promulgated by 

t he  Commission under s a i d  sec t ion ;  t h a t  r e g i s t r a n t  w i l l f u l l y  v i o l a t e d  

Sect ion 15(c) (1) of t he  Exchange Act and Rule 17 CFR 240.15~1-2 p ro -  

mulgated by t he  Commission under s a i d  sec t i on  and Ba rne t l ,  L ieber  and 

Libman caused, aided, abetted, counsel led, commanded and induced such 
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v i o l a t i o n s  by r e g i s t r a n t .  The o rde r  f u r t h e r  a1 leges tha t  r e g i s t r a n t  

i s  permanently en jo ined  by an o rde r  o f  t he  U. S. D i s t r i c t  Court  f o r  

the  Southern D i s t r i c t  o f  New York, entered on o r  about March IS,  1960 

from engaging i n  and c o n t i n u i n g  w i t h  t he  s a l e  o f  s e c u r i t i e s .  

-2/  Sect ion 17(a) o f  t he  S e c u r i t i e s  Act and Sect ions 10(b) and 1 5 ( c ) ( l )  
o f  t he  Exchange Act and Rules 17 CFR 240.10b-5 and 17 CFR 240.~1-2(a) 
and (b) thereunder, as a p p l i c a b l e  i n  t he  i n s t a n t  case p rov ide  i n  
essence t h a t  i t  s h a l l  be un lawfu l  t o  use the  m a i l s  o r  means of  
i n t e r s t a t e  commerce i n  connect ion w i t h  t he  purchase o r  sa le  o f  , 

any s e c u r i t y  by t he  use o f  any devices t o  defraud, an un t rue  o r  
m is lead ing  statement o f  a m a t e r i a l  f a c t ,  o r  any ac t ,  p rac t i ce ,  
o r  course o f  business which operates o r  would opera te  as a f r aud  
o r  d e c e i t  upon a customer, o r  b ~ y  t he  use o f  any o t h e r  man ipu la t i ve ,  
decept ive o r  f r audu len t  device. 



A f t e r  appropr iate no t ice ,  a hear ing was held be fore  the undersigned 

Hearing Examiner on May 2, 1960. Proposed f i nd ings  o f  f a c t  and conclusions 

o f  law were submitted by counsel f o r  the  D i v i s i o n  o f  Trading and Exchanges 

and by counsel f o r  the  r e g i s t r a n t .  Although Messrs. Lieber and Libman 

received n o t i c e  o f  the  i n s t a n t  hearing, and t h e i r  appearances were noted 
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i n  the record, they d i d  no t  p a r t i c i p a t e  i n  the  hearing. 

The f o l l o w i n g  Findings are based on the record, the  documents 

and e x h i b i t s  t h e r e i n  and the  Hearing Examinerls observat ion o f  the  var ious 

witnesses. 

Reg is t ran t  has been reg is te red as a broker and dealer  w i t h  the  

Secu r i t i es  and Exchange Commission s ince January 22, 1958 pursuant t o  

Sect ion 15(b) o f  the Exchange Act. Since the incorpora t ion  o f  r e g i s t r a n t ,  

Stanley Barnet t  has been ac t i ng  as pres ident  and t reasurer .  He i s  the  

b e n e f i c l a l  owner o f  a l l  o f  the outstanding stock o f  the r e g i s t r a n t .  

Regist rant  became and i s  p resent ly  a member o f  the NASD. 

The gravamen o f  the charges against  the  r e g i s t r a n t ,  i nso fa r  as 

they are  p e r t i n e n t  t o  a cons idera t ion  o f  the suspension o f  r e g i s t r a n t ,  

r e l a t e  t o  the a c t i v i t i e s  and conduct o f  r e g i s t r a n t ,  Barnett  and two o f  

A t  the ou tse t  o f  the  hearing, Messrs. Lieber and Libman requested 
an oppor tun i ty  t o  ,secure counsel. The Hearing Examiner explained 
t h a t  the  i n s t a n t  proceeding was one d i r e c t e d  s o l e l y  against  the  
r e g i s t r a n t  on the quest ion o f  suspension o f  r e g i s t r a n t ' s  r e g l s t r a -
t l o n  and no recommendation would be made by the Hearing Examiner 
w l t h  respect t o  Messrs. Lleber and Llbman and t h a t  any Issues 
presented i n  the  Commissionls o rder  f o r  proceedings, dated A p r i l  
21, 1960 w l t h  respect t o  those two Ind i v idua ls  would he the sub jec t  
o f  f u r t h e r  proceedings as t o  which i t  i s  presumed they w i l l  rece ive  
appropr iate no t ice .  



i t s  salesmen w i t h  respect t o  the  s tock  o f  Steuben. General ly,  t h e  

a l l ega t i ons  charge t h a t  Barnet t  and two o f  h i s  salesmen made f a l s e  

and misleading statements o f  ma te r i a l  f a c t s  and omi t ted  t o  s t a t e  ma te r i a l  

fac ts  w i t h  respect t o  Steuben, the substance o f  which w i l l  be discussed 

below. 

Steuben was incorporated i n  New York i n  October, 1955 under the  

name of  Steuben Te lev i s ion  Antenna Systems, Inc.  I n  March, 1955, the  

name of  the co rpo ra t i on  was changed t o  Steuben E lec t ron i cs  Corporat ion. 

Steuben was a ho ld ing  company which owned 100% o f  the  s tock  o f  Steuben 

T e l e v i s i o n  Antenna Systems, Inc., a Delaware corpora t ion ,  whlch owned 

proper ty  and equipment used f o r  the  purpose o f  rece i v ing  s igna ls  from 

t e l e v i s i o n  sets and r e l a y i n g  the te lecas ts  t o  subscrlbers o f  t he  system 

over closed c i r c u i t s  f o r  which a monthly fee was pa id  t o  the  corporat ion.  

