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This is a public proceeding instituted by Commission order 

("Order") of July 18, 1972, pursuant to Sections 15(b) and 15A of the 

Securities Exchange Act of 1934 ("Exchange Act") to determine whether 

an application for broker-dealer registration filed by Andrew A. Pilato 

& Company, Inc., ("applicant") should be denied and whether the other 

above-named respondents committed certain charged violations of the 

Securities Act of 1933 ("Securities Act") and the Exchange Act and 

regulations thereunder, as alleged by the Division of Enforcement 

("Division"), and the remedial action, if any, that might be appropriate 

in the public interest. 

The order for proceeding alleges, in substance, that about 


April 17, 1972, registrant succeeded under applicant's name to the 


business of another securities firm, which in other broker-dealer proceed- 


-1/ 
ings had consented to revocation of its registration, and opened a branch 

office in that firm's premises in Las Vegas, Nevada; that between 

January 1969 and July 1972 registrant willfuliy violated or aided and . 

abetted violations of the net capital, broker-dealer filing, antifraud, 

registration, and recordkeeping provisions of the securities laws; and that 


between May and July 1972 applicant, willfully aided and abetted by 
-
registrant, willfully violated the broker-dealer filing provisions. Also, 


registrant and Pilato are charged with failing to supervise with a view to 


preventing the alleged violations. 


-1/ Enterprise Securities Corporation, Securities Exchange Act Release 
No. 9617, May 31, 1972. 
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The Commiss ion ' s  o r d e r  p rov ided  t h a t  t h e r e  f i r s t  b e  d e t e r m i n e d  

t h e  q u e s t i o n  whe the r  s u s p e n s i o n  of  Andrew A.  P i l a t o  ( " r e g i s t r a n t " )  on 

a n  i n t e r i m  b a s i s ,  pending f i n a l  d e t e r m i n a t i o n  of  t h e  i s s u e s  p r e s e n t e d  

by t h e  o r d e r ,  i s  n e c e s s a r y  o r  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  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 .  T h i s  h a s  been de te rmined  by Commission 

o r d e r  wi thd rawing  t h e  a p p l i c a t i o n  f o r  b r o k e r - d e a l e r  r e g i s t r a t i o n  of  

a p p l i c a n t ,  d i s c o n t i n u i n g  t h e  s u s p e n s i o n  p r o c e e d i n g  o f  r e g i s t r a n t  upon 

c e r t a i n  terms and c o n d i t i o n s  and a c c e p t i n g  a p p l i c a n t ' s  o f f e r  o f  

-2 / 
s e t t l e m e n t  w i t h  r e s p e c t  t o  a l l  o t h e r  c h a r g e s  a g a i n s t  i t .  I n  a d d i t i o n ,  

t h e  p r o c e e d i n g  h a s  been d e t e r m i n e d  as t o  James S .  Ross ("Ross t ' )  and 

-3 / 
Melvin  Lloyd Richa rd  ( " R i c h a r d s " ) .  A c c o r d i n g l y ,  t h e  f i n d i n g s  h e r e i n  

a r e  a p p l i c a b l e  o n l y  t o  r e g i s t r a n t  and Andrew A.  P i l a t o  ( " P i l a t o " ) ,  

i n d i v i d u a l l y .  However, i n  view o f  t h e  n a t u r e  of  t h e  c h a r g e s  and t h e  

f a c t u a l  c i r c u m s t a n c e s ,  i t  w i l l  b e  n e c e s s a r y  t o  make f i n d i n g s  c o n c e r n i n g  

o t h e r  r e s p o n d e n t s  named i n  t h e  o r d e r .  

R e g i s t r a n t  and P i l a t o  were r e p r e s e n t e d  by c o u n s e l  t h roughou t  t h e  

p r o c e e d i n g  and proposed f i n d i n g s  of  f a c t  and c o n c l u s i o n s  o f  law and b r i e f s  

i n  s u p p o r t  were f i l e d  by t h e  p a r t i e s .  

The f i n d i n g s  and c o n c l u s i o n s  h e r e i n  are  based upon t h e  prepon- 

d e r a n c e  o f  t h e  e v i d e n c e  as d e t e r m i n e d  f rom t h e  r e c o r d  and upon o b s e r v a t i o n  

of  t h e  w i t n e s s e s .  

-2 / S e c u r i t i e s  Exchange Ac t  R e l e a s e  No. 9833,  O c t o b e r  30 ,  1972.  

-3 /  O f f e r s  o f  s e t t l e m e n t  from t h e  r e s p e c t i v e  r e s p o n d e n t s  were  a c c e p t e d  
by t h e  Commission i n  S e c u r i t i e s  Exchange Act R e l e a s e s  as f o l l o w s :  
James S. Ross ,  9965,  J a n u a r y  30,  1973;  Melvin Lloyd R i c h a r d s ,  10183,  
May 30 ,  1973.  
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FINDINGS OF FACT AND LAW 

Responden t s  

Andrew A .  P i l a t o  ( " r e g i s t r a n t " ) ,  a s o l e  p r o p r i e t o r s h i p ,  w a s  

r e g i s t e r e d  w i t h  t h e  Commission p u r s u a n t  t o  S e c t i o n  1 5 ( b )  o f  t h e  Exchange 

Act on F e b r u a r y  21 ,  1968,  and i s  a member o f  t h e  N a t i o n a l  A s s o c i a t i o n  a f  

S e c u r i t i e s  D e a l e r s  ("NASD"). From i t s  i n c e p t i o n  r e g i s t r a n t  h a s  o p e r a t e d  

a small, o n e  man o f f i c e  a t  258 Wyckoff Avenue, Ridgewood, New York,  w i t h  

P i l a t o  b e i n g  t h e  t r a d e r ,  s a l e sman  and r e c o r d k e e p e r  a t  v a r i o u s  t i m e s .  

O c c a s i o n a l l y  h i s  w i f e  h e l p s  o u t  o r  h e  h i r e s  a p a r t  t i m e  c l e r k .  

On A p r i l  1 7 ,  1972,  r e g i s t r a n t  commenced b u s i n e s s  i n  Las Vegas, 

Nevada, i n  t h e  same o f f i c e s  occup ied  by E n t e r p r i s e  S e c u r i t i e s  C o r p o r a t i o n  

( " E n t e r p r i s e " ) ,  which ,  on t h e  same day  had s u b m i t t e d  a n  o f f e r  o f  s e t t l e m e n t  

t o  t h e  Commission. On March 14,  1972,  t h e  Commission had o r d e r e d  p u b l i c  

p r o c e e d i n g s  a g a i n s t  E n t e r p r i s e ,  a r e g i s t e r e d  b r o k e r - d e a l e r ,  C h a r t e r  

F i n a n c i a l  C o r p o r a t i o n  ( " C h a r t e r " ) ,  an  a p p l i c a n t  f o r  r e g i s t r a t i o n  as a 

b r o k e r - d e a l e r ,  Melvin  Lloyd Richa rds  ( "Richa rds" )  and s e v e n  o t h e r  i n d i v i d :  

u a l s  p u r s u a n t  t o  S e c t i o n s  1 5 ( h )  and 15A o f  t h e  Exchange Act c h a r g i n g  

v i o l a t i o n s  of  S e c t i o n  5 ( a ) ,  5 ( c ) ,  and 1 7 ( a )  o f  t h e  S e c u r i t i e s  Act  and 

S e c t i o n s  7 ( c ) ,  1 0 ( b ) ,  1 5 ( b ) ,  1 5 ( b ) ( 5 ) ( E ) ,  1 5 ( c ) ,  and 1 7 ( a )  o f  t h e  Exchange 

-
Act and Ru les  l o b - 5 ,  l o b - 6 ,  1 5 b l - 1 ,  15b3-1 ,  15c2-11,  15c3-1 ,  and 17a-3 

t h e r e u n d e r  and R e g u l a t i o n  T. 

