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of the Securities Exchange Act of 193lr exchange Actw) to determine 

whether to revoke or, pending final cictermination of the question of 


revocation, to suspend the registraEisn as a broker and dealer of 

Harwyn Securities, Inc. ( "Regist ra:-\~"Sand whether, under Section 

15~(b)(4) of the Exchange ~ c i ,E~urvjl K e l l t r r  aub i"kirintrtiub"), 

Irving Singer (18Singe~11),Robei-L S c h l a c c e r  (ltSchlacteri'jor any of 


them, are each a cause of any order ot revocation which nay be 

-1/ 
issued. 


The order for proceedings alleges that during the period from 


about November 3, 1960 to about February 7, 1361 registrant, Weintraub, 

Singer, and Schlacter improperlv made false and misleading statements 


of material facts in connection wieh the offer and sale of the Class A 


common stock of Chase Savings and Loan Association, Inc. (MChasell) and 


that during the period from about December 2, 1960 to about January 12, 


1961 registrant, directly and indirectly, while participating in the 


-1/ Section 15(b) of the Exchange Act, as applicable here, provides that 
the Commission shall revoke the registration of a broker or dealer 
if it finds that it is in the public interest and that such broker 
or dealer or any officer, director, or controlling or controlled 
person of such broker or dealer, has willfully violated any provision 
of that Act or of the Securities Act of 1933 or any rule thereunder. 

Under Section 15A(b)(4) of the Exchange Act, in the absence of 

Commission approval or direction, no broker or dealer may be admitted 

to or continued in membership in a national securities association if 

the broker or dealer or any partner, officer, director or controlling 

or controlled person of such broker or dealer was a cause of any 

order of revocation which is in effect. 




d i s t r i b u t i o n  of t h e  common s t o c k  of Chase, b id  f o r  s h a r e s  of s a i d  s t ock  

i n  w i l l f u l  v i o l a t i o n  of t h e  a n t i - f r a u d  p rov i s i ons  of t h e  S e c u r i t i e s  Act 
21 , 

of 1933 ( " S e c u r i t i e s  Act") and of t h e  Exchange ~ c t -  and Uein t raub  and 

S i n g e r  caused r e g i s t r a n t  t o  engage i n  such a c t i v i t i e s ;  t h a t  r e g i s t r a n t ,  

a i ded  and a b e t t e d  by Weintraub and S inge r ,  e f f e c t e d  s e c u r i t i e s  t r a n s -  

a c t i o n s  i n  w i l l f u l  v i o l a t i o n  of t h e  n e t  c a p i t a l  r equ i rements  of 

S e c t i o n  1 5 ( c ) ( 3 )  of t h e  Exchange Act and Rule 17 CFR 240.!5c3-1 t h e r e -
-31 

under;  t h a t  r e g i s t r a n t ,  a ided  and a b e t t e d  by Weintraub and S inge r ,  

w i l l f u l l y  v i o l a t e d  S e c t i o n  1 7 ( a )  of t h e  Exchange Act and Rule 17 CFR 

240.17a-3 by f a i l i n g  t o  make and keep c u r r e n t  c e r t a i n  books and r e c o r d s  
-4 / 

of r e g i s t r a n t  as r equ i r ed  under s a i d  r u l e  ; and t h a t  r e g i s t r a n t ,  

-2 / The a n t i - f r a u d  p rov i s i ons  a l l e g e d  t o  have been v i o l a t e d  a r e  
S e c t i o n  1 7 ( a )  of t h e  S e c u r i t i e s  Act and Sec t i ons  10 (b )  and 1 5 ( c ) ( l )  
o f  t h e  Exchange Act and Rules lob-5,  lob-6 and 15c l -2  (17  CFR 
240.10b-5, lob-6 and 15c l -2)  the reunder .  The e f f e c t  of t h e s e  pro- 
v i s i o n s ,  a s  a p p l i c a b l e  h e r e ,  i s  t o  make unlawful t h e  use of t h e  
m a i l s  o r  means of i n t e r s t a t e  commerce i n  connec t ion  w i th  t h e  pur- 
chase  o r  s a l e  of any s e c u r i t y  by t h e  use  of a dev i ce  t o  def raud ,  a n  
un t rue  o r  mis lead ing  s ta tement  of m a t e r i a l  f a c t ,  o r  any a c t ,  p r a c t i c e  
o r  cou r se  of bus ine s s  which o p e r a t e s  o r  would have opera ted  as a 
f r aud  o r  d e c e i t  on a  customer o r  by any o t h e r  means of manipu la t ive ,  
d e c e p t i v e ,  o r  f r a u d u l e n t  dev i ce .  