I n  January, 1959, ~ t e u b c n  Te lev i s ion  Antenna Systems, Inc. entered 

i n t o  a con t rac t  w i t h  S c i e n t i f i c  E lec t ron i cs  Laborator ies, Inc. ( " ~ c i e n t i f i c ~ ~ )  

f o r  t he  a c q u i s i t i o n  of  25% of  the comlori s tock o f  Scientific. I n  March, 

1959, one Edward Bobfch, a New York a t to rney  who, w i t h  a group, had 

acqui red ownershi p and con t ro l  o f  s tock  o f  As tor i  a Manufacturing Company, 

f o r  the  purchase o f  80% o f  t he  outstanding c a p i t a l  s tock  o f  Astor ia .  

. .  	 From May t o  October, 1959, Steuben paid approximately $7,000 t o  $8,000 on 

account o f  the  sa id  con t rac t .  the total n r i r ~nf whlrh tuae annrr rv tm- t r~ . ,  
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$100,000. The cont rac t  was cancel led i n  October, 1959. Steuben a t  no 

time acquired any s tock  t o  Astor ia .  Dur ing the  summer o f  1959 Bobich, 

on behal f  o f  Steuben, conducted negot ia t ions  f o r  the  a c q u i s i t i o n  o f  Fay 

Instruments, Inc. and Aetna Tool and Machine Co. Bobich t e s t i f i e d  tha t  

such negot ia t ions  were q u i c k l y  abandoned. Bobich became pres ident  o f  

Steuben on o r  about May 25, 1959 a t  the  request o f  M i l t o n  Shuck who, 

Bobich t e s t i f i e d ,  owned a c o n t r o l l i n g  b lock  o f  Steuben stock. 

The record d isc loses  t h a t  the  o n l y  connection between Steuben and 

Astor ia  and S c i e n t i f i c  was the cont rac ts  mentioned above, n e i t h e r  o f  

which was ever consunimated and t h a t  Steuben never exercised c o n t r o l  o f  

o r  concerned i t s e l f  w i t h  the  management o r  operat ions o f  e i t h e r  As to r i a  

o r  S c i e n t i f i c .  A t  some t ime between May and August, 1959, Steuben 

received f i n a n c i a l  statements from the sa id  companies, but  never made 

them p u b l i c  o r  furn ished them t o  the  r e g i s t r a n t  o r  Barnett .  Dur ing the  

per iod  from May t o  October of 1959, Steuben had outstanding 1,012,000 

shares o f  common stock. 

Bobich t e s t i f i e d  t h a t  du r ing  the  above mentioned per iod  Steuben 

had no earnings, no income, "was subs i s t i ng  on borrowed cap i ta l " ,  had 

debts o f  approximately $150,000 and had a book value o f  3e a share. 

Bobich s ta ted  tha t  the book value was a r r i v e d  a t  w i thout  g i v i n g  any value 

whatsoever t o  the  cont rac ts  t o  purchase the  stock o f  S c i e n t i f i c  and 

Astor ia .  He s ta ted  t h a t  asc r i b ing  a value t o  the s tock  o f  those two 

companies du r ing  the  pe r iod  o f  the  ex is tence o f  the  sa id  cont rac ts  would 

have increased the  book value t o  no more than 5e per share. 

During the  per iod  May-August, 1959, r e g i s t r a n t  so ld  i n  excess o f  

106,000 shares o f  Steuben stock. These shares were purchased p r i n c i p a l l y  



f rom Landau and Company ( ~ ~ a n d a u l l )  . About 3,000 shares were purchased 

from Cauldwel l  S e c u r i t i e s  ( " ~ a u l d w e l l ~ ~ ) .  

Fa lse  and Mis lead ing  Statements 

The evidence adduced a t  t he  hea r i ng  shows t h a t  i n  t he  s a l e  of 

Steuben s tock,  r e g i s t r a n t  made numerous f a l s e  and mis lead ing  statements 

over  t he  telephone and om i t t ed  t o  s t a t e  m a t e r i a l  f a c t s  necessary i n  o r d e r  

t o  make t he  statement made not  mis leading.  

The represen ta t ions  made over  the  telephone by r e g i s t r a n t ' s  sa les -

men and i n  one ins tance  by Barne t t  h imse l f  i nc luded  such statements as 

" the s tock  was ready t o  move", t he  s tock  was "due t o  move up", t h e  s tock  

was going t o  increase t o  $20 o r  $25 i n  approx imate ly  e igh teen  months, 

Steuben was a " f a s t  growing s tock  and i t  would go up very  r a p i d l y  and 

might d o l ~ b l e  o r  t r i p l e 1 1 ,  tlbat i t  rrould be b e t t e r  t o  "buy them E t e u b e r ~ 7  

now be fo re  t he  s tock  would s p l i t " ,  the s tock  would be l i s t e d  on t he  Stock 

Exchange, " the New York Stock Exchange and t he  American Stock Exchangeaa, 

Steuben was go ing t o  "rnel-ge w i t h  two o t h c r  companies", Steuben had 

con t rac t s  f o r  40,000 antennas f o r  pay TV and t h a t  a t  a  meet ing of  the 

company Ba rne t t  was go ing t o  suggest t h a t  Steuben pay a 6% d iv idend .  

These statements were made by two o f  r e g i s t r a n t ' s  salesmen and by Ba rne t t  

51 
t o  f ou r  i nves to r s  who t e s t i f i e d  a t  t h e  hear ing.  

/ Though no t  a l l  of  t he  sa id  statements were made t o  each o f  t he  
f o u r  i nves to r s  who t e s t i f i e d ,  each was t o l d  t h a t  t he  s tock  would 
r i s e  s u b s t a n t i a l l y ,  two were t o l d  o f  t he  l i s t i n g  on t h e  Exchange, 
one was t o l d  about t h e  merger and one was t o l d  o f  t he  s tock  s p l i t  
and t he  pay TV antennas. 