Upon l e a r n i n g  o f  t h e  p o s s i b i l i t y  t h a t  t h e  b r o k e r - d e a l e r  r e g i s t r a t i o n  

o f  E n t e r p r i s e  would be  r evoked ,  t h e  p r i n c i p a l s  of  E n t e r p r i s e ,  p r i m a r i l y  

R i c h a r d s ,  began l o o k i n g  f o r  ways t o  c o n t i n u e  o p e r a t i n g .  To a c c o m p l i s h  t h i s ,  

C h a r t e r  was formed and a Form BD a p p l i c a t i o n  f i l e d  u n d e r  t h a t  name. F ~ T  
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t h e  m d s t  p a r t ,  t h e  p r i n c i p a l s  o f  t h e  new C h a r t e r  were t h e  same as t h e  

p r i n c i p a l s  o f  t h e  o l d  E n t e r p r i s e .  T h i s  maneuver w a s  h a l t e d  by t h e  

Commission which named C h a r t e r  as w e l l  as E n t e r p r i s e  i n  t h e  p r o c e e d i n g s  

b r o u g h t  on March 1 4 ,  1972.  

Having f a i l e d  i n  t h e i r  a t t e m p t  t o  e s t a b l i s h  a f r o n t  f o r  t h e  

c o n t i n u a n c e  o f  t h e i r  a c t i v i t i e s  t h e  p r i n c i p a l s  o f  E n t e r p r i s e  c o n s i d e r k d  

t h e  p o s s i b l i t y  o f  merge r  b u t  d i s c u s s i o n s  w i t h  t h e  f i r s t  f i r m  s ' e l e c t e d  

ended when R i c h a r d s  l e a r n e d  t h a t  h e  would n o t  b e  a b l e  t o  c o n t i n u e  t r a d i n g  

low c o s t  penny s t o c k s  o r  o t h k r  o v e r - t h e - c o u n t e r  s e c u r i t i e s  f r e e  from 

s u p e r v i s i o n  by t h e  o t h e r  f i r m .  A t  t h a t  p o i n t ,  i t  became a p p a r e n t  t h a t  

a t t e m p t s  t o  p u r s u e  e i t h e r  a merger  o r  t o  set  u p  a new company would b e  

f r u i t l e s s .  The reupon ,  t h r o u g h  t h e  e f f o r t s ,  p r i m a r i l y  o f  R i c h a r d s ,  t h e y  

s o u g h t  a new e n t i t y  t o  p r o v i d e  a home f o r  t h e  c u s t o m e r s  o f  E n t e r p r i s e  and  

t o  employ t h e  r e g i s t e r e d  r e p r e s e n t a t i v e s  and  o t h e r s  who q u a l i f i e d  and 

d e s i r e d  employment. T h i s  i s  where P i l a t o  e n t e r s  t h e  p i c t u r e .  R i c h a r d s ,  

who was t h e  t r a d e r  f o r  E n t e r p r i s e ,  had become a c q u s i n t e d  w i t h  P i l a t o  who 
-

d i d  h i s  own t r a d i n g ,  t h r o u g h  t h e  e x e c u t i o n  o f  o c c a s i o n a l  o v e r - t h e - c o u n t e r  

t r a d e s  on t h e  t e l e p h o n e .  A p p a r e n t l y ,  on a v i s i t  t o  Las Vegas ,  P i l a t o  

was approached  by R i c h a r d s  and  informed o f  t h e  o p p o r t u n i t y  t o  r e n t  t h e  

o f f i c e s  o f  E n t e r p r i s e  and  open a Branch o f f i c e .  The inducement  t o  P i l a t o  -
was a r e a d y  made sales  f o r c e  o f  r e g i s t e r e d  r e p r e s e n t a t i v e s  and  t h e  

c u s t o m e r s  which t h e y  would b r i n g  w i t h  them which would expand h i s  b u s i n e s s  

manyfold  o v e r n i g h t .  



-- 
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S e z t  ion  1 5 ( b )  V i o l a t i o n s  

The o r d e r  f o r  p roceed ings  c h a r g e s  t h a t  d u r i n g  t h e  p e r i o d  from on 

o r  a b o u t  A p r i l  17 ,  1972 u n t i l  J u l y  18 ,  1972.  P i l a t o  w i l l f u l l y  v i o l a t e d  

and R i c h a r d s  w i l l f u l l y  a i d e d  and a b e t t e d  v i o l a t i o n s  of S e c t i o n  1 5 ( b )  o f  

t h e  Exchange Act and Rule  15b3-1 t h e r e u n d e r  i n  f a i l i n g  t o  p rompt ly  f i l e  

-4 / 
an  amendment t o  r e g i s t r a n t  ' s  Fsrm BD. 

On A p r i l  21, 1972 ,  P i l a t o  w r o t e  t o  t h e  C9mmission on t h e  l e t t e r -  

head o f  r e g i s t r a n t ,  258 Wyckoff Avenue-, Ridgewood, N . Y .  s t a t i n g  t h a t  he  

had e s t a b l i s h e d  a b r anch  o f f i c e  a t  608 Sou th  6 t h  S t r e e t ,  Las  Vegas, 

Nevadx. O i  A p r i l  17 ,  1372,  t h e  day  he succeeded  t o  t h e  b u s i n e s s  o f  

E n t e r p r i s e ,  P i l a t o  p r e p a r e d  a Form BD f o r  Andrew A .  P i l a t o  & Company, I n c . ,  

which was r e c e i v e d  a t  t h e  Com~nission on May 4 ,  1972,  and r eco rded  as f i l e d  

on May 31, 1972. T h i s  Form BD s t a t o s  a p p l i c a n t  was i n c o r p o r a t e d  i n  t h e  

S t a t e  o f  New York on March 31., 1969 and t l ~ a t  i t s  p r i n c i p a l  p l a c e  of  

b u s i n e s s  i s  258 WyclcoEf Avenue, Ric!gewood, N . Y .  S t h e d u l c  E t o  Form BD 

s t a t e s  t i let  P i l a t o  i s  "conduc t ing  a s e c u r i t i e s  b u s i n e s s  a s  a s o l e  

p r o p r i e t o r  and p r e s e n t l y  r e g i s t e r e d  w i t h  you r  depa r tmen t . "  Schedu l e  A 
.-

l i s t s  P i l a t o  a s  t h e  o n l y  o f f i c e r  and d i r e c t o r  of a p p l i c a n t .  None of t h e  

c o r r e s p o n d e n c e  o r  b r o k e r - d e a l e r  forms f i l e d  by P i l a t o  on b e h a l f  o f  

r e g i s t r a n t  and  a p p l i c a n t  i n d i c a t e  i n  any  way t h a t  any  one  o t h e r  t h a n  P i l a t o  

e x e r c i s e d  c o n t r ~ l ,  d i r e c t l y  o r  i n d i r e c t l y ,  o v e r  t h e  management or p o l i c i e s  
* 

of  r e g i s t r a n t  o r  a p p l i c a n t .  T h i s  i s  c o n t r a r y  t o  t h e  ev idence  adduced i n  , 

t h e  p r o c e e d i n g .  