-3/ S e c t i o n  1 5 ( c ) ( 3 )  of t h e  Exchange Act p r o h i b i t s  t h e  use  of t h e  mails 
o r  i n t e r s t a t e  f a c i l i t i e s  by a broker  o r  d e a l e r  i n  s e c u r i t i e s  t r a n s -  
a c t i o n s  o the rw i se  than  on a n a t i o n a l  s e c u r i t i e s  exchange, i n  
con t r aven t i on  of t h e  Commission's r u l e s  p r e sc r i bed  thereunder  
p rov id ing  s a f egua rds  w i t h  r e s p e c t  t o  t h e  f i n a n c i a l  r e s p o n s i b i l i t y  
o f  b rokers  and d e a l e r s .  Rule 1 5 ~ 3 - 1  p rov ide s ,  s u b j e c t  t o  c e r t a i n  
exemptions no t  a p p l i c a b l e  h e r e ,  t h a t  no broker  o r  d e a l e r  s h a l l  pe r -  
m i t  h i s  agg rega t e  indeb tedness  t o  a l l  o t h e r  persons  t o  exceed 2,000 
pe r  c e n t  of h i s  n e t  c a p i t a l  computed as s p e c i f i e d  i n  t h e  r u l e .  

-4 / S e c t i o n  1 7 ( a )  o f  t h e  Exchange Act r e q u i r e s  r e g i s t r a n t ' s  b rokers  o r  
d e a l e r s  t o  make and keep c u r r e n t  such books and r eco rds  as t h e  
Commission may p r e s c r i b e  as necessa ry  and a p p r o p r i a t e . i n  t h e  pub l i c  
i n t e r e s t  o r  f o r  t h e  p r o t e c t i o n  of i n v e s t o r s .  Rule 17a-3 s p e c i f i e s  
t h e  books and r e c o r d s  which must be mainta ined and kept  c u r r e n t .  
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Weintraub and Singer are permanently enjoined by order of the United 


States District Court for the Southern District of New York from 


engaging in and continuing in certain conduct and practices in connec- 


tion with the sale of securities. 


After appropriate notice, hearings were held before the 


undersigned Hearing Examiner. Proposed findings of fact and conclusions 


of law in support thereof were filed by the Division of Trading and 


Exchanges. 


The following findings and conclusions are based on the record, 


the documents and exhibits therein and the Hearing Examiner's observa- 


tions of the various witnesses: 


1. Registrant, a New York corporation, has been registered 


with the Commission as a broker-dealer since July 9, 1960. Weintraub 


has been and is president, director and beneficial owner of more than 


LOX of the Common stock of the registrant. 


Record Keeping and Net Capital Violations 


2. Registrant stipulated and the Hearing Examiner finds that 


as of December 31, 1960 registrant had a net capital deficiency in the 


amount of $2,130 and that as of January 18, 1961 it had a net capital 


-5 / 
deficiency of $5,310. The record discloses and the Hearing Examiner 


-5 / The registrant conceded the net capital deficiency in excess of 
$5,000. Weintraub explained that $3,000 of this deficiency, though 
admittedly a contractual obligation and properly considered as a 
liability, arose out of the purchase of office furniture and equipt- 
ment which was returned to the seller subsequent to January 18, 1961. 
Even if such contractual liability were to be disregarded, regis- 
trant's net capital deficiency as at January 8, 1961 was admittedly 
in the amount of $2,160. 



finds between the period December 31, 1960 and January 18, 1961 regis- 


trant used the mails and facilities of interstate commerce to effect 


transactions and securities when its aggregate indebtedness to all other 


persons computed pursuant to the aforementioned rule exceeded 2,000 


per cent of its net capital and that registrant willfully violated 


Section 15(c)(3) of the Exchange Act and Rule 17 CFR 240.15~3-1 


thereunder. 


Record Keeping 


3. Registrant stipulated and the Hearing Examiner finds that 


on January 13, 1961 registrant's books and records were posted only to 


December 30, 1960. By reason thereof registrant on said date was in 


willful violation of Section 17(a) of the Exchange Act and Rule 17 CFR 


240.17a-3 thereunder. The record further discloses that on January 19, 


1961 registrant's books and records were being maintained and kept current 


in compliance with the aforesaid Section and Rule. 