- 8 -


From the  evidence presented a t  t he  hear ing,  a l l  o f  t he  representa-

t i o n s  were f a l s e  and mis lead ing .  Steuben made no a p p l i c a t i o n  t o  t he  New 

York Stock Exchange o r  t he  American Stock Exchaqe  f o r  l i s t i n g  thereon nor  

had Steuben made any arrangements w i t h  respect  t o  l i s t i n g  i t s  s t o c k  on any 

n a t i o n a l  s e c u r i t i e s  exchange. I t  had no t  nego t ia ted  f o r  a  merger nor  does 

i t  appear f rom the  record t h a t  any company had any i n t e r e s t  i n  Steuben. 

Wh i le  the  record shows t h a t  Steuben had entered i n t o  two c o n t r a c t s  t o  pur -  

chase s tock  of  two cornpanies and had p a i d  some money on account o f  t he  

purchase p r i ce ,  i t  i s  c l e a r  frorn t he  record t h a t  merger w i t h  those two 

companies o r  any o t h e r  cornpanies was no t  discussed. Ne i t he r  Steuben nor  

i t s  wholly-owned s u b s i d i a r y  had any c o n t r a c t s  f o r  pay TV antennas. The 

statements made by r e g i s t r a n t ' s  s a l e s ~ ~ ~ e n  Steuben s t o c k  and Barne t t  t h a t  

would double o r  t r i p l e ,  t h a t  i t  would go up t o  $20 o r  $25 a share were 

made w i t h o u t  any apparent j u s t i f i c a l i o n  o r  bas is .  Though Steuben's books 

were no t  produced, Steubeng s  pt e s i dent ( du r i ng  t he  p e r i o d  t he  representa-

t ions were made) t e s t  i f  i e d  t h a t  tile company had no earn ings,  no income, 

no p r o f i t s ,  no p o s s i b i l i t y  o f  pay ing  d iv idends ,  had an indzbteness o f  

about $150,000 and was e x i s t i n g  on borrowed c a p i t a l .  I t s  hook va lue  never 

exceeded 5 cen ts  per  share. Steubents p res iden t  f u r t h e r  t e s t i f i e d  t h a t  

w i t h  over  a  m i l l i o n  shares ou ts tand ing ,  t he  company's ssse ts  would have 

had t o  increase t o  $25,000,000 f o r  i t  t o  have a book va lue of  $25 per  

share and t h a t  f rom the  na tu re  o f  Steubents business a t  t h e  t ime i n  

ques t ion  such increase was unwarranted. 

Moreover, Ba rne t t  and h i s  two salesmen f a i l e d  t o  d i s c l o s e  t o  

i nves to r s  t he  f i n a n c i a l  c o n d i t i o n  o f  Steuben. S p e c i f i c a l l y ,  they f a i l e d  

t o  d i s c l o s e  t h a t  Steuben had no earn ings o r  income, no p r o f i t s ,  what i t s  



debts were and i t s  book value. These were ma te r ia l  f a c t s  which should 

have been d isc losed t o  inves tors  t o  permit  them t o  make an informed 

investment judgment of Steuben. 

Regist rant  contends tha t  i t  d i d  not  represent nor d i d  i t  au thor ize  

i t s  salesmen t o  represent t h a t  Steuben stock would go up s u b s t a n t i a l l y  o r  

very q u i c k l y  o r  t h a t  i t  would be l i s t e d  on any exchange. I t  made s i m i l a r  

content ions w i t h  respect t o  pay TV antennas. I n  a d d i t i o n  t o  denying i t  

made f a l s e  and mis leading statements, r e g i s t r a n t  contends t h a t  the inform- 

a t i o n  i t  gave t o  customers was e i t h e r  received from the  company and inform- 

a t i o n  i t  prepared and publ ished i n  news- let ters which i t  mai led t o  
-6 / 

i nves tors  and prospect ive investors.  

These content ions cannot be accepted. We consider a t  the ou tse t  

the c l a i m  r e l a t i n g  t o  in forn iat ion obtained from Steuben. The record 

shows t h a t  r e g i s t r a n t  by l e t t e r  dated A p r i l  22, 1959 forwarded a l e t t e r  

t o  Steuben s t a t i n g  i t  may be i n te res ted  i n  recommending the  company s tock  

-6 / A t  the  hearing, r e g i s t r a n t  a l so  attempted t o  prove t h a t  another 
brokerage concern (Garden State Securi t i e s )  had contacted customers 
of  r e g i s t r a n t  and made representat ions s i m l l a r  t o  those made by 
r e g i s t r a n t  i n f e r r i n g  t h a t  inves tors  may have been confused as t o  
which f i r m  i n  f a c t  made the  representat ions. S u f f i c e  i t  t o  say 
t h a t  the  inves tors  who t e s t i f i e d  s ta ted  unequivocal ly  t h a t  the 
c a l l s  they received came from r e g i s t r a n t  and they never heard of 
Garden State Secur i t ies ,  The f a c t  t h a t  another brokerage concern 
may have made representat ions t o  some o f  r e g i s t r a n t l s  customers 
(not the inves tors  who t e s t i f i e d  a t  the hearing) was i n  the  op in ion  
o f  the  Hearing Examiner i r r e l e v a n t  and such proof  was re jected.  



t o  i t s  c l i e n t s  and requested in fo rmat ion  concerning the  company. Spec-

i f i c a l l y ,  r e g i s t r a n t  requested the  fo l l ow ing :  

'We would l i k e  t o  know as much as poss ib le  
about the  h i s t o r y  o f  t he  company; about when and 
how i t  s ta r ted ;  about i t ' s  present business; i t ' s  
products; a l l  f a c t s  about i t ' s  subs id ia r ies ,  i f  any, 
i t ' s  plans and prospects f o r  the f u t u r e ;  i t ' s  s tock  
s i t u a t i o n ;  how many shares are authorized, how many 
outstanding, how many i n  the  hands o f  t he  pub l i c ,  

and how the  shares got i n t o  the  pub1 i c ' s  hands." 


Reg is t ran t  made i t  q u i t e  c l e a r  i t  was i n te res ted  i n  Steuben's 


products and i t s  stock. 

