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UNITED STATES DISTRICT COURT 
SOUTHERN DISTRICT OF TEXAS 

UNITED STATES SECURITIES AND 
EXCHANGE COMMISSION, 

Plaintiff, 
Case No. 4:09cv1307 (MH) 

v. 

GOLDEN STATE EQUITY 
INVESTORS, INC., 

Defendant. 

UNOPPOSED PLAINTIFF SEC’S MOTION TO APPROVE DISTRIBUTION PLAN 

The Securities and Exchange Commission (“SEC” or “Commission”) respectfully 

requests that the Court enter an Order approving the distribution of more than $1.5 million to 

injured investors from funds paid by defendant Golden State Equity Investors, Inc. (“Golden 

State”) in settlement of the SEC’s securities law enforcement actions. 

I. BACKGROUND 

The Commission commenced this action on April 30, 2009, alleging that Golden State, 

formerly known as Golden Gate Investors, Inc. (“GGI”), violated the registration provisions of 

the federal securities laws in connection with the sale of unregistered stock transactions in the 

securities of Grifco International, Inc. (“Grifco”). Beginning in June, 2005 and continuing 

throughout 2006, Grifco, a publicly-traded company, pursuant to agreements with GGI, issued 

blocks of stock to GGI in return for up-front monetary advances and a large percentage of the net 

sales proceeds. Shortly after receiving the securities, GGI sold the Grifco shares to the investing 

public and returned a portion of the proceeds to Grifco. None of the securities transactions were 

registered with the Commission and were not exempt from registration. 
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The SEC entered into a settlement1 with defendant and the Final Judgment, entered on 

May 11, 2009, provided that monies paid may be distributed pursuant to the Fair Fund provisions 

of Section 308(a) of the Sarbanes-Oxley Act of 2002. Pursuant to the settlement agreement, 

Golden State consented to pay disgorgement in the amount of $1,269,907, plus $257,672 in 

prejudgment interest, and to pay a civil penalty in the amount of $50,000. On or about May 26, 

2009, Golden State paid $1,577,579 to the Clerk of the Court. The funds were subsequently 

deposited into an interest bearing account in the Court Registry Investment System (“CRIS”), 

receipt number 601894, under the case name designation “SEC v. Golden State Equity Investors, 

Inc.” As of March 14, 2013, the balance in the CRIS account is $1,572,247.91. 

By Order dated November 2, 2012, in accordance with Section 308(a) of the Sarbanes-

Oxley Act of 2002,2 this Court established a Fair Fund comprised of the amounts contained in 

the CRIS account, plus interest, minus appropriate expenses incurred in establishing and 

maintaining the account or ordered by the Court to be paid to satisfy the fund’s tax-related 

obligations (hereinafter the “Grifco Fair Fund”). At that time, the Court also  appointed 

RG/2Claims Administration, LLC (“RG/2”) as Distribution Agent charged with assisting the 

Commission in developing a plan of distribution and administering the distribution. 

RG/2, in consultation with Commission staff, has prepared a proposed Distribution Plan 

for the Grifco Fair Fund, which the Commission now submits to this Court for approval. A copy 

of the proposed Distribution Plan and accompanying Plan of Allocation is attached as Exhibit 1 

to this motion. 

1 See Docket No. 3 
2 Section 308(a) of the Sarbanes-Oxley Act, known as the “Fair Funds” provision, provides that a Court shall, upon 
the Commission’s motion, include a defendant’s civil penalties in a disgorgement distribution to benefit victims of 
securities laws violations. A fair fund permits the distribution of penalties to investors instead of paying them to the 
United States Treasury. 
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II. ARGUMENT 

A. The Court May Give Significant Deference to the SEC’s Distribution Plan. 

Nearly every plan to distribute funds obtained in SEC enforcement actions requires 

choices to be made regarding the allocation of funds among potential claimants within the 

parameters of the amounts recovered. In recognition of the difficulty of this task, courts give the 

Commission significant discretion to design and set the parameters of a distribution plan. See 

SEC v. Wang, 944 F.2d 80 (2d Cir. 1991); SEC v. Levine, 881 F.2d 1165 (2d Cir. 1989). 

The court’s review of a distribution plan focuses on whether the plan is fair and 

reasonable. SEC v. Fishbach, 133 F.3d 170, 175 (2nd Cir. 1997); See Official Comm. Of Unsec. 