-Violations of the Anti-fraud Provisions 
4. The record discloses that during the period from about 


November 3, 1960 to about February 7, 1961 registrant, through Weintraub, 


Singer and Schlacter, offered and sold shares of common stock of Chase 


by means of false and misleading representations of material fact and 


omitted to state material facts necessary in order to make the statements 


made not misleading. Six witnesses testified concerning representations 


made to them with respect to the Chase stock. They were all told that 


the Chase stock would increase in price. According to the testimony such 




r ep re sen ta t ions  included s tatements  t h a t  

"within s i x  weeks [chase] w i l l  make a t  l e a s t  $600.00, would 
probably double i n  p r i c e  i n  s h o r t  per iod of t ime, t h a t  it 
was a new s tock  - - bound t o  make money, cou ldn ' t  l o se  any 
money with i t ,  t h a t  s e c r e t  nego t i a t i ons  were going on 
wi th in  the  company -- s tock  would go t o  6  o r  7 ,  o r  
poss ib ly  $8, a f t e r  the  t u r n  of t he  yea r ,  t h a t  
r ~ h a s e ]w i l l  go on the market,  l e t ' s  say,  tomorrow, and 
from tomorrow a l l  t he  s tock  w i l l  go, t h a t  Chase would 
go h igher  than  Phoenix, that. Phoenix was s e l l i n g  a t  9  --
i t  [chase]  would do b e t t e r  than  t h a t ,  and t h a t  [chase] 
would pay o f f  l i k e  a s l o t  machine.It 

Two of such wi tnesses  t e s t i f i e d  they were t o l d  t h a t  Chase would pay 

dividends.  The s ta tements  made t o  prospec t ive  i n v e s t o r s  concerning 

t h e  i n c r e a s e  i n  t h e  p r i c e  of t he  s tock  and t h e  payment of d iv idends  

were unwarranted and without  b a s i s .  

5. Chase w a s  organized i n  Apri l  of 1960 i n  Maryland. I n  

November 1960 r e g i s t r a n t  ac ted  a s  underwri ter  with r e spec t  t o  an  

o f f e r i n g  of 600,000 s h a r e s  of common s tock  by Chase. I n  connect ion 

with such o f f e r  t o  t h e  publ ic  r e g i s t r a n t  used a prospec tus ,a  copy of 

which was received by a t  least one of t h e  i n v e s t o r  wi tnesses .  

Henry P. York, who was Chase 's  p re s iden t  from December 1960 through 

approximately t h e  middle of January 1961, t e s t i f i e d  t h a t  he v i s i t e d  t h e  

o f f i c e s  of Chase i n  Baltimore, Maryland on one occasion,  t h a t  he had no 

knowledge of any opera t ions  being conducted by Chase and t h a t  i n  

December of 1960 and e a r l y  January 1961 two s a l a r y  checks i ssued  t o  him 

by Chase were re turned  by t h e  bank marked "Insufficient Funds.I1 Another 

i nd iv idua l  t e s t i f i e d  he was a v i c e  p re s iden t ,  t r e a s u r e r  and a d i r e c t o r  

o f  Chase, t h a t  he never exerc ised  any of t h e  foregoing  func t ions  and 

http:$600.00
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that Chase never commenced operations. He further testified he attended 


one meeting of the Board of Directors upon the formation of the corpora- 


tion and none thereafter. Some time in January of 1961 this officer was 


informed by the Chemical Bank New York Trust Company that the Chase 

account was overdrawn and that the Bank had returned checks issued by 

Chase for insufficient funds. The record discloses that on September 14,  

1960 the Chase account at the Chemical Bank New York Trust Company was 

overdrawn, that in October 1960 it was overdrawn on eight days in amounts 

ranging from $75 to approximately $1,700; in November 1960, it was over- 

drawn on eleven days in amounts ranging from $160 to approximately 

$1,900; in December 1960, it was overdrawn on eight days between 

December 2 and December 28 in amounts ranging up to $6,700; and from 

December 28, 1960 through January 18, 1961, it was continuousLy over- 

drawn in amounts ranging up to approximately $5,000. The record further 

discloses that as at the date of the hearing the Chase account at the 

said Bank was overdrawn in the amount of $941.95. 

6. All of the witnesses who testified concerning registrant's 


offer of Chase stock to them stated they were not informed that Chase 


was not in operation or that during the period December 1960 to 


January 1961 it was unable to meet its financial obligations as they 


matured. The record disclosed that when registrant undertook to offer 


the Chase stock to the public it had no knowledge or information con- 


cerning Chase's operation or its financial condition nor does the record 


disclose any effort was made to secure such information to make it 


available to investors. It should be further noted that both the 


http:$941.95
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New York City where registrant was located yet registrant made no 


attempt to ascertain what Chase's status actually was. Four of the 


six witnesse's who testified stated that their purchases were made in 


reliance on the information and advice given to them by registrant's 


salesmen. 