I t  i s  significant and revea l ing  t o  note t h a t  Barnett ,  who has 

been i n  the  s e c u r i t i e s  business f o r  t en  years and admi t ted ly  sent t he  

l e t t e r ,  d i d  no t  t h i n k  i t  important t o  request Steuben t o  f u r n i s h  a f i n -

anc ia l  statement o f  any k ind  and d isp layed no i n t e r e s t  i n  asce r ta in ing  

any in format ion concerning the  company's management. By l e t t e r  dated 

-7/ 
May 25, 1959, Bobich rep l ied ,  s ign ing  the  l e t t e r  as at torney.  The 

l e t t e r  gives in fo rmat ion  concerning the  products manufactured by Steuben 

T e l e v i s i o n  Antenna Systems, Inc., As to r i a  and S c i e n t i f i c  and the  names 

o f  some la rge  customers o f  t h e  l a t t e r  two companies. The l e t t e r  makes 

no mention of what i n t e r e s t  Steuben had i n  any o f  t he  sa id  companies. 

The l e t t e r  d i d  no t  f u r n i s h  the  in fo rmat ion  requested by r e g i s t r a n t  and 

r e g i s t r a n t  made no attempt t o  determine the  nature o f  t h e  r e l a t i o n s h i p  o f  

I/ Bobich t e s t i f i e d  the  l e t t e r  was prepared by e i t h e r  a Charles Stahl  
o r  Ben Goldste in on behal f  o f  M i l t o n  Shuck, t he  i n d i v i d u a l  a l l e g e d l y  
i n  c o n t r o l  o f  Steuben and though he, Bobich, signed i t  he had no 
a u t h o r i t y  from the  corpora t ion  t o  do so. Bobich f u r t h e r  t e s t i f i e d  
t h a t  on May 25 he was i n  Corning, New York and could no t  r e c a l l  
when, a f t e r  t h a t  date, he a c t u a l l y  signed the  l e t t e r .  



Steuben t o  As to r i a  and S c i e n t i f i c .  Barnet t  t e s t i f i e d  he spoke t o  Bobdch 

on several occasions about Steuben and i n  some vague unexplainable manner 

thought i t  was a l l  one company. With t h i s  meager in format ion,  and w i thout  

add i t i ona l  i nves t i ga t i on ,  r e g i s t r a n t  undertook t o  recommend the  stock t o  

prospect ive purchasers and t o  pub1 ish inforrnat i o n  about Steuben (d l  scussed 

below) which i t  furnished customers. 

We now consider whether, i n  l i g h t  o f  r e g i s t r a n t ' s  den ia l ,  the  

representat ions as t e s t i f i e d  t o  by inves tors  were i n  f a c t  made. On the  

basis of observat ion o f  the  demeanor o f  the  inves tor  witnesses, the  

Hearing Examiner accepts t h e i r  versions of  t he  conversat ions w i t h  reg i s -

t r a n t ' s  salesmen and Barnett .  A number o f  f a c t o r s  d i c t a t e  such conclusion. 

Though the  salesmen were present i n  the  hear ing  room throughout the  hearing, 

they were never c a l l e d  by r e g i s t r a n t  t o  s t a t e  what representat ions they 

purpor ted ly  made o r  t o  deny the  representat ions which inves tors  s ta ted  

under oa th  were i n  f a c t  made. Reg is t ran t ' s  den ia l  o f  the  representat ions 

were made by Barnet t  who t e s t i f i e d  he persona l ly  made none o f  the  represen- 

t a t i o n s  claimed by investors,  never i ns t ruc ted  any salesmen t o  make such 

representat ions and informed salesmen tha t  they were t o  make o n l y  s ta te -  

ments fu rn ished t o  r e g i s t r a n t  by the  company and the  in fo rmat ion  publ ished 

by r e g i s t r a n t  i t s e l f .  A perusal o f  the type o f  l i t e r a t u r e  publ ished by 

the  r e g i s t r a n t  f o r t i f i e s  the  op in ion  o f  the  Hearing Examiner t h a t  the 

investors were t e l l i n g  the  t r u t h ,  For example, on June 1 ,  1959, reg i s -

t r a n t  I n  recommending purchase o f  Steuben as a speculat ion inc luded a 

tab le  o f  the market a c t i v i t y  o f  n ine  e l e c t r o n i c  stocks f o r  the per iod  

1958-1959. The percentage gain f o r  these stocks shown i n  the  t a b l e  

ranges from 225% t o  965%. The reasons f o r  s e l e c t i n g  the  p a r t i c u l a r  



stocks was not  d isc losed nor was any attempt made i n  t h i s  l i t e r a t u r e  

t o  i n d i c a t e  whether t he  e l e c t r o n i c  companies were even i n  the  same 

e l e c t r o n i c  f i e l d  i n  which Steuben purported t o  be. The phenomenal 

market r i s e  of the  stocks depicted could have no purpose o ther  than 

t o  whet t he  appe t i t e  of t he  p o t e n t i a l  inves tor .  O f  equal concern, i n  

l i g h t  o f  one i nves to r ' s  testimony, i s  the  f o l l o w i n g  statement: 

, 1~p teubeE7embarked on a program o f  acclui r i n g  
Community Antenna, and closed c i r c u i t  t e l e v i s i o n  
systems. It i s  est imated t h a t  there  are  a 
m i l l i o n  subscribers who pay $40 m i l l i o n  a year 
t o  view f r e e  t e l e v i s i o n  programs.I1 

With such a type o f  p resenta t ion  i n  i t s  l i t e r a t u r e ,  i t  1s no t  

hard t o  be l ieve  inves tors  who t e s t i f y  they were t o l d  t h a t  Swuben s tock  

would r i s e  and the one inves tor  who t e s t i f i e d  he was t o l d  by r e g i s t r a n t ' s  

-8/ 
salesmen t h a t  Steuben had con t rac ts  f o r  40,000 pay T V  antennas. 

Though Barnett  denied ' s ta t i ng  o r  i n s t r u c t i n g  salesmen t o  s t a t e  

t h a t  Steuben stock would r i s e ,  he f i n a l l y  admitted he heard a t  l eas t  

one salesman t e l  l an investor ,  "the s tock  i s  going t o  go up." 