Creditors of Worldcom, Inc. v. SEC, 467 F.3d 73, 81 (2d Cir. 2006). (“unless the consent decree 

specifically provides otherwise(,) once the district court satisfies itself that the distribution of 

proceeds in a proposed SEC disgorgement plan is fair and reasonable, its review is at an end),3 

citing Wang, 944 F.2d at 85. For the reasons articulated below, the Commission believes that the 

proposed distribution plan for the Grifco Fair Fund constitutes a fair and reasonable allocation of 

the limited funds available and should be approved. 

B. The Commission’s Proposed Distribution Plan Provides a Fair And 
Reasonable Allocation of the Grifco Fair Fund 

The Commission’s principal goal in fashioning a distribution plan for the Grifco Fair 

Fund was to identify a methodology that would allocate the available funds fairly and 

reasonably, in a manner proportional to the injury that investors in Grifco securities suffered as a 

result of the actions of Golden State. The Commission’s Complaint alleged that Golden State 

sold unregistered shares of Grifco into the marketplace from June 2005 through December 2006. 

3 Courts have historically deferred to the Commission’s decision regarding whether and how to distribute 
disgorgement and prejudgment interest. SEC v. Fischbach Corp., 133 F.3d 170, 175 (2d Cir. 1997). With respect to 
the distribution of civil penalties, courts have held that the decision of whether and how to distribute penalty money 
is soundly within the Commission’s discretion. Official Committee of Unsecured Creditors of Worldcom, Inc. v. 
SEC, 467 F.3d 72, 84 (2d Cir. 2006). 
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The proposed Distribution Plan would equitably distribute the Grifco Fair Fund to investors who 

purchased Grifco common stock from January 1, 2005 through December 14, 2006 (the 

“Recovery Period”) and either sold between June 13, 2005 and December 14, 2006 or retained 

the stock as of December 14, 2006, and have an Eligible Loss Amount4 that is equal to or greater 

than the Minimum Distribution Amount after pro-rated payment awards are calculated pursuant 

to the proposed Distribution Plan. 

The Eligible Loss Amount will be determined by aggregating the Recognized Loss (or 

Gain) per Share for all transactions which occurred during the Recovery Period.  For shares of 

Grifco International, Inc. (“Grifco”) common stock that were purchased during the Recovery 

Period and: 

(a) Sold on or before June 12, 2005, the Recognized Loss (or Gain) per Share is zero 
(0). 

(b) Sold between June 13, 2005 and December 14, 2006, the Recognized Loss (or 
Gain) per Share is equal to the purchase price less the sales price. 

(c) Retained as of December 14, 2006, the Recognized Loss (or Gain) per Share is 
equal to the purchase price less $0.048 (the closing price on December 14, 2006). 

For each investor who held shares of Grifco as of the beginning of the Recovery Period 

or made multiple purchases or sales during the Recovery Period, the first-in, first-out (“FIFO”) 

method will be applied to such holdings, purchases and sales.  Under the FIFO method, sales of 

shares during the Recovery Period will be matched, in chronological order, first against shares 

held at the beginning of the Recovery Period.  The remaining sales of shares during the Recovery 

Period will then be matched, in chronological order, against shares purchased during the 

Recovery Period.  The date of acquisition or sale is the “contract” or “trade” date as 

distinguished from the “settlement” date. 

Capitalized terms used herein but not defined shall have the meanings attributed to them in the attached proposed 
Distribution Plan. 
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An investor will be eligible to receive a distribution not to exceed the overall net loss, 

after all profits from transactions in Grifco common stock during the Recovery Period are 

subtracted from losses.  Payments to Eligible Claimants will reflect their pro rata share of the 

Available Distribution. No Eligible Claimant will receive a payment unless the pro-rata share of 

their Eligible Loss Amount results in a payment of at least $10. 

The Commission believes that the proposed Distribution Plan for the Grifco Fair Fund 

should be approved as fair and reasonable. The proposed plan directs the Fair Fund’s proceeds 

to investors who traded during the specific time period when Golden State was selling 

unregistered Grifco shares into the marketplace and who were harmed by the improper conduct 

alleged in the Commission’s lawsuit. It reasonably and fairly allocates the fund in accordance 

with each Eligible Claimant’s Eligible Loss Amount. 

III. CONCLUSION 

For all of the foregoing reasons, the Commission respectfully requests that the Court 

grant its Unopposed Motion to Approve Distribution Plan and grant other relief as it deems 

necessary and proper. 