7. Moreover, the evidence reflects that registrant undertook 


a selling campaign of Chase stock by utilizing a deceptive prospectus 


which was designed to arouse interest in the savings and loan business 


and followed this up by telephone calls promising a price rise in the 


stock being offered. A brief review of the selling brochure will illus- 


trate the deceptive nature of thematerial used. The brochure consists of 


23 pages, of which 13 are devoted to a description of the substantial 


growth of the savings and loan business. lncluded is a table showing 


the rise in the number of associations and their total assets from 


1900 to 1959, the amount of dividends distributed in 1959 to savings 


account holders by associations together with a table showing the 


amount of dividends paid to savers by associations from 1946 through 


1959, a table depicting the source of gross income of the associations, 


a table showing the substantial increase in the dollar amount of 


mortgage financing by savings and loan associations as compared with 


Mutual Savings Banks, Commercial Banks, Insurance Companies and all 


other lenders, and a table showing the substantial growth of liquid assets 


of associations from 1940 through 1959. The obvious purpose of portray- 


ing these statistics was to suggest to prospective investors that the 




substantial growth of operations of savings and loan associations could 


in some fashion be duplicated by Chase and to imply that an investment 


in Chase would achieve the same results as the associations depicted. 


However, the success of the associations shown is no indicia of any 


reasonable prospect of the future growth or success of Chase. There 


was no basis for furnishing to prospective investors of Chase the 


information concerning existing and operating associations since Chase 


had as yet not commenced operations without at least a complete statement 


explaining the distinguishing features between the operations and 


experience of the associations depicted and Chase. Un the next to the 


last page of the brochure the statement is made that the issue must be 


considered a speculation. However, no attempt was made to spell out 


the speculative features of such an issue, nor was any effort made to 


point up the differences between Chase and the established savings and 


loan associations depicted, the manner in which Chase proposed to conduct 


its operations, the area in which it proposed to operate, the nature and 


types of loans it proposed to make or any other information concerning 


Chase which a prospective investor should be furnished so that he could 


make an informed judgment as to the merits of the investment. An under- 


writer who is seeking funds from the public on behalf of an issuer has a 


duty to verify the issuer's financial and operational status and not 


merely rely on an issuer's obviously self-serving statements particularly 


where as here such statements become false and misleading by reason of 


the issuer's inability to meet its financial obligations during the time 
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its stock is being offered to the public. The Hearing Examiner finds 


that registrant's use of a brochure which omitted to state material 


facts necessary in order to make the statements made in the light of 


the circumstances under which they were made not misleading constituted 


a scheme to defraud and a course of conduct which operated as a fraud 


and deceit on the public in violation of Sections 10(b) and 17(a) of 


the Securities Act and of Rule lob-5 and Section 15(c)( 1) of the 


Exchange Act and Rule 15cl-2 thereunder. 


8. The Bearing Examiner credits the testimony of all of the 


customer witnesses and finds that the representations made by registrant's 


representatives concerning an increase in the price of a promotional 


and speculative security of an unseasoned company such as Chase cannot 


possibly be justified and was fraudulent within the meaning of the anti- 


fraud provisions of the securities laws. The Commission had held that a 


broker-dealer in his dealings with customers impliedly represents that 


his opinions and predictions respecting a stock which he has undertaken 


to recommend are responsibly made on the basis of actual knowledge and 


-7/ 
careful consideration. That registrant had 'no such knowledge nor gave 


careful consideration to its recommendation to prospective investors is 


evident from the record. A representation by a salesman that a stock 


-61 See Charles E. Bailey & Company, 35 SEC 33 (1953). 

-7/ Alexander Reid & Co., Inc., Securities Exchange Act Release 6727 
(February 8, 1962). 



,111 increase in value implies that there is a reasonable basis in 


fact for such prediction and where such a statement has no rational 


basis it becomes false, particularly where the statement is used to 


-8 / 
mislead investors. 


9. The Hearing Examiner concludes that with respect to the 


offer and sale of the Chase stock registrant made false and misleading 


statements of material facts and omitted to state material facts neces- 


sary to make the statements made, in the light of the circun~stances 


under which they were made, not misleading, in willful violation of 


Section 10(b) of the Securities Act and Rule 10b-5 thereunder, 


Section 17(a) of the Securities Act and Section 15(c)(l) of the 


Exchange Act and Rule l5cl-2 thereunder. 