The r e c o r d  i n d i c a t e s  t h a t  once  t h e  b r o k e r - d e a l e r  r e g i s t r a t i o n  f o r  

a p p l i c a n t  became e f f e c t i v e  r e g i s t r a n t  would b e  phased o u t  oE t h e  s e c u r i t i e s  

b u s i n e s s  and r e p l a c e d  by a p p l i c a n t .  Pend ing  t h a t  development  r e g i s t r a n t  

-4 / Rule  1 5 b 3 - l ( b )  p r o v i d e s  t h a t  i f  t h e  i n f o r m a t i o n  c o n t a i n e d  i n  any 
a p p l i c a t i o n  f o r  r e g i s t r e t i o n  a s  a  b r o k e r  o r  d e a l e r ,  o r  i n  any amendment 
t h e r e t o ,  becomes i n a c c u r a t e  f o r  any r e a s o n ,  t h e  b r o k e r  o r  d e a l e r  s h a l l  
p rompt ly  f i l e  a n  amendment on Form BD c o r r e c t i n g  s u c h  i n fo rma t ion .  



was to operate the Las Vegas branch while continuing its New York office. 


As a matter of fact the reference to registrant's Las Vegas office as 


a "branch" is a misnomer. While Pilato had been the only trader-salesman 


in the New York office the Las Vegas office had a ready made complement 


of employees from Enterprise which included 12 securities salesmen and 


2 traders. With registrant's name on the door the Enterprise people 


continued the practices which the Commission had endeavored to stop. 


Richards, formerly a principal of Enterprise remained in control of the 


office and continued as the chief trader. In effect the only thing 


registrant contributed to the Las Vegas operations of Enterprise was its 


name and its recordkeeping, to the extent that confirmations were 


handled in New York. 


Rsspondents,while admitting that Richards had been a principal 


and the chief trader at Enterprise and that Pilato had hired him as chief 


trader for registrant's Las Vegas office, deny that he had a controlling 


influence over the management and policies of registrant which would 


require registrant to amend its form BD to disclose such influence. 


Registrant fn its April.12, 1972 notification to the Commissi-on 


listed its Las Vegas address as 609 South 6th Street. As a matter of 


fact registrant commenced operations at 310 South Third Street the 

* 

premises then occupied by Enterprise. The 609 South 6th Street address 


were premises owned by Richards' father and into which Enterprise was 


planning to move. At the end of June 1972 registrant moved to 609 


South 6th Street just as Enterprise had planned to do. 


Registrant's employees in its new Las Vegas office were all 


former Enterprise personnel. Richards continued as chief trader and Ross 


http:April.12


as a s s i s t a n t  t r a d e r .  Mrs. Bernad ine  S c h n e i d e r  ("Schneider") ,  t h e  

p r e s i d e n t  o f  E n t e r p r i s e  a l s o  h e l d  t h e  t i t l e  o f  manager from September  

1971 u n t i l  A p r i l  1972 and c o n t i n u e d  a s  manager o f  r e g i s t r a n t  u n t i l  

a p p r o x i m a t e l y  May 11 ,  1972,  when s h e  was succeeded  by John  Engl.  That  

change  o c c u r r e d  f o l l o w i n g  a Commission s t a f f  i n t e r v i e w  w i t h  P i l a t o  

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

E n t e r p r i s e  p r o c e e d i n g s  and t h e  s t e p s  he  was t a k i n g  t o  s e e  t h a t  s u c h  

v i o l a t i o n s  d i d  n o t  c o n t i n u e  under  r e g i s t r a n t .  

John Engl ("Engl") a r e t i r e d  Army Colone l  w i t h  a p p r o x i m a t e l y  

two y e a r s  e x p e r i e n c e  a s  a r e g i s t e r e d  r e p r e s e n t a t i v e ,  t e s t i f i e d  t h a t  he  

had no t r a i n i n g  i n  t h e  b r o k e r a g e  b u s i n e s s ,  t h a t  h e  n e v e r  t o o k  t h e  NASD 

p r i n c i p a l ' s  e x a m i n a t i o n ,  t h a t  h e  t r a n s f e r r e d  from E n t e r p r i s e  t o  r e g i s t r a n t  

on A p r i l  1 7 ,  1972,  t h a t  he  and a l l  o t h e r  E n t e r p r i s e  p e r s o n n e l  had been 

informed by R i c h a r d s  a t  a m e e t i n g  on A p r i l  14, 1972,  t h a t  r e g i s t r a n t  

was t a k i n g  o v e r  E n t e r p r i s e ,  t h a t  t h i s  was t h e  f i r s t  any one  knew a b o u t  

i t  and t h a t  he  had n e v e r  p r e v i o u s l y  t a l k e d  t o  F i l a t o  a b o u t  working f o r  

him. Engl s t a t e d  t h a t  on May 1 3 ,  1972 P i l a t o  c a l l e d  him from N e w  York 

and a s k e d  him t o  t a k e  c a r e  o f  t h e  Las Vegas o f f i c e  i n  a l i m i t e d  c a p a c i t y .  

He was n o t  t o  i n t e r f e r e  w i t h  t h e  c a s h i e r i n g  o r  o r d e r  t a k i n g .  An SEC -
s t a f f  i n v e s t i g a t o r  t e s t i f i e d  t h a t  when h e  i n t e r v i e w e d  Engl on May 17 ,  

1972,  he  d i s c u s s e d  w i t h  him h i s  r e s p o n s i b i l i t i e s  a s  manager and  a sked  

him what h i s  d u t i e s  were. Engl s t a t e d  t h a t  h e  w s s  v e r y  u n c l e a r  as t o  what 

h i s  d u t i e s  were e x c e p t  t o  open t h e  o f f i c e  i n  t h e  morning,  t h a t  t h e y  were 

l i m i t e d  a t  t h a t  t ime  b u t  t h a t  he  w a s  g o i n g  t o  speak  t o  P i l a t o  t h e  

f o l l o w i n g  week. 