Wi th respect t o  a representat ion t h a t  a s tock  would r i se ,  the  

Commission has he ld  t h a t  a p r e d i c t i o n  by a s e c u r i t i e s  dealer  o r  salesman 

t o  a prospect ive inves tor  t h a t  a s tock  would go up o r  increase i n  p r i c e  

o r  would double o r  t r i p l e ,  c a r r i e s  an i m p l i c a t i o n  t h a t  there  i s  an 

adequate basis  f o r  such a p r e d i c t i o n  and t h a t  there  are no known fac ts  

21 

which would make such a p r e d i c t i o n  un re l i ab le .  I n  the  i n s t a n t  case, 

-8/ No charge i s  made i n  the  order  f o r  proceedings he re in  t h a t  t h e  l l t e r a -  
a tu re  publ ished by r e g l s t r a n t  was f a l s e  and mls leading and the  Hearing 
Examiner consequently makes no f i n d i n g  w i t h  respect thereto.  

p/ See I n  the Matter of Leonard Burton Corporation, Sec. Exch. Act Rel . 
No. 5978 (~une-1. 



reg is t ran t  undertook t o  p red ic t  tha t  Steuben stock would r i s e  but never 

adequately investigated t o  ascertain whether there were any fac ts  which 

would furnish a basis f o r  such a predict ion.  Such conduct indicates 

that  reg is t ran t  was completely unconcerned w i th  any respons ib i l i t y  which 

a broker-dealer has t o  ascertain material facts,  the disclosure o f  which 

i s  necessary t o  render the statements made not misleading. 

Of great signif icance, i n  the opinion o f  the Hearing Examiner, 

i s  the fact  tha t  no f inanc ia l  statement o f  Steuben was ever requested 

by registrant ,  and no such statement ever received. The record shows 

that  Barnett d i d  not  know, and since he instructed salesmen presumably 

they d id  not  know, whether Steuben had any assets, l i a b i l i t i e s ,  income, 

earnings, p ro f i t s ,  losses, o r  what i t s  net  worth was. The l i t e r a t u r e  

published by reg is t ran t  and sent t o  investors was barren o f  any such 

information. The record demonstrates tha t  the reg is t ran t  and i t s  salesmen 

embarked on a campaign t o  s e l l  Steuben stock i r respect ive o f  i t s  invest-

ment worth and without knowledge o f  any fac ts  re l a t i ng  t o  the foregoing 

matters. Registrant 's f a i l u r e  t o  obtain material f i nanc ia l  information 

d id  not prevent i t  from qua l i f y i ng  i t s  op t im is t i c  representations and 

recommendations o f  purchase. The pat tern o f  representations t o  investors 

i n  widely separated par ts  o f  the country re l a t i ng  t o  the increase i n  the 

p r i ce  o f  the stock and the l i s t i n g  on the Exchange i s  unmistakable. 

Registrant 's asserted rel iance on the sparse information furnished by Steuben 

i n  recommending the stock t o  investors o r a l l y  and i n  w r i t i n g  when coupled 

w i th  i t s  f a i l u r e  t o  secure informat'ion concerning the companyrs f inanc ia l  

condi t ion demonstrates a lack o f  understanding o f  a fundamental r&$psn&jbhe 



__ 
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- 

- 
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re la t ionsh ip  between the secur i t i es  dealer and customer. 

Barnett 's testimony regarding the f i rm ' s  s e l l i n g  a c t i v i t i e s  i s  

most reveal ing: 

Q What would you t e l l  a customer when you wanted t o  
s e l l  him Steuben stock? Did you t e l l  him i t  would go dwn? 


A No, you don't  t e l l  them anything. 

Q You don't t e l l  them anything? 

A You j u s t  say i n  our opin ion t h i s  i s  a good speculat ive 

recmendat ion. 
Q What does tha t  mean? 
A That i n  our opinion i t  i s  a good speculat ive recomnendation. 
Q What does it mean? 
A Exactly that, i n  those words, t ha t  we have an opinion 

on the stock. 
Q What i s  your opin ion on the stock? 
A Our opinion i s  tha t  i t i s  a good speculation, i f  the 

customer wants t o  speculate. 
Q What does i t  mean t o  a customer? 
A I don' t  r e a l l y  know what i t  means t o  a customer. I th ink  

each man puts h i s  evaluation on what t ha t  means. 

Again i n  resporlse t o  questions: 

Now i n  the ordinary course o f  your business i n  s e l l i n g  stock, 
don't you give the customer any information w i t h  respect t o  the 
company? 

A We give the information t ha t  they have already received. 
We j u s t  go over it, and then make any k i nd  o f  a general statement. 

* $ < * * * * * *  

Q I s  i t  your testimony now tha t  even though he has gotten 

information, you merely repeat what was said i n  the write-up tha t  
he got? 

A More o r  less, yes. 

Q That i s  a l l  you ever t e l l ?  

A Yes. Spec i f ica l ly ,  tha t  i s  what we do t e l l  him. A1 1 the 


po in ts  of what the customer has already received. 
Q Now when you t e l l  a customer t ha t  t h i s  i s  a good speculation, 

does he ever ask what tha t  means? 
A No. Then the customer takes over from there and s e l l s  himself. 

The testimony demonstrates a misconception o f  the requirements of 

disclosure o f  a l l  o f  the f ac t s  necessary i n  order t o  make the statements m d a  

not  misleading and enable an investor t o  make an informed judgment of a 

secur it y  . 