Violation oE Rule lob-6 


10. As previously noted, during the period December 1960 


through January 1961 registrant was engaged in the distribution of the 


Chase cornan stock, as underwriter. The evidence discloses that 


immediately prior to December 2, 1960 registrant had an understanding 


with Lawson and Company, a broker and dealer, whereby Lawson and Company 


would place bid and ask quotations in the National Daily Quotation 


Service, I.nc. ("Pink Sheetst8) and that for such services Lawson and 


Company was td receive a commission from registrant in the amount of 


-8 / Knickerbocker Merchandising Co. v. United States, 13 F. 2d 544 
(C.A. 2, 1926). 




l / l b t h  for e a c h  Chase s h a r e  purchased and 1 1 8 t h  f o r  e a c h  Chase  s h a r e  

s o l d .  S y l v e s t e r  Lawson, a p a r t n e r  of Lawson and Company, t e s t i f i e d  he 

made t h e  f o r e g o i n g  a r rangement s  ~ i f t e r  t a l k i n g  w i t h  Messrs. Wein t raub  and 

S i n g e r  and t h a t  i t  was t h e  essence of t h e  u n d e r s t a n d i n g  t h a t  r e g i s t r a n t  

would purchase  from iawson a l l  oE t h e  Chase stock which Lawson and 

Company would p u r c h a s e  a t  4 - i / 4  and t h a t  r e g i s t r a n t  would supp ly  Lawson 

and Company w i t h  a l l  of t h e  Chase s t o c k  t h a t  Lawson c o u l d  s e l l  a t  5 and 

t h a t  p r i o r  t o  e f f e c t i n g  any t r a n s a c t i o n s  Lawson would s e e k  confirmation 

from e i t h e r  Wein t raub  o r  S i n g e r .  

11. I n  pu r suance  of  t h e  f o r e g o i n g  u n d e r s t a n d i n g ,  Lawson p l a c e d  

b i d  and a s k  q u o t a t i o n s  i n  t h e  P ink  S h e e t s  o n  20 b u s i n e s s  d a y s  during t h e  

perLod December 2 t h r o u g h  December 3 0 ,  1960 and on e i g h t  d a y s  between 

J a n u a r y  3 and 1 2 ,  1961. Dur ing  he month ot December t h e  b i d  p r i c e  

i n s e r t e d  was always 4-Lf4  w i t h  no b i d s  on f i v e  d a y s ,  t h e  asked p r i c e  

was c o n s t a n t l y  5 and on one  o c c a s i o n  Lawson i n s e r t e d  a b i d  wanted on 

500 shares. Durinz J a n u a r y  L961 t h e  b i d  was c o n s t a n t l y  at 4 - 1 / 4  and 

t h e  a sked  at  5 .  

12 .  Rule  lob -6  promulgated  under  S e c t i o n  lO(b1  of  t h e  Act 

provides i n  p e r t i n e n t  p a r t ,  w i t h  e x c e p t i o n s  n o t  a p p l i c a b l e  h e r e ,  t h a t  

i t  s h a l l  c o n s t i t u t e  a u m a n i p u l a t i v e  o r  d e c e p t i v e  d e v i c e  o r  c o n t r i v a n c e "  

as used i n  S e c t i o n  1 0 ( b )  o f  t h e  Act f o r  any p e r s o n  "who i s  a n  under -  

writer o r  p r o s p e c t i v e  u n d e r w r i t e r  i n  a p a r t i c u l a r  d i s t r i b u t i o n  o f  

s e c u r i t i e s .  . . . d i r e c t l y  o r  i n d i r e c t l y ,  by t h e  u s e  of any means o r  

i n s t r u m e n t a l i t y  of i n t e r s t a t e  commerce, o r  o f  t h e  m a i l s ,  . . . . e i t h e r  
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alone or wieh one or more other persons, to bid for or purchase for 

any account in which he has a beneficial interest, any security which is 

the subject of such distributfon, . . . .or to attempt to induce any 
person to purchase any such security. . . .until after he has completed 
his participation in such distribution." Lt is clear from the record 

that during the period that Lawson and Company was inserting bid and ask 

quotations in the Pink Sheets registrant had not completed its distribu- 

tion of the Chase stock, 

13. During the course of the hearings Messrs. Weintraub and 


Singer urged that registrant did not request Lawson to go into the 


Pink Sheets but that such idea emanated from Lawson and registrant 


agreed with such idea. The Commission in promulgating Rule lob-6 


specifically set forth what it regards as a manipulative or deceptive 


device and clearly stated that it encompasses any underwriter engaged 


in a distribution of securities who directly or indirectly, either alone 


or with one or more other persons, bids for or purchases any security 


which is the subject of such distribution. It is the Hearing Examiner's 


opinion that within the umbra of the said Rule it is immaterial who 


originated the plan to insert bid and ask quotations in the Pink Sheets. 