On A p r i l  1 7 ,  1 9 7 2 ,  R i c h a r d s  c o n d u c t e d  a m e e t i n g  o f  E n t e r p r i s e  

p e r s o n n e l  a n d  i n f o r m e d  t h o s e  p r e s e n t  t h a t  t h e y  would b e  a b l e  t o  t r a d e  a n d  

p r o 2 e e d  w i t h  t h e i r  b u s i n e s s  as a b r a n c h  o f  r e g i s t r a n t .  P i l a t o  was n o t  

p r e s e n t  a t  t h i s  m e e t i n g  and  n o t  i n  L a s  Vegas when r e g i s t r a n t ' s  new o f f i c e  

co~nmenced  o p e r a t i o n s .  R i c h a r d s  s p o k e  w i t h  t h e  s a l e s m e n  o f  E n t e r p r i s e  

a b o u t  t r a n s f e r r i n g  t h e i r  l i c e n s e s  t o  r e g i s t r a n t  a n d ,  i n  e f f e c t ,  h i r e d  

them f o r  r e g i s t r a n t .  H e  a l s o  a d v i s e d  them as t o  t h e  h a n d l i n g  o f  

r e g i s t r a n t ' s  pape rwork  a n d  t r a d i n g  p o l i c i e s ,  i n c l u d i n g  w h i c h  s e c u r i t i e s  

w o s l d  b e  t r a d e d .  

P i l a t o  t e s t i f i e d  t h a t  h e  i n t e n d e d  t o  o p e r a t e  t h e  L a s  Vegas 

b u s i n e s s  by  means o f  h i s  c o r p o r a t i o n  ( " a p p l i c a n t " )  b u t  had t o  u s e  

r e g i s t r a n t  u n t i l  s u c h  t i m e  as a p p l i c a n t  would become r e g i s t e r e d  w i t h  t h e  

Commiss ion .  A s  a matter o f  f a c t  he  i s s u e d  b u s i n e s s  c a r d s  f o r  t h e  

r e g i s t e r e d  r e p r e s e n t a t i v e s  i n  t h e  name o f  A .  A .  P i l a t o  6 C o . ,  I n c .  b u t  

t h e n  had  t h e  & Co.,  I n c .  d e l e t e d  b y  c r o s s i n g  o u t  i n  i n k .  P i l a t o  

e s t i m a t e d  t h a t  h e  needed  $50 ,000  t o  $ 1 0 0 , 0 0 0  t o  f i n a n c e  t h e  p l a n n e d  
.-

e x p a n s i o n  o f  h i s  b r o k e r - d e a l e r  o p e r a t i o n s  t h r o u g h  a p p l i c a n t  and  i n t e n d e d  

t o  ra i se  t h a t  money t h r o u g h  s u b o r d i n a t e d  l o a n s .  Inasmuch  as r e g i s t r a n t  

had b e e n  i n  v i o l a t i o n  o f  t h e  C o m m i s s i o n ' s  n e t  c a p i t a l  r e q u i r e m e n t s  f o r  

much o f  t h e  t i m e  d u r i n g  t h e  p e r i o d  f rom F e b r u a r y  1969 t h r o u g h  May 1972  -
( see  Net C a p i t a l  V i o l a t i o n s  h e r e u n d e r ,  i n f r a ,  page151 and  was i n c a p a b l e  

o f  f i n a n c i n g  t h e  expanded  o p e r a t i o n s  P i l a t o  had t o  s e e k  o z h e r  s o u r c e s  o f  

c a p i t a l .  A c c o r d i n g l y ,  R i c h a r d s  a r r a n g e d  a s u b o r d i n a t e d  l o a n  f rom o n e  o f  

h i s  E n t e r p r i s e  c u s t o m e r s  i n  t h e  amount  o f  $ 2 0 , 0 0 0 .  The a g r e e m e n t  was 

p r e p a r e d  by  P i l a t o  w i t h  t h e  b o r r o w e r  t o  S e  a p p l i c a n t .  I t  was e x e c u t e d  

on J u n e  2 ,  1972  and  on  J u n e  6 ,  1972 r epaymen t  was g u a r a n t e e d  by  R i c h a r d s .  
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A p p l i c a n t ' s  BD a p p l i c a t i o n  f i l e d  w i t h  t h i s  Commission on 

May 31 ,  1974,  w a s  s i g n e d  by P i l a t o  and d i d  n o t  d i s c l o s e  t h a t  o t h e r s  b e s i d e s  

P i l a t o  were h e l p i n g  t o  f i n a n c e  a p p l i c a n t .  The o r d e r  a l l e g e s  t h a t  from on 

o r  a b o u t  May 31 ,  1972 u n t i l  J u l y  18 ,  1972,  a p p l i c a n t ,  w i l l f u l l y  v i o l a t e d  

and P i l a t o  and R i c h a r d s  w i l l f u l l y  a i d e d  and  a b e t t e d  v i o l a t i o n s  of  

S e c t i o n  1 5 ( b )  of  t h e  Exchange Act and Rule. 1 5 b l - 1  t h e r e u n d e r  i n  t h a t  

a p p l i c a n t ' s  Form BD a p p l i c a t i o n  among o t h e r  t h i n g s ,  c o n t a i n e d  i n a c c u r a t e  

s t a t e m e n t s  c o n c e r n i n g  f i n a n c i a l  a r r a n g e m e n t s  such  as t h e  one  d e s c r i b e d  

above .  Al though t h i s  a l l e g a t i o n  c o n c e r n i n g  a p p l i c a n t  h a s  been de te rmined  

( s u p r a ) ,  f o r  pu rposes  of  t h i s  p r o c e e d i n g  i t  i s  found t h a t  a p p l i c a n t ,  a i d e d  ' 

and a b e t t e d  by P i l a t o  and R i c h a r d s  commit tea  t h e  v i o l a t i o n s  as a l l e g e d  i n  

t h e  o r d e r .  T h i s  a c t i v i t y  of  R i c h a r d s  i n  a r r a n g i n g  f i n a n c i n g  f o r  P i l a t o  

i s  f u r t h e r  e v i d e n c e  o f  h i s  beh ind  t h e  s c e n e  i n f l u e n c e  i n  t h e  entwined 

a f f a i r s  o f  r e g i s t r a n t ,  a p p l i c a n t  and E n t e r p r i s e .  

Upon c o n s i d e r a t i o n  of a l l  t h e  c i r c u m s t a n c e s  a s  o u t l i n e d  above t h e r e  

i s  no d o u b t  t h a t  R i c h a r d s  e x e r c i s e d  d i r e c t l y  o r  i n d i r e c t l y  a c o n t r o l l i n g  

i n f l u e n c e  o v e r  t h e  management and p o l i c i e s  o f  r e g i s t r a n t  a f t e r  A p r i l  17 ,  

1972.  A c c o r d i n g l y ,  i t  i s  found t h a t  by f a i l i n g  t o  prompt ly  f i l e  a n  amendment 

t o  d i s c l o s e  s u c h  i n f l u e n c e  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  a n d - P i l a t o  w i l l f u l l y  

a i d e d  and a b e t t e d  v i o l a t i o n s  of  S e c t i o n  1 5 ( b )  o f  t h e  Exchange Act and 
* 

Rule  15b3-1 t h e r e u n d e r .  