Dated: March 20, 2013 Respectfully submitted, 

/s/ Nichola L. Timmons_________ 
Nichola L. Timmons (NY Bar #2954774) 
U.S. Securities and Exchange Commission 
100 F Street, N.E. 
Washington, DC  20549-5631 
Telephone:  202-551-4456 
Fax:  703-813-9730 
Email:  Timmonsn@sec.gov 

Attorney for Plaintiff 

5 

mailto:RomajasS@sec.gov

	1.1 “Affiliate” shall have the meaning set forth in Section 101(2) of the United States Bankruptcy Code, 11 U.S.C. § 101(2).
	1.3 “Approved Claim Amount” shall mean the final amount of an Eligible Claimant’s Approved Claim that will be disbursed to an Eligible Claimant after pro-rated payment awards are calculated pursuant to the Distribution Plan.  The minimum payment threshold �
	1.4 “Available Distribution” shall mean the Grifco Fair Fund, plus interest, less costs, fees, tax payments, and other expenses paid or reimbursed pursuant to orders of the Court.
	1.5 “Claims Bar Date” shall mean the date established in accordance with this Distribution Plan by which a Potentially Eligible Claimant’s Proof of Claim Form must be received by the Distribution Agent to avoid the barring of any right of the Potentially E�
	1.6 “Claim Deficiency Notice” means the notice sent by the Distribution Agent to a Potentially Eligible Claimant whose claim is deficient in one or more ways (e.g., failure to provide required information or documentation).  The Claim Deficiency Notice sha�
	1.7 “Claims Determination Date” shall mean the date on or before which the Distribution Agent is to reach its determination concerning the validity and amount of each Potentially Eligible Claimant’s claim.  Except as otherwise provided herein, the Claims D�
	1.8 “Days” shall mean calendar days.
	1.9 “Determination Notice” shall mean the notice sent by the Distribution Agent to a Potentially Eligible Claimant stating the Distribution Agent’s determination of the validity of the Potentially Eligible Claimant’s claim.
	1.10 “Distribution Agent” shall mean RG/2 Claims Administration LLC (“RG/2 Claims”), the Distribution Agent approved by the Court, to assist with the administration and distribution of the Grifco Fair Fund.
	1.11 “Distribution Plan” shall mean this distribution plan as approved by the Court.
	1.12 “Distribution Plan Notice” shall mean the notice given to Potentially Eligible Claimants of their potential right to participate in the distribution of the Grifco Fair Fund and their obligation to file a Proof of Claim Form in order to so participate.�
	1.13 “Eligible Claimant” shall mean Potentially Eligible Claimant filing a Proof of Claim Form with the Distribution Agent on or before the Claims Bar Date who is finally determined by the Distribution Agent to be eligible for a distribution from the Grifc�
	(a)  Any director, officer, employee, or promoter, past or present, of Grifco or Golden State or any of their  past or present advisers, agents, Affiliates (or any of their nominees, assigns, creditors, heirs, distributees, spouses, parents, children,...
	1.18  “Notice Packet” shall mean the materials relevant to submitting a claim that will be provided to Potentially Eligible Claimants known to the Distribution Agent or to those people who request such materials.  The Distribution Agent, in consultation wi�
	1.19  “Person” shall mean a natural individual as well as a legal entity, such as a corporation, partnership, limited liability company, or governmental entity.  All nouns, pronouns, and any variations thereof in this Distribution Plan shall be deemed to r�
	1.20 “Plan of Allocation” for purposes of this Distribution Plan, shall be the methodology set forth in Attachment A hereto.
	1.21 “Potentially Eligible Claimant” shall mean a Person identified by the Distribution Agent as having a possible claim to the Grifco Fair Fund under this Distribution Plan.
	1.22 “Proof of Claim Form” shall mean the form designed by the Distribution Agent, in accordance with this Distribution Plan, for the filing of proof of a Potentially Eligible Claimant’s claim.  The form shall require, at a minimum, that a Potentially Elig�
	1.23 “Recognized Loss (or Gain) Per Share” shall mean the amount of loss or gain per share, as calculated pursuant to the Plan of Allocation (attached hereto as Attachment A).
	1.24 “Recovery Period” for purposes of this Distribution Plan shall mean the period of time commencing on or about January 1, 2005 and continuing through the close of the markets on December 14, 2006.
	1.25 “Summary Notice” shall mean the notice published via Press Release pursuant to Section 3.12 below.  Such notice (the text of which shall be approved by the staff of the Commission) shall include, at a minimum, a statement that the Grifco Fair Fund rel�
	1.26 “Tax Administrator” shall mean Damasco & Associates, LLP, the firm appointed by the Court on May 22, 2012.
	1.27 “Well-Capitalized” shall have the same meaning as defined by the Federal Reserve Act Subpart D, 12 C.F.R. 208.43.
	2.1 The Available Distribution shall be allocated among Eligible Claimants who filed Approved Claims as provided under the terms of this Distribution Plan.  Payments shall only be made to Eligible Claimants who are entitled to receive a distribution of at �
	2.2 An Eligible Claimant’s Eligible Loss Amount shall be used as the basis for calculating, pursuant to the Plan of Allocation attached hereto as Attachment A, whether an Eligible Claimant holds a claim that meets the Minimum Distribution Amount for an App�
	3.1 The Distribution Agent shall oversee the administration of the claims, procedures, and distribution as provided in this Distribution Plan.  The Distribution Agent shall review the claim of each Potentially Eligible Claimant and make a determination und�
	3.2 Any claim asserted by a Potentially Eligible Claimant shall be in writing and shall provide adequate documentary evidence to substantiate the claim, including all documentary evidence which the Distribution Agent deems necessary or appropriate, includi�
	3.3 All claims must be verified on the basis of a sworn Proof of Claim Form, affidavit or declaration executed by the Potentially Eligible Claimant under penalty of perjury under the laws of the United States.  In determining the Eligible Loss Amount for a�
	3.4 Each Person who is a Potentially Eligible Claimant and would like to aggregate accounts shall so designate in the Proof of Claim Form, provided that a Person may only aggregate accounts as follows:
	3.5 The receipt of Grifco Securities during the Recovery Period by gift, inheritance, devise, or operation of law shall not be deemed to be a purchase of Grifco Securities during the Recovery Period, nor shall it be deemed an assignment of any claim relati	
	3.6 To the extent that an Eligible Claimant, his or her representative, heir, or assign requests a distribution check to be issued or reissued in a different name than the Eligible Claimant (e.g., as the result of a name change because of marriage or divor