It is sufficient to come within the proscription of the aforementioned 


Rule for quotations to be inserted in the Pink Sheets by a broker with 


the knowledge and consent of an underwriter engaged in a distribution 


of securities under circumstances wherein the such underwriter agrees 


to buy from such broker all the stock he purchases and agrees to sell 


to such broker all the stock needed to fill his orders. Ln the instant 




I 
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case the record discloses that Messrs. Weintraub and Singer, during the 


period it was distributing the Chase stock, knew Lawson and Company 


would insert bid and ask quotations in the Pink Sheets and agreed to 


pay Lawson and Company a commission for such service in connection 


with any transactions effected by such firm. It is clear from the 


testimony of Sylvester Lawson that his understanding with registrant 


was that any transactions which he effected would be at no risk to his 


firm since registrant had agreed to purchase from Lawson whatever 


stock he would acquire at 4-114 and to supply Lawson all the stock that 


he could sell at 5 and that such understanding prompted him to insert 


the quotations in the Pink Sheets. Registrant also urged that since, 


in fact, it effected no transactions with Lawson and Company there could 


be no violation of the said rule. The Hearing Examiner rejects such 


contention. The rule defining a manipulative or deceptive device 


includes any O'attempt to induce any person to purchase any such 


security." Clearly, registrant's knowledge as underwriter during a 


distribution that bid and ask quotations would be published in the 


Pink Sheets, coupled with its agreement to pay the broker inserting such 


quotations a commission for effecting any transactions, was at least an 


attempt to induce a person to purchase the Chase stock within the 


14. The Hearing Examiner finds that the insertion of bid and 


ask quotations in the Pink Sheets by Lawson and Company with the knowledge 


and consent of registrant for which Lawaon and Com~anv was to be aid a 
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q u o t a t i o n s  i n  t h e  P i n k  S h e e t s  by Lawson and Company. S c h l a c t e r  was 

employed as a sa l e sman  by r e g i s t r a n t .  

1 7 .  The r e c o r d  d i s c l o s e s  t h a t  Weint raub,  S i n g e r  and 

S c h l a c t e r  made t h e  r e p r e s e n t a t i o n s  t o  i n v e s t e r  w i t n e s s e s  c o n c e r n i n g  

t h e  i n c r e a s e  i n  t h e  p r i c e  of t h e  Chase  s t o c k .  Wein t r aub  r e p r c s e n ~ t e d  

t h a t  t h e  Chase s t o c k  was bound t o  make iuoney and t h a t  a prospective 

p u r c h a s e r  c o u l d n ' t  l o s e  any money. S i n g e r  r e p r e s e n t e d  t h a t  t h e r e  were 

s e c r e t  n e g o t i a t i o n s  g o i n g  on w i t h i n  t h e  company and t h a t  t h e  s t o c k  

would go t o  6 o r  7  o r  p o s s i b l y  $8 a s h a r e ,  t h a t  t h e  s t o c k  would clouble 

and t h a t  w i t h i n  s i x  weeks t h e  p u r c h a s e r  would make at  least $600. 

S c h l a c t e r  r e p r e s e n t e d  t h a t  t h e  s t o c k  would d o u b l e  i n  p r i c e ,  t h a t  i t  

would go h i g h e r  t h a n  Phoenix  [ ~ a n k ]and t h a t  i t  would pay o f f  i i k e  

s l o t  machine.  A t  t h e  t i m e  of t h e  f o r e g o i n g  r e p r e s e n t a t i o n s  were b e i n g  

made i t  i s  c l e a r  t h a t  Weint raub and S i n g e r  knew t h a t  Chase had been 

r e c e n t l y  o r g a n i z e d ,  t h a t  i t  had no o p e r a t i o n a l  e x p e r i e n c e  and was a 

h i g h l y  s p e c u l a t i v e  s e c u r i t y .  The r e c o r d  i s  b a r r e n  of any b a s i s  upon 

which  a p r o g n o s t i c a t i o n  of  a n  i n c r e a s e  i n  t h e  p r i c e  of  t h e  Chase stock 

c o u l d  be j u s t i f i e d .  Moreover, d u r i n g  t h e  p e r i o d  Weint raub,  S i n g e r  

and S c h l a c t e r  were s e l l i n g  t h e  Chase  s t o c k  no e f f o r t  was made by them 

t o  a s c e r t a i n  any i n f o r m a t i o n  c o n c e r n i n g  Chase o r  i t s  f i n a n c i a l  c o n d i t i o n .  