- - 

Pub1 i c  In terest  

Under Sect ion 1 ~ ( b )  o f  the Exchange Act the Comnission may suspend 

the reg i s t r a t i on  o f  a broker-dealer, pending f i n a l  determination whether 

such reg i s t r a t i on  shouid be revoked, if, a f t e r  no t i ce  and opportuni ty 

f o r  hearing such suspension appears t o  be necessary o r  appropriate i n  the 

pub1 i c  in te res t  o r  f o r  the p ro tec t  ion o f  investors. 

i n  an attempt t o  ascerta in i f  the pub l i c  in te res t  and the p ro tec t ion  

of investor 's  standard o f  the s ta tu te  requires the imposit ion o f  suspension 

of reg is t ra t ion,  considerat ion i s  given t o  the manner i n  which reg is t ran t  

conducted h i s  business and deal t  w i t h  the publ ic .  During the May-August 

1959 per iod reg is t ran t  occupied o f f i c e s  on three d i f f e r e n t  f l o o r s  i n  a 

large o f f i c e  bu i l d i ng  i n  New York Ci ty .  Regfstrant employed 10 o r  12 

salesmen whose so le  funct ion during the per iod i n  question was t o  s e l l  

only Steuben stock. A l l  o f  the salesmen were h i r ed  by Barnett, who a l so  

instructed them and supervised t h e i r  a c t i v i t i e s .  Barnet t 's  i ns t ruc t ion  

t o  the salesmen was t o  conf ine t h e i r  statements t o  the w r i t t e n  mater ia l  

previously furnished customers by reg is t ran t  and t o  information given them 

by Barnett, which Barnett t e s t i f i e d  he secured from the company. A l l  o f  
1o/n 

reg is t ran t ' s  business was conducted by long distance telephone. Barnett 

t e s t i f i e d  he could no t  r eca l l  who recommended the Steuben stock t o  him 

o r  the source o f  h i s  o r i g i na i  i n te res t  i n  the company. He stated, however, 

10/ During the per iod reg is t ran t  was s e l l i n g  Steuben stock i t  had I S  te le -
n 

phone numbers and 18 o r  19 instruments. Registrant 's telephone b i l l  
i n  June was $3,000 o r  $4,000, and i n  August was between $6,000 and 
$7,000. 
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that  near ly a1 1 o f  the stock he had purchased ( i n  excess o f  100,000 shares) 

came from Landau and Company, whose name he obtained from the National 

Dai ly  Quotation Sheets,and tha t  such purchases were the resu l t  o f  negotfatfons 

between himself and Landau. As Barnett stated: 

"As I sold I would negotiate t o  buy more." 

Registrant 's records show that  a l l  o f  the stock purchased from June through 

August f rom Landau were bought a t  $2.75 per share, despit e  the f a c t  tha t  

Landaui s quotes i n  the sheets were around $4 per share. Though reg is t ran t  
-11/ 

was s e l l  ing the Steuben stock a t  around $4 per share, Barnett t e s t  i f ied 

he never experienced any d i f f i c u l t y  i n  purchasing f rom Landau a t  $2.75 

per share, and the stock was always avai lab le  a t  tha t  pr ice.  Barnett made 

no e f f o r t  t o  f i n d  out where Landau was ge t t ing  the stock, although he admits 

he was curious. 

Registrant 's e f f o r t s  t o  obtain information about Steuben t o  glve 

t o  h i s  customers has been deta i led above, t o  which should be added that  

Barnett t e s t i f i e d  he employed an attorney, John J. Sull ivan, t o  give -12/ 
him a legal opinion tha t  Steuben stock could be p u c l i c l y  sold. Su l l ivan 

reported t o  Barnett tha t  he made an invest igat ion o f  Steuben and "examined 

the books and minutes o f  the company" but  d id  not  t e l l  Barnett anything o f  

Steuben's f inanc ia l  condit ion, nor d id  Barnett ask whether the company was 

making o r  los ing money. Again, reference t o  Barnett 's testimony i n  t h i s  

-11/ Barnett's explanation o f  h i s  $4 s e l l  ing p r i c e  i s  tha t  i t  was the market 
p r i c e  as re f lec ted  I n  the sheets. This explanation. i n  l i g h t  o f  Barnett 's 
constant purchases a t  2-3/4ths, i s  unbel ievable. 

-12/ Barnett gave no sat is factory  explanation as t o  why i t  was necessary t o  
obtain a legal opinion as t o  the s a l e a b i l i t y  o f  the Steuben stock. 



regard i s  s ign i f i can t .  

Q Didn' t  you ever t h i nk  i t  was necessary or Important t o  
t e l l  your customers whether the company was making money? 

A If I can get tha t  information, yes, I do th ink  i t  i s  

important. 


Q Did you make any e f f o r t  t o  get that  Information t o  g ive t o  
your customers w i t h  respect t o  Steuben stock? 

A Spec i f ica l ly ,  no, 
Q A t  any time between May and August o f  1959, d l d  you make 

any e f f o r t  t o  obtain any f inanc ia l  information wi th  respect t o  
the Steuben Company? 

A No, I d id  not, 

With respect t o  Barnett 's supervision of h i s  salesmen, he t e s t i f i e d  

he ta lked w i t h  them on occasion and "by l i s t en ing  t o  what they were saying" 

on the telephone. He t e s t i f i e d  he spent most of h i s  day t r a v e l l i n g  from 

one f l oo r  t o  another, spending between 5 and 30 minutes l i s t e n i n g  t o  

h i s  salesmen constant ly t r y i n g  t o  s e l l  Steuben stock. When pressed as t o  

whether salesmen were using high pressure i n  s e l l i n g  Steuben stock, Barnett 

t e s t i f i e d  they used Itvery l o w  pressuret1 o r  what he ca l l ed  a "sof t  sell", 

which meant "actual ly  l e t t i n g  the persons s e l l  themselvest'. The Hearing 

Examiner cannot help but  conclude tha t  reg is t ran t ' s  a c t i v i t i e s  i n  u t i l i z i n g  

a dozen salesmen t o  s e l l  one stock by means o f  constant long distance 

telephone c a l l s  wi thout  any knowledge of the f i nanc ia l  condi t ion o f  the 

company whose stock i t  was recommending t o  investors, or  even making any 

e f f o r t  t o  secure such information and representing tha t  the stock would 

r i s e  substant ia l ly  and would be l i s t e d  on an exchange, can be characterized 

i n  the words used by Judge Chase of the United States Court o f  Appeals in 



111 
the Second C i r c u i t  as "bo i ler  room". 