	3.7 Claims on behalf of a retirement plan covered by Section 3(3) of ERISA, 29 U.S.C. § 1002(3), which do not include Individual Retirement Accounts, and such plan’s participants, are properly made by the custodian or fiduciary of the plan and not by the p

	3.8 To carry out the purposes of this Distribution Plan, the Distribution Agent is authorized to make adjustments or clarifications to the Distribution Plan that are consistent with the purposes of the Distribution Plan, if agreed upon by the Distribution �
	3.9 The Distribution Agent will build a database for purposes of administering the Grifco Fair Fund, containing information received from Potentially Eligible Claimants in the Commission’s actions.
	3.10 The Grifco Fair Fund will be distributed to investors who purchased and sold or purchased and held Grifco Securities between January 1, 2005 and December 14, 2006, subject to the Plan of Allocation.
	3.11 The Distribution Agent shall, insofar as is practicable, use its best efforts to identify Potentially Eligible Claimants from victim impact statements filed with the United States Attorneys’ Office in conjunction with the criminal proceedings arising �
	3.12 Within forty-five (45) days following the entry by the Court of its order approving this Distribution Plan, the Distribution Agent shall:
	(a) Create a mailing and claims database, consisting of the existing information of the Potentially Eligible Claimants;

	3.13 The Distribution Agent shall also give additional notice of the distribution process in such a manner as the Distribution Agent, in consultation with the Commission staff, deems appropriate, which may include direct notification to custodians, securit�
	3.14 The Distribution Agent shall promptly provide a Notice Packet to any Potentially Eligible Claimant who so requests electronically, in writing, or by telephone, as set forth in the Distribution Plan Notice.
	3.15 To avoid being barred from asserting a claim, on or before the Claims Bar Date, each Potentially Eligible Claimant must submit to the Distribution Agent a properly completed Proof of Claim Form reflecting such Potentially Eligible Claimant’s claim, to
	3.16 Claims with 100 or more transactions or on behalf of 20 or more different accounts must be submitted electronically and in the format specified by the Distribution Agent.  The mandatory electronic filing requirements will be available on the Grifco Fa
	3.17 The Distribution Agent shall review each Proof of Claim Form received to determine the validity and amount of such Potentially Eligible Claimant’s Eligible Loss Amount, together with any additional conclusions of the Distribution Agent on other issues�
	3.18 The Distribution Agent shall provide to each Potentially Eligible Claimant whose claim is deficient, in whole or in part, a Claim Deficiency Notice setting forth the reason(s) why the claim is deficient.  The Claim Deficiency Notice shall be provided �
	3.19 The Distribution Agent shall have the authority, in its sole discretion, on a case-by-case basis, to extend the Claims Bar Date and waive technical claim deficiencies and approve claims.
	3.20 Any Potentially Eligible Claimant who has received a Claim Deficiency Notice shall have twenty (20) days from the date of the Claim Deficiency Notice to cure any deficiencies identified in the Notice.
	3.21 A Potentially Eligible Claimant who has failed to file an appropriate Proof of Claim Form in a timely manner, or who has failed to cure a deficiency in a timely manner identified in a Claim Deficiency Notice, is not permitted to object to the barring �
	(a) The Distribution Agent failed to mail, or properly to mail, or that such Potentially Eligible Claimant failed to receive, a copy of the Distribution Plan Notice, Notice Packet, or the relevant Determination Notice;
	(b) The Distribution Agent failed to properly record the receipt of an initial Proof of Claim Form, or a revised Proof of Claim Form to cure deficiencies, or the requisite supporting documentation; or
	(c) A Potentially Eligible Claimant’s name and/or proper contact information was not properly recorded in the Distribution Agent’s records.