A s  p r e v i o u s l y  n o t e d ,  a n  i n q u i r y  c o n c e r n i n g  C h a s e ' s  o p e r a t i o n s  d u r i n g  

December 1960 o r  e a r l y  J a n u a r y  1961 t o  e i t h e r  C h a s e ' s  p r e s i d e n t  o r  i t s  

v i c e - p r e s i d e n t  and t r e a s u r e r  by any of  t h e s e  p e r s o n s  s e l l i n g  t h e  Chase 

s t o c k  would have  r e v e a l e d  t h e  f a c t  t h a t  Chase was u n a b l e  t o  m e e t  i t s  



1 

. . 

financial obligations that its bank account was overdrawn and that its 

checks were being returned by the bank for insufficient funds. 


Weintraub, Singer and Schlacter on behalf of registrant acting as 


underwriter of the Chase stock were seeking funds from the public to 


finance a new and speculative venture and therefore had a duty to 


exercise reasonable care to secure information concerning the financial 


-10/ 
condition of an issuer whose stock @hey were offering. Their failure 


in this respect demonstrated a careless and reckless disregard of their 


responsibilities as brokers and dealers in @heir dealings with customers. 


Wholly apart from the inability of Chase to meet its financial obliga- 


tions, the predictions of a substantial price rise to named figures 


concerning a promotional and speculative security of an unseasoned 


company cannot possibly be justified and such predictions are fraudulent 


within the meaning of the anti-fraud provisions of the Securities ~ c t  


-11/ 
and Exchange Act . In addition, consideration is also given by the 

Hearing Examiner to the fact that neither Weintraub nor Singer took the 

stand in his own behalf to deny or controvert the testimony given by 

customer witnesses. It is well settled that the failure of a party 

to testify in a non-criminal case in explanation of suspicious facts 


and circumstances peculiarly within his knowledge, fairly warrants the 


-121 
inference that his testimony, if produced, would have been adverse. 




- 
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The Hearing Examiner finds that Weintraub, Singer and Schlacter 


willfully violated Section 17(a) of the Securities Act, Section 10(b) 


and 15(c)(l) of the Exchange Act and Rules 17 CFR 240.10b-5 and 


17 CFR 240.15~1-2 promulgated thereunder. 


18. With respect to the Hearing Examiner's finding that 

registrant wiLlfully violated Section 10(b) of the Exchange Act and 

Rule 17 CFR lob-6 thereunder by reason of the publication of quotations 

in the Pink Sheets by Lawson 6 Co.  while registrant was engaged in 

underwriting the Chase stock, it is evident from the record and both 


Weintraub and Singer admitted they were directly involved in the 


arrangements with Lawson and Company for such publication. The Hearing 


Examiner therefore finds that Weintraub and Singer aided and abetred 


in registrant's violation of the above-mentioned Act and Rule. 


19. It is evident from the record that Weintraub as president, 


director and owner of more than 10% of registrant's stock had primary 


responsibility for the maintenance of registrant's books and records. 


The Hearing Examiner finds that Weintraub aided and abetted in regis- 


trant" willful violation on January 13, 1961 of the record keeping 


-131 
requirements of Section 17(a) and Rule 17 CFR 240.17a-3 thereunder. 

Public Interest 


20. The sole remaining question is whether it is in the public 


interest to revoke registrant's revocation as a broker and dealer. In 


-13/ The record is insufficient to establish that Singer who was regis- 
trant's sales manager had any responsibility for or exercised any 
supervision over the maintenance of registrant's books and records. 



view of t h e  w i l l f u l  v i o l a t i o n s  found and t h e  permanent i n j u n c t i o n  
14/ 

e n t e r e d  a g a i n s t  r e g i s t r a n t  by a Uni ted  S t a t e s  D i s t r i c t  c o u r t  t h e  

Hear ing Examiner f i n d s  t h a t  t h e  p u b l i c  i n t e r e s t  r e q u i r e s  r e v o c a t i o n  

-15/ 
of r e g i s t r a n t ' s  r e g i s t r a t i o n  as a b roker  and d e a l e r .  

-14/ The Commission has  h e l d  t h a t  a n  i n j u n c t i o n  a g a i n s t  t h e  responden t ,  
even though on h i s  c o n s e n t ,  formed a s u f f i c i e n t  b a s i s  f o r  a f i n d i n g  
t h a t  r e v o c a t i o n  i s  i n  t h e  p u b l i c  i n t e r e s t .  Kimball S e c u r i t i e s ,  Tnc. ,  
S e c u r i t i e s  and Exchange Commission Act Release  No. 6274, 
May 27, 1960. 