The Hearing Examiner has gone t o  some length t o  describe reg is t ran t ' s  

operations as i t  appears i n  the record, recognizing, o f  course, tha t  

suspension o f  a broker-dealer pending a hearing on revocation i s  a sanction 

not t o  be l i g h t l y  considered. The Hearing Examiner i s  o f  the opinion, and 

so f inds,  that  the record contains a s u f f i c i e n t  showing o f  misconduct t o  

ind icate  the l i ke l ihood  that  a f t e r  hearings on the issue o f  revocation 

reg is t ran t  w i l l  be found t o  have c m i t t e d  w i l l f u l  v i o l a t i ons  o r  any other 
14/ 

grounds p rescr ibed w it h  respect t o  revocat ion in Sect ion 15 ( b ) w  i1l be 

established, and that  revocation w i l l  be required i n  the pub1 i c  in terest .  

Such a showing o f  misconduct, inc luding fraudulent representations t o  

investors, i s  evident i n  the record. In t h i s  conciection, the Hearing 

Examiner i s  s a t i s f i e d  tha t  the record a p t l y  demonstrates, and he so f inds,  

tha t  reg is t ran t  through Barnett, and a t  l eas t  two o f  i t s  salesmen, made 

fraudulent representations w i t h  respact t o  the stock o f  Steuben and f a i l e d  

t o  disclose mater ia l  fac ts  necessary i n  order t o  make the statements made, 

i n  the l i g h t  o f  the circumstances under which they were made, not  misleading. 

11/	U. S. v. Ro l ln i ck  e t  a1 ., 91 F 2d 911, 915 (1937). See a lso  Timbers 
and Pol lack "Extradi t ion From Canada t o  the United States f o r  Secur i t ies  -Fraud: Frust ra t ion o f  the National Po l i c ies  o f  Both Countries", 24 
Fordham L. Rev. 301 ( 1 9 5 5 ) ~  

-14/ Under Section 15(b) there i s  no requirement tha t  suspension be based 
upon f indings o f  w i l l f u l  v io la t ions  o r  other grounds spec i f ied w i t h  
respect t o  revocation. A.G .Be1 1 i n  Secur it i e s  C o r ~  ., Secur it i e s  Exchange 
Act Re1 ease No. 5966 ( ~ a y  18, 1959) ; Peer1 ess-New York Incorporated, 
Secur i t ies Exchange Act Release No. 6293 (February 26, 1960). 



Registrant 's denial o f  the fraudulent representations i s  completely unsup- 

ported, and i n  view of  the testimony of the investor witnesses the testimony 

of Barnett w i t h  respect t o  the denials cannot be accepted. Registrant 

as a broker-dealer engaged i n  recommending t o  investors the purchase of  

Steuben stock had a duty t o  exercise reasonable care t o  obta in  such basic 

information as the f inanc ia l  condi t ion o f  Steuben, i t s  earnings and net 

worth, and make such information ava i lab le  t o  i t s  customers. Registrant 

f a i l e d  t o  make the type o f  invest igat ion which i n  the l i g h t  o f  reg is t rant 's  

respons ib i l i t i es  t o  i t s  customers i s  deemed essential.  Registrant 's 

asserted rel iance on statements furnished by Steuben d i d  not  discharge the 

duty t o  exercise reasonable care, since i t  i s  qu i te  evident the informa- 

t i o n  i t  received was f a r  short of ~ ! I Ck ind of  information essential t o  

permi t investors t o  make an informed judgment. 



The manner i n  which r e g i s t r a n t  conducted i t s  business by means 

of  long d i s tance  telephone c a l l s ,  w i t h  l i t t l e  o r  no supe rv i s i on  o f  sa les -  

men and s e l l i n g  o n l y  one s e c u r i t y  a t  a  t ime  ra i ses  ser ious  ques t ion  as 

t o  whether i t  should be pe rm i t t ed  t o  deal w i t h  p u b l i c  i nves to r s .  Regis-

t r a n t  does not  appear t o  understand o r  apprec ia te  t h e  r e s p o n s i b i l i t i e s  

o f  a broker-dealer  t o  i nves to r s .  I n  t h i s  l a t t e r  connect ion, i t  i s  noted 

t h a t  r e g i s t r a n t  c o n s i s t e n t l y  p a i d  $2.75 per  share f o r  the  Steuben s tock  

no tw i t hs tand ing  t h a t  t he  a l l eged  market p r i c e  o f  t h e  s a i d  s e c u r i t y  i f  a 

t r u e  market r e a l l y  ex i s ted ,  was quoted a t  approx imate ly  $4 per  share, a t'21 
which p r i c e  r e g i s t r a n t  was s e l l i n g  t o  i nves to r s .  Though no charge 

i s  made o f  f r aud  i n  connect ion w i t h  t he  p r i c e s  charged t o  i nves to r s  and 

no such f i n d i n g  i s  made here in ,  t he  Hear lng Examiner must recognize i n  

cons ide r i ng  t h e  p r o t e c t i o n  o f  i nves to r s  standard o f  Sec t ion  l 5 (b )  t h a t  

t h e  Co~nmissior~ has c o n s i s t e n t l y  h e l d  that  i t  i s  a  f r a u d  and d e c e l t  upon 

customers t o  charge p r i c e s  no t  reasor~ably  r e l a t e d  t o  c u r r e n t  market p r i c e s  

1.6' 

w i t hou t  d i s c l o s i n g  t h a t  f a c t  and t h a t  a d e a l e r ' s  own contemporaneous 


cos t s  a re  t he  best  evidence of c u r r e n t  market p r i ces ,  i n  t he  absence o f  


1 1 / 

c o u n t e r v a i l i n g  evidence. Barne t t  o f f e r e d  no exp lana t i on  o r  any spec ia l  


15/-	 Charles Huqhes & Co., Inc., 13 S.E.C. 676 (1943), a fF1d 139 F  2d 434 
(c.A. 2, 194?), c e r t .  denied 321 U.S. 786; W. T. Anderson Company, 
Inc., Sec. Exch. Act Rel. No. 6177 (February 9, 1960). 