S e c t i o n  5  of  t h e  S e c u r i t i e s  Act  


The o r d e r  a l l e g e s  t h a t  d u r i n g  t h e  p e r i o d  from on o r  a b o u t  A p r i l  17 ,  

1972,  u n t i l  J u l y  18, 1972,  a l l  o f  t h e  r e s p o n d e n t s ,  e x c e p t  a p p l i c a n t ,  w i l l f u l l y  

v i o l a t e d  and w i l l f u l l y  a i d e d  and a b e t t e d  v i o l a t i o n s  of  S e c t i o n  5 ( a )  and 5 ( c )  



o f  t h e ' . S e c u r i t i e s  Ac t  i n  t h a t  t h e y  o f f e r e d  t o  s e l l ,  s o l d  and  d e l i v e r e d  

a f t e r  s a l e  s h a r e s  o f  numerous  i s s u e r s ,  i n c l u d i n g  b u t  n o t  l i m i t e d  t o  B a s i c  

Empi r e ,  M u l t i n a t i o n a l  I n d u s t r i e s ,  and  C o n t i n e n t a l  Dynamics ,  when no 

r e g i s t r a t i o n  s t a t e m e n t  w6s i n  e f f e c t  as t o  t h o s e  s e c u r i t i e s  p u r s u a n t  t o  

t h e  S e c u r i t i e s  A c t .  

When r e g i s t r a n t  t o o k  o v e r  t l l e  o p e r a t i o n s  o f  E n t e r p r i s e  i t  c o n t i n u e d  

s e l l i n g  many o f  t h e  same s t o c k s  o f f e r e d  by  E n t e r p r i s e .  It a l s o  u t i l i z e d  

a b l a c k b o a r d  i n  t h e  o f f i c e  on wtii.ch s t o c k s  w e r e  l i s t e d  d a i l y .  T h e s e  s t o c k s  

w e r e  s e l e c t e d  by  R i c h a r d s  a n d  w r i t t e n  on t h e  b o a r d  with c h a l k  s o  t h a t  

e r a s u r e s  and  c h a n g e s  c o u l d  b e  made f rom t i m e  t o  t i m e  i n  t h e  p r i c e s  as w e l l  

a s  t h e  s t o c k s  o f f e r e d .  A l t h o u g h  t h e r e  w e r e  u s u a l l y  a b o u t  1 5  o r  20  s t o c k s  

l i s t e d  t h e  r e c o r d  shows some 43 s t o c k s  o f f e r e d  a t  p r i c e s  r a n g i n g  from 20  

c e n t s  t o  $5 .00 .  0: t h e s e  43 s t o c k s  o n l y  41 had t h e  s e m b l a n c e  o f  e v e r  b e i n g  

r e g i s t e r e d .  These  we re  G lobe  H i l l ,  I n c .  ( "Globe  Hi l l ! ' )  a n d  M u l t i n a t i o n a l  

I n d u s t r i e s  C o r p o r a t i o n  ( "M: i l t i na t i on&l" ) .  Globe  H i l l  f i l e d  u n d e r  

R e g u l a t i o n  A on A p r i l  9 ,  1956 ,  snd  R i g  Grand Mor tgage  6 I n v e s t m e n t  Co. ,  

I n c .  o f  which  M u l t i n a t i o n a l  was t h e  s u c c e s s o r ,  f i l e d  u n d e r  R e g i l l a t i o n  A  

on  O c t o b e r  1 6 ,  1957 .  T h e r e  was no s h o w i n g  made by  r e g i s t r a n t  t h a t  t h e  

s h a r e s  of t h e s e  c o m p a n i e s ,  which  we re  s o l d  d u r i n g  t h e  p e r i o d  h e r e  p e r t i n e n t ,  

w e r e  i n  a n y  way s u b j e c t  t o  t h e  c l a i m e d  e x e m p t i o n s .  

I n  t h e  c a s e  of  G l o b e  H i l l  o v e r  5 0 , 0 0 0  s h a r e s  s o ? d  by registrant 

came f rom one  s e l l e r .  I n  a d d i t i o n ,  G lobe  H i l l  was t h e  s u 5 j e c t  o f  a 

pe rmanen t  i n j u n c t i o n  b r o d g h t  by t h e  Commission on J u n e  196 ,  1970 .  

I n  t h e  c a s e  o f  M u S t i o n a t i o n a l  t h i s  was a do rman t  s h e l l  c o r p o r a t i o n  

wh ich  R i c h a r d s '  f a t h e r  M e l v i n  E .  R i c h a r d s  had  g o t t e n  c o n t r o l  o f  i n  1957 .  

I n  1971  r e g i s t r a n t  had p a r t i c i p a t e d  i n  a d i s t r i b u t i o n  of M u l t i n a t i o n a l  

s h a r e s  f o r  wh ich  i t  r e c e i v e d  a g i f t  o f  2 , 0 0 0  s h a r e s  f rom M e l v i n  E .  R i c h a r d s  
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A s  t o  C o n t i n e n t a l  Dynamics, I n c . ,  no  r e g i s t r a t i o n  s t a t e m e n t  h a s  

been f i l e d  and t r a d i n g  i n  i t s  s h a r e s  w a s  suspended  by t h e  Commission on 

December 9 ,  1969 and August  3 ,  1971 (SEC R e l e a s e s  9275 and 9297) .  A l s o ,  

C o n t i n e n t a l  Dynamics I n c . ,  and C o n t i n e n t a l  Dynamics, L t d . ,  were  t h e  

s u b j e c t s  o f  Com~nission L i t i g a t i o n  R e l e a s e  No. 5340 i s s u e d  on March 6 ,  1972.  

The re  i s  no r e c o r d  i n  t he  Commiss ion ' s  f i l e s  o f  a n y  r e g i s t r a t i o n  

s t a t e m e n t s  o r  R e g u l a t i o n  A exempt ion  a p p l i c a t i o n s  e v e r  h a v i n g  been  f i l e d  

f o r  a n y  o f  t h e  o t h e r  companies  whose s h a r e s  were  b e i n g  o f f e r e d  by r e g i s t r a n t .  

T h i s  i n c l u d e s  B a s i c  Empire ,  I n c .  

Responden t s '  c o n t e n t i o n  i s  t h a t  s t o c k s  were  s o l d  u n d e r  a n  exempt ion  

from r e g i s t r a t i o n  p u r s u a n t  t o  R e g u l a t i o n  A o r  t h a t  t h e  s a l e  o f  B a s i c  Empire ,  

Globe H i l l ,  C o n t i n e n t a l  Dynamics and  M u l t i n a t i o n a l  were  exempt s a l e s  u n d e r  

t h e  d e a l e r ' s  exempt ion  p rov ided  by S e c t i o n  4 ( 3 )  o f  t h e  S e c u r i t i e s  A c t .  

The burden o f  p roo f  r e g a r d i n g  t h e  a v a i l i b i l i t y  o f  a n  exemption 

-5 / 
i s  upon t h e  one  c l a i m i n g  i t .  Tne r e s p o n d e n t s  have n o t  d i s c h a r g e d  t h a t  

bu rden .  A c c o r d i n g l y ,  i t  i s  found r e g i s t r a n t  and  P i l a t o  w i l l f u l l y  v i o l a t e d  

S e c t i o n s  5 ( a )  and 5 ( c )  o f  t h e  S e c u r i t i e s  Ac t .  