-L5/ In  c o n n e c t i o n  w i t h  t h e  aforement ioned w i l l f u l  v i o l a t i o n s  t h e  
Hear ing Examiner tias no t  t a k e n  i n t o  c o n s i d e r a t i o n  r e g i s t r a n t ' s  
r e c o r d  keep ing  v i o l a t i o n  o c c u r r i n g  on J a n u a r y  13,  1961. S i n c e  
r e g i s t r a n t ' s  a c c o u n t a n t  w a s  working on i t s  books o n  t h e  d a t e  i n  
q u e s t i o n  and t h e  r e c o r d  d i s c l o s e s  t h a t  s i x  days  l a t e r ,  namely, on 
J a n u a r y  19,  1961, r e g i s t r a n t ' s  books and r e c o r d s  were be ing  
mainta ined and k e p t  c u r r e n t  i n  compliance w i t h  t h e  Commiss ionts  
r u l e s  t h e  Hear ing Examiner i s  of t h e  view t h a t  such  v i o l a t i o n  i s  
n o t  of s u f f i c i e n t  g r a v i t y  t o  w a r r a n t  c o n s i d e r a t i o n .  



Recommendat i o n  

I n  view of t h e  w i l l f u l  v i o l a t i o n s  found and t h e  i n j u n c t i o n  

e n t e r e d  a g a i n s t  r e g i s t r a n t  i t  i s  r e s p e c t f u l l y  recommended t h a t  t h e  

Commission e n t e r  a n  o r d e r  pursuan t  t o  S e c t i o n  15(b)  of t h e  Exchange 

Act f i n d i n g  t h a t  i t  i s  n e c e s s a r y  and a p p r o p r i a t e  i n  t h e  p u b l i c  i n t e r e s t  

t o  r evoke  r e g i s t r a n t ' s  r e g i s t r a t i o n  as a b r o k e r  and d e a l e r .  I t  i s  

f u r t h e r  recommended t h a t  t h e  Commission a l s o  f i n d  t h a t  Weintraub and 

S i n g e r  p a r t i c i p a t e d  i n  o r  a i d e d  and a b e t t e d  i n  r e g i s t r a n t ' s  w i l l f u l  

v i o l a t i o n  of t h e  d e s i g n a t e d  p r o v i s i o n s  of t h e  S e c u r i t i e s  Act and t h e  

Exchange Act and t h e  r e s p e c t i v e  Rules  t h e r e u n d e r  and t h a t  w i t h i n  t h e  

meaning of S e c t i o n  14A(b)(4)  of t h e  Exchange Act such i n d i v i d u a l s  

were e a c h  a c a u s e  of any o r d e r  of r e v o c a t i o n  which may be  e n t e r e d  

-161 
h e r e i n .  

The r e c o r d  d i s c l o s e s  t h a t  S c h l a c t e r  was never  se rved  w i t h  

t h e  Commission's o r d e r  d a t e d  February  8, 1962, pos tpon ing  t h e  d a t e  of 

the i n s t a n t  h e a r i n g  t o  March 12,  1962 nor  w i t h  t h e  Commission's  o r d e r  

d a t e d  March 6 ,  1962 pos tpon ing  t h e  d a t e  of t h e  h e a r i n g  t o  Apr i l  9 ,  

1962. There  i s  no e v i d e n c e  i n  t h e  r e c o r d  t h a t  S c h l a c t e r  i n  f a c t  had 

n o t i c e  of t h e  d a t e  of  t h e  h e a r i n g ,  A p r i l  12, 1962. Although t h e  

Hear ing Examiner h a s  c o n s i d e r e d  h i s  a c t i v i t i e s  i n  c o n n e c t i o n  w i t h  a 

f i n d i n g  o f  w i l l f u l  v i o l a t i o n  by t h e  r e g i s t r a n t  and h a s  found t h a t  

-161 To t h e  e x t e n t  t h a t  t h e  proposed f i n d i n g s  and c o n c l u s i o n s  submi t t ed  
by t h e  D i v i s i o n  o f  T r a d i n g  and Exchanges a r e  i n  accord  w i t h  t h e  
views set f o r t h  h e r e i n  they  are s u s t a i n e d  and t o  t h e  e x t e n t  they 
are i n c o n s i s t e n t  t h e r e w i t h  t h e y  are e x p r e s s l y  o v e r r u l e d .  
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Schlacter willfully violated the anti-fraud provisions of the 

Securities Act and the Exchange Act no recommendation is made that 

Schlacter be named as a cause in any order the Commission may 
17/-

enter. 

17/ Larnbert, M. W., Inc., Securities Exchange Act  Release 6633- -
(September 21, 1961); Valley State Brokerage Inc., Securities 
Exchange Act Release 6130 (December 9, 1959). 

Washington, D. C. 
August 6, 1962 