16/ 	 I n  f a c t  one i n v e s t o r  t e s t i f i e d  he had purchased a  b l o c k  o f  Steuben s tock  
f rom r e g i s t r a n t  a t  $4 and was c a l l e d  aga in  and t o l d  by r e g i s t r a n t ' s  sa les-
man t h a t  though t h e  s tock  had r i s e n  t o  $4-1/2 o r  $4-3/4, he cou ld  o b t a i n  
an a d d i t i o n a l  b l o c k  f o r  t h e  i n v e s t o r  a t  t h e  p r i c e  o f  $4. The i n v e s t o r  
thereupon i n s t r u c t e d  r e g i s t r a n t  t o  s e l l  t h e  s tock  he had bought a t  $4 
so t h a t  he cou ld  make a  p r o f i t .  A t  r e g i s t r a n t ' s  request he immediately 
mai led h i s  c e r t i f i c a t e  which r e g i s t r a n t  s o l d  f o r  l ess  than $2 per  share. 

1 1 /  	 Paul Car ro l  1 Ferquson, Sec. Exch. Act Rel.  No. 6009 ( J u l y  7, 1959);
Samuel B. F r a n k l i n  & Company, Sec. Exch. Act Rel. No. 5915 arch 24, 1959). 



circumstances wa r ran t i ng  a h i ghe r  than normal mark-up, such as spec ia l  

se rv ices  rendered f o r  customers o r  unusual expenses (unless t h e  huge t e l e -  

phone b i  1 1  i s  considered an unusual expense). The record  shows t h a t  

Ba rne t t  had a  ready market a t  $2.75 per  share a v a i l a b l e  t o  him f o r  a l l  

t he  shares o f  Steuben he cared t o  purchase. Under t he  Exchange Act t he  

Commission i s  g iven  ample a u t h o r i t y  t o  suspend the  r e g i s t r a t i o n  o f  b rokers  

and dealers .  Such a u t h o r i t y  should be invoked i n  cases where b rokers  and 

dea le rs  make i t  a p r a c t i c e  o f  o p e r a t i n g  i n  the manner i n d i c a t e d  he re in .  

I n  o rde r  t o  p r o t e c t  i nves to r s ,  such b rokers  and dea le rs  should n o t  be 

pe rm i t t ed  t o  have f u r t h e r  dea l ings  w i t h  t h e  p u b l i c .  

CONCLUS l ONS 

The so le  issue ;I-eSetl . , t i  - i d l r L ~ / ~ r > rt e[ji s t r a ~ l t sa5 a  b roker -dea le r  

should be suspended as necessaiy or app rop r i a te  i n  t h e  p u b l i c  i n t e r e s t  o r  

f o r  the  p r o t e c t i o n  o f  i nves to r s  pending f i n a l  de te rm ina t i on  o f  whether 

such r e g i s t r a t i o n  sha 1 1 be revokcb, 5 ince i t  has been found above t h a t  

the record  con ta ins  3 s u f f  i c i e r l t  showirry o f  misconduct t o  i n d i c a t e  t h a t  

a f t e r  a hea r i ng  on t he  revoca t i on  issues t h e r e  i s  a l i k e l i h o o d  t h a t  r e g i s -

t r a n t  w i l l  be found t o  have cornnlitted t h e  v i o l a t i o n s  a l l eged  i n  t he  Com- 

miss ion 's  o rder ,  suspension o f  r e g i s t r a n t ' s  r e g i s t r a t i o n  i s  requ i red .  

However, t he re  i s  no i n t e n t i o n  t h a t  t h e  f i n d i n g s  recommended h e r e i n  be 

construed as a  de te rm ina t i on  on any issue o t h e r  than suspension a t  t h i s  

t ime. The issues which a r e  t he  sub jec t  o f  f u r t h e r  proceedings a r e  no t  

considered i n  t h i s  dec is ion .  

I t  i s  recommended t h a t  the  Commission i ssue  an o rde r  f o r t h w i t h  

under Sect i o n  15 (b) o f  the  Exchange Act f i n d i n g  t h a t  i t  i s  necessary and 

app rop r i a te  i n  t h e  p u b l i c  i n t e r e s t  and f o r  t he  p r o t e c t i o n  o f  i nves to r s  t o  



suspend the r e g i s t r a t i o n  as a broker and dea ler  o f  Barnet t  4 Co., Inc. 

pending f i n a l  determinat ion o f  whether such r e g i s t r a t i o n  should be 
18/

revoked. 

Heari Examiner 

Washington, 0. C. 

May 25, 1960. 

18/ 	 The D i v i s i o n  o f  Trading and Exchanges and r e g i s t r a n t  have submltted 
proposed f i nd ings  o f  f a c t  and oonclusions o f  law. To the ex ten t  
t h a t  the  proposed f i n d i n g s  are i n  accord w i t h  t h i s  recommended 
decis ion,  they are  sustained and t o  the ex ten t  they are  incons is ten t  
w i t h  such views they a re  overru led.  

The D i v i s i o n  o f  Trading and Exchanges has requested a f i n d i n g  t h a t  
r e g i s t r a n t  was permanently enjo ined by an order  o f  the Uni ted States 
D i s t r i c t  Court f o r  the  Southern D i s t r l c t  o f  New York on o r  about 
February 16, 1960 from engaging i n  and con t i nu ing  c e r t a i n  conduct 
and p rac t i ces  i n  connect ion w i t h  the  sa le  o f  s e c u r i t i e s .  The Hearing 
Examiner i s  o f  the  view t h a t  such a f i n d i n g  i s  unnecessary i n  the  
i ns tan t  suspension case and such mat ter  should be reserved f o r  con-
s ide ra t i on  by the Commission a t  the  t lme the revocat ion proceedings 
are  before i t .  