A n t i - F r a u d  P r o v i s i o n s  

The o r d e r  c h a r g e s  t h a t  from on o r  a b o u t  A p r i l  1 7 ,  1972 u n t i l  

J u l y  1 8 ,  1972 ,  a l l  o f  t h e  r e s p o n d e n t s ,  e x c e p t  a p p l i c a n t ,  w i l L f u l l y  v i o l a t e d  

and w i l l f u l l y  a i d e d  and  a b e t t e d  v i o l a t i o n s  o f  S e c t i o n  1 7 ( a )  o f  t h e  S e c u r i t i e s  

A c t  and  S n c t i o n  1 0 ( b )  o f  t h e  Exchange Act  and  Ru le  10b-5  t h e r e u n d e r .  

-5 / v .  R a l s t o n  P u r i n a  Ca., 346 U.S. 119 ( 1 9 5 3 ) ;  J.S. v .  C u s t e r  Channel -  
Wing C o r p . ,  376 F .  2d 675 (C.4 2d ,  1 9 5 9 ) .  
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As stated above under Section 5 of the Securities Act, 41 of 43 


stocks traded by Enterprise and its successor registrant had never been 


registered. Also, 5 of the issuers had been the subject of either 


suspznsion, injunction or other litigation by the Commission. These are: 


Continental Dynamics, Industrial Manufacturing Corp., Barr Financial, Ltd., 


Globe Hill, and Colorado Energy Corp. 


In addition, registrant continuously quoted the stock of 

Brathendle Original Soup Kettle, Inc., Genie Oil & Gas Corp., Luna Mining 

Co., Monarch Minerals, Inc., Nutrition Centers, Inc., and Television 

Corporation of America in the National Quotation Bureau (NQS) pink and 

white sheets. These were shells with little or no assets, some oE them 

insolvent, about which little information was to be had. 

Respondents nake no serious attempt to dispute the characterization 


of many of the stocks dealt in as being those of shell corporations. Rather, 


they argue that these companies were quoted by registrant at the request 


of customers who wished to buy and sell them, that-these were "penny stocks", 


and that persons buying them realized that they were speculative. 


Respondents cannot evade responsibility by depending upon either 


the attitude or sophistication of its :ustomers. As this Coinmission has 


"Where sale of securities of a shell corporation 

is involved, it is incumbent on a broker-dealer 

to exercise special care so as to be reasonably 

assured that no violation of the securities laws 

is involved .I1 


-6 / Bohn-Williams SecurLties Corporation, Securities Exchange Act Release 
No. 9237, p. 4 (9-8-71) See, also Hanley v. z,415 F. 2d 589, 595 




By p l a c i n g  q u o t a t i o n s  f o r  t h e s e  s h e l l  c o r p o r a t i o n s  i n  NQB s h e e t s  

and on i t s  q u o t e  board r e g i s t r a n t  w s s  i n v i t i n g  n e g o t i a t i o n s  f o r  t r a n s a c t i o n s  

i n  t h o s e  s e c u r i t i e s  a t  t h e  p r i c e s  quo ted .  T h e r e f o r e ,  r e g i s t r a n t  was r e q u i r e d  

t o  make s u f f i c i e n t  i n v e s t i g a t i o n  t o  form a r e a s o n a b l e  b a s i s  f o r  i t s  

recommendations r e g a r d i n g  t h o s e  s h e l l  c o r p o r a t i o n s .  Moreover, r e g i s t r a n t ' s  

"due d i l g e n c e "  f i l e s  con' iained l i t t l e  o r  no in format ion  concern ing  t h o s e  

companies and P i l a t o  d i s p l a y e d  l i t t l e  o r  no knowledge o f  t h e i r  o p ? r a t i o n s ,  

f a c i l i t i e s ,  p r i n c i p a l s  and t r a n s f e r  a g e n t s .  H i s  on ly  a c t i v i t y  was t o  

review t h e  NQB s h e e t s  on t h e  theory  t h a t  i f  f o u r  o r  f i v e  market makers 

were q u o t i n g  t h e  s t o c k  then  i t  would be a r e p u t a b l e  s t o c k  f o r  t r a d i n g .  

On t h e  b a s i s  o f  t h e  r e c o r d  h e r e i n  i t  i s  found t h a t  r e g i s t r a n t  

and P i l a t o  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  S e c u r i t i e s  Act and 

S e c t i o n  10(b)  of  t h e  Exchange Act and Rule l o b - 5  t h e r e u n d e r .  

Net C a p i t a l  V i o l a t i o n s  

The o r d e r  f o r  proceeding c h a r g e s  t h a t  a t  v a r i o u s  t imes  d u r i n g  

t h e  pe r iod  from on o r  abou t  J a n u s r y  1 ,  1969 u n t i l  J u l y  18, 1972, 

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  t h e  n e t  c a p i t a l - p r o v i s i o n s  of  S e c t i o n  1 5 ( c )  

-7 / 
of  t h e  Exchange Act and Rule 15c-3 t h e r e u n d e r .  

The record  c l e a r l y  e s t a b l i s h e s  t h a t  d u r i n g  t h e  r e l e v a n t  pe r iod  

r e g i s t r a n t  was i n  v i o l a t i o n  of t h e  Commission's n e t  c a p i t a l  r equ i rements  
-

S e c t i o n  1 5 ( c ) ( 3 )  o f  t h e  Exchange Act ,  i n s o f a r  a s  h e r e  p e r t i n e n t ,  

p r o h i b i t s  s e c u r i t i e s  t r a n s a c t i o n s  by a b ro l t e r -dea le r  i n  c o n t r a -  

v e n t i o n  of t h e  Commission's r u l e s  p r e s c r i b e d  the reunder  p r o v i d i n g  

s a f e g u a r d s  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  of  b rokers  

and d e a l e r s .  Rule 1 5 ~ 3 - 1  p rov ides ,  s u b j e c t  t o  c e r t a i n  exemptions 

n o t  a p p l i c a 5 l e  h e r e ,  t h a t  no b roker  o r  d e a l e r  s h a l l  permit  h i s  

a g g r e g a t e  indeb tedness  t o  a l l  pe r sons  t o  exceed 2,000% of h i s  n s t  

c a p i t a l  computed a s  s p e c i f i e d  i n  t h e  r u l e  o r  have a n e t  c a p i t a l  of  

l e s s  than  $5,000. 




and that the additional capital required in order to bring it into 


compliance on the dates indicated was as follows: 


computation Adjusted Additional 
Date ~ e tcapital Capital Required 

April 30, 1971 ($1,280.77) 
Msy 28, 1971 ( 8,391.80) 
June 30, 1971 ( 3,427.42) 
July 30, 1971 ( 7,852.51) 
August 6, 1971 ( 3,237.90) 
August 20, 1971 ( 3,146.67) 
September 30, 1971 4,653.87 
October 15, 1971 ( 7,129.70) 
October 22, 1971 556.65 

The Registrant's net capital position was computed pursuant to 


Rule 15c-3 and based on an examination of registrant's books and records 


by an NASD examiner. It is argued on behalf of registrant that the 


NASD examiner improperly discounted a subordinated loan made by Pilato's 


wife to registrant and disallowed certain inventory stocks in which 


registrant was the only market maker. Pilato testified that if these 


items had been allowed registrant would have been within the net capital 


rule. 


Aside from Pilato's testimony there is no evidence to supporf 


registrant's position that it was not in violation of the net capital 


requirements during the periods specified in the order. Moreover, in 


addition the deficiencies set forth above, the NASD found defici6ncies 


during an earlier p.eriod as follows: 


Computation Adjusted Additional 

Date Net Capital 
-- Capital Required 

February 28, 1969 $3,179.44 1,820.56 

June 30, 1969 4,544.54 455.46 

July 31, 1969 4,482.57 417.43 




----- 

The above c i t e d  n e t  c a p i t a l  d e f i c i e n c i e s  were i n c l u d e d  i n  a n  

NASD c o m p l a i n t  a g a i n s t  P i l a t o  which r e s u l t e d  i n  h i s  b e i n g  c e n s u r e d  by 

t h e  NASD on May 1 9 ,  1970,  and f i n e d  $750.00.  The c o m p l a i n t ,  a l s o ,  

found t h a t  r e g i s t r a n t  had n o t  p r e p a r e d  and m a i n t a i n e d  i t s  g e n e r a l  l e d g e r  

i n  a c c o r d a n c e  w i t h  SEC Rule  240.17a-3 .  

R e g i s t r a n t ' s  a rgument s  a r e  r e j e c t e d  and i t  i s  conc luded  t h a t  t h e  

e v i d e n c e  s u p p o r t s  a f i n d i n g  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  t h e  n e t  

c a p i t a l  p r o v i s i o n s  o f  S e c t i o n  1 5 ( c ) ( 3 )  o f  t h e  Exchange Act and Rule 15c-3  

t h e r e u n d e r . 
F a i l u r e  t o  S u 9 e r v i s e  

The o r d e r  c h a r g e s  P i l a t o  and a p p l i c a n t  w i t h  f a i l i n g  t 7  r e a s o n a b l y  

s u p e r v i s e ,  w i t h  a v iew t o  p r e v e n t i n g  t h e  v i o l a t i o n s  a l l e g e d  t h e r e i n ,  

p e r s o n s  who wpre and a r e  s u b j e c t  t o  t h e i r  s u p e r v i s i o n  and who committed 

s u c h  v i o l a t i o n s ,  f o r  t h e  p e r i o d  from on o r  a b o u t  A p r i l  17 ,  1972 u n t i l  

J u l y  18 ,  1972.  

P i l s t o ,  as p r i n c i p a l  of  r e g i s t r a n t ,  m a i n t a i n e d  h i s  o S f i c e  i n  

N L ~ WY ~ r kand v i s i z e d  Las Vegas ss t h e  o c c a s i o n  r e q u i r e d .  H e  w a s . n o t  

p r e s e n t  t o  s e e  t h a t  t h e  o f f i c e  was p r o p e r l y  inanaged and hati  t o  depend on 

h i s  a p p o i n t e d  o f f i c e  manager and R i c h a r d s  who had been cha rged  w i t h  

v i o l a t i o n s  of t h e  f e d e r a l  s e c u r i t i e s  laws i n  t h e  E n t e r p r i s e  -proceedings .  

P i l a t o  d i d  n o t  e s t a b l i s h  any  s u p e r v i s o r y  p r o c e d u r e s  f o r  t h e  Las Vegas 

o f f i c e  and had no p r o c e d u r e s  manual .  He t e s t i f i e d  t h a t  he  k e p t  i n  

t o u c h  w i t h  Las Vcgas by t c l e p h o n e  b u t  t h i s  was o b v i o u 3 l y  n o t  enough 

t o  p r e v e n t  t h e  v i o l a t i o n s  which have been found Iterr2in. P i l a t a  c 7 a s  

unde r  a d u t y  t o  u s e  r e a s o n a b l e  c a r e  t o  s e e  t o  i t  t h a t  t h e  eve ryday  

http:$750.00
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p r o p e r l y  performp-d. The  r e c o r d  d e m o n s t r a t e s  t h a t  P i l a t o  f a i l e d  i n  

t h e  p e r f o r m a n c e  o f  s u c h  d u t y .  A c c o r d i n g l y ,  i t  i s  c o n c l u d e d  t h a t  

P i l a t o  f a i l e d  r e a s o n a b l y  t o  s u p e r v i s e  p e r s o n s  s u b j e c t  t o  h i s  

s u p e r v i s i o n  w i t h  a v i e w  t o  p r e v e n t i n g  t h e  v i o l a t i o n s  c o m m i t t e d  b y  them.  

O t h e r  Matters 

The o r d e r  a l l e g e s  t h a t  f r o m  on o r  a b o u t  A p r i l  1 7 ,  1 9 7 2  u n t i l  

J u l y  18, 1 9 7 2 ,  P i l a t o  w i l l f u l l y  v i o l a t e d  a n d  R i c h a r d s  a n d  R o s s  w i l l f u l l y  

a i d e d  a n d  a b e t t e d  t h e  v i o l a t i o n  o f  t h e  r e c o r d  k e e p i n g  p r o v i s i o n s  o f  t h e  

E x c h a n g e  A c t .  However,  t h i s  a l l e g a t i o n  was n o t  p r e s s e d  by t h e  D i v i s i o n  

a t  t h e  h e a r i n g  a n d  n o t  a l l u d e d  t o  i n  t h e  recomniended f i n d i n g s .  I n a s m u c h  

a s  i t  was n o t  b r i e f e d  i t  i s  r e g a r d e d  as w a i v e d  f o r  p u r p o s e s  o f  t h i s  

p r o c e e d i n g  a n d ,  a c c o r d i n g l y ,  n o  f i n d i n g  w i l l  b e  made. 

P u b l i c  I n t e r e s t  

The D i v i s i o n  u r g e s  t h a t  i t  i s  i n  t h e  p u b l i c  i n t e r e s t ,  o n  t h e  

--9 / 
b a s i s  o f  t h e  w i l l f u l l  v i o l a t i o n s  coinni i t ted by r e g i s t r a n t  a n d  P i l a t o ,  t h a t  

t h e  r e g i s t r a t i o n  o f  r e g i s t r a n t  w i t h  t h e  C u ~ n m i s s i o n  as a b r o k e r - d e a l e r  b e  

r e v o k e d  a n d  t h a t  P i l a t o  b e  b a r r e d  f r o m  b e i n g  a s s o c i a t e d  w i t h  a n y  hrolcer  

o r  d e a l e r .  

The v i o l a t i o n s  f o u n d  t o  h a v e  i n c u r r e d  h e r e i n  are n u m e r o u s ,  s e r i o u s-
rind v a r i e d .  Each v i o l a t i o n  h a s  b e e n  p r e v i o ~ s l y  d i s c u s s e d  i n  d e t a i l  b u t  t h e  

-8 / M a d i s o n  M a c a ~ e m e n t  Cgrcx., 4 2  SEC 3 9 0 ,  3 9 2  ( 1 9 6 4 ) ;  G e n e r a l  I n v e s t i n g  
C o r p o r a t i o n ,  4 1  SEC 9 5 2 ,  9 5 8  ( 1 9 6 4 ) .  

-9 / I t  i s  w e l l  e s t a b l i s h e d  t h a t  a f i n d i n g  of w i l l f u l l n e s s  d o e s  n o t  r e q u i r e  
a n  i n t e n t  t o  v i o l a t e  t h e  l a w ;  i t  is  s u f f i c i e n t  t h a t  t h e  p e r s o n  c n a r g e d  
wi t -h  t h e  d u t y  knows w h a t  h e  i s  d o i n g .  B i l l i n g s  A s s o c i a t e s ,  u.,4 3  
SEC 6/11, 649 ( 1 9 6 7 ) ;  see e . g .  B i e s e l ,  Way .'r Company, 4 0  SEC 5 3 2 ,  5 3 6  
( 1 9 6 1 ) .  



c u n u l a t i v e  e f f e c t  must be  t a k e n  i n t o  a c c o u n t  i n  c o n s i d e r i n g  t h e  a p p r o p r i a t e  

s a n c t i o n s  t o  be  a p p l i e d  f o r  t h e  p r o t e c t i o n  o f  i n v e s t 3 r s .  T h i s  i s  

p a r t i c u l a r l y  t r u e  as t o  P i l a t o  who a l l o w e d  h i m s e l f  t o  b e  used  as a c o v e r - u p  

f o r  t h e  c o n t i n u a t i o n  o f  v i o l a t i o n s  a l r e a d y  s a n c t i o n e d  by t h e  Commission. 

Responden t s ,  i n  d e n y i n g  s u c h  c o v e r - u p ,  depend a l m o s t  e n t i r e l y  on t h e  

t e s t i m o n y  o f  P i l a t o  which ,  f o r  t h e  most  p a r t ,  was vague ,  h e s i t a n t ,  

c c ~ n t r a r t i c t o r y  and g e n e r a l l y  n o t  c r e d i t a b l e .  

The r e c o r d  o f  t h e  r e g i s t r a n t  and  P i l a t o ,  as e v i d e n c e d  by t n e  

v i o l a L i o n s  found i n  t h i s  p r o c e e d i n g ,  r e f l e c t s  e i t h e r  a n  u n w i l l i n g n e s s  o r  

a l a c k  o f  c a p a c i t y  t o  o p e r a t e  a s  a S ro !<e r -dea le r  i n  c o n f o r m i t y  w i t h  

a p p l i c a b l e  l a w s  and r e g u l a t i ~ n s .  The i m p r e s s t o n  impar t ed  by P i l a t o  

t h r o u g h  h i s  a c t i o n s  a; r e f l e c t e d  by t h e  r e c o r d  snd  h i s  a p p e a r a n c e  as a 

w i t n e s s  i s  t h a t  o f  a n  i n d i v i d u a l  who h a s  no  c o ~ n p r e h e n s i o n  as t o  what  i s  

:-equired t o  p r o p e r l y  manage a s e c u r i t i e s  b u s i n e s s .  T h i s  i s  i l l u s t r a t e d  

by h i s  w j l l i n g n e s s  t o  a c t  as a £ r a n t  f o r  R i z h a r d s  and h i s  f a i l u r e  t o  

p r o p e r l y  s u p e r v i s e  t h e  s t a f f i n g ,  r e g i s t e r i n g  and o p e r a t i o n s  of t h e  
.-

Lfis  Vegas b r a n c h  o f f i c e .  

I n  v iew o f  t h e  n a t u r e  and e x t e n t  o f  t h e  v i o l a t i o n s  and t h e  l a c k  o f  

any  g e n u i n e l y  m i t i g a t i n g  f a c t o r s ,  i t  i s  conc luded  t h a t  t h e  p u 5 l i c  i n t e r e s t  

r e q u i r e s  t h a t  t h e  r e g i s t r a t i o n  o f  t h e  r e g i s t r a n t  be revoked-and t h a t  

P i l a t o  be  b a r r e d  from a s s o c i a t i o n  w i ~ h  a b r o k e r  o r  d e a l e r .  

--ORDER-
A c c o r d i n g l y ,  1T I S  QRDERED t h a t  t h e  r e g i s t r a t i o n  as a b r o k e r - d e a l e r  

oE Andrew A.  P i l a t o  p re gist ran^) i s  revoked and t h e  f i r m  e x p e l l e d  frorn 

aernSership  i~ t h e  N a t i o n a l  A s s o c i a t i o n  o f  S e c u r i t i e s  Dealers, I n c . ,  and 

t h a t  Andrew A .  P i l a t o  i s  j a r r e d  from a s s o c i a t i o n  w i t h  a b r o k e r - d e a l e r .  
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T h i s  o r d e r  s h a l l  become e f f e c t i v e  i n  accordance  w i t h  and s u b j e c t  

t o  Rule 1 7 ( f )  of  t h e  Commission's  Rules  o f  P r a c t i c e .  

P u r s u a n t  t o  Rule  1 7 ( f ) ,  t h i s  i n i t i a l  d e c i s i o n  s h a l l  become t h e  

f i n a l  d e c i s i o n  of  t h e  Commission a s  t o  each  p a r t y  who has  n o t  w i t h i n  

f i f t e e n  d a y s  a f t e r  s e r v i c e  o f  t h i s  i n i t i a l  d e c i s i o n  upon h i - ,  f i l e d  a  

p e t i t i o n  f o r  r ev iew of  t h i s  i n i t i a l  d e c i s i o n  p u r s u a n t  t o  Rule 1 7 ( f ) ,  u n l e s s  

t h e  Cominission, p u r s u a n t  t o  Rule 1 7 ( c )  d e t e r m i q e s  on i t s  own i n i t i a t i v e  

t o  r ev iew t h i s  i n i t i a l  d e c i s i o n  a s  t o  him. I f  a  p a r t y  t i m e l y  f i l e s  a  

p e t i t i o n  f o r  r ev iew,  o r  t h e  Commission t s k e s  a c t i o n  t o  review a s  t~ a 

p a r t y ,  t h e  i n i t i a l  d e c i s i o n  s h a l l  n o t  become f i n a l  w i t h  r e s p e c t  t o  

-1.3/ 
t h a t  p a r t y .  

A d m i n i s t r a t i v e  Law Judge  

Washington,  D.C .  
J u n e  2 6 ,  1975 

-10/  '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  p a r t i e s ,  and t h e  arguments  made by them, a r e  i n  accordance  wich 
t h e  views h e r e i n  t h e y  a r e  a c c e p ~ e d ,  and t o  t h e  e x t e n t  t h e y  a r e  
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  a r e  r e j e c t e d .  