	The Potentially Eligible Claimant has the burden of notifying the Distribution Agent of his or her current address and other contact information, and of ensuring that such information is properly recorded in the Distribution Agent’s records.
	3.24 The Distribution Agent shall distribute the Available Distribution to all Eligible Claimants who filed Approved Claims only after all timely submitted Proof of Claim Forms have been processed and all Potentially Eligible Claimants whose claims have be�
	(b) The Distribution Agent shall then file the signed receipt with the Court and supply a copy of the receipt to counsel for the Commission in this matter within ten (10) days of receipt of the monies.
	(c) Pursuant to an escrow agreement (the “Escrow Agreement”) to be provided by the staff of the Commission, the Distribution Agent and the Bank shall establish an escrow account in the name of and bearing the Employer Identification Number (“EIN”) of the Q�
	(d) During the term of the Escrow Agreement, if invested, the Grifco Fair Fund Escrow Account shall be invested and reinvested in short-term United States Treasury securities backed by the full faith and credit of the United States Government or an agency �
	3.28 If, after the Distribution Agent makes the distribution to Eligible Claimants, funds remain in the Grifco Fair Fund in addition to tax reserves, those funds shall be paid to the Commission for transfer to the United States Treasury.
	3.29 All Grifco Fair Fund checks presented for payment or electronic transfers will be subject to “positive pay” controls before being honored by the Bank, and all such checks issued to Eligible Claimants by the Distribution Agent shall bear a stale d...
	3.30 The Distribution Agent shall use all reasonable commercially available resources to locate all Eligible Claimants whose checks are returned to the Distribution Agent as undeliverable by the U.S. Postal Service.  However, the claimant has the burd...
	4.1 The Distribution Agent shall reissue checks to Eligible Claimants, upon the receipt of a valid, written request from the Eligible Claimant.  Such reissued checks will be void after thirty (30) days from issuance and in no event will a check be rei...
	4.2 The Distribution Agent will perform an advanced address search for those checks that are returned as undeliverable, to the extent such search is feasible, and will reissue such checks so long as the new address is received within ninety (90) days ...
	4.3 One hundred and twenty (120) days following the distribution, all approved final fees and expenses shall be paid, all outstanding checks shall be voided, and any remaining funds shall be paid to the Commission for transfer to the United States Tre...
	5.1 The Distribution Agent will destroy all documents, including documents in any media, six years after the transfer of any remaining funds to the Commission.  In addition, the Distribution Agent will shut down the website established specifically fo...
	5.2 No further claims shall be made against the Grifco Fair Fund beyond the amount allocated to Eligible Claimants.  Once the funds, if any, are returned to the Commission, no additional payments shall be made whatsoever.
	5.3  Upon final distribution of the funds, the Distribution Agent shall make arrangement for the final payment of taxes and tax-related fees and shall submit a final accounting to the Court in an SEC standard accounting format provided by the staff of...
	6.1 The Grifco Fair Fund is a “Qualified Settlement Fund” within the meaning of the regulations issued under Section 468B(g) of the Internal Revenue Code of 1986, as amended.  The Tax Administrator is the administrator of such Qualified Settlement Fun...
	(a) Obtaining a taxpayer identification number;
	(b) Timely requests for funds necessary for the timely paying of all applicable taxes, the timely payment of taxes for which the Tax Administrator has received funds, and the filing of applicable returns; and
	(c) Fulfilling any information reporting or withholding requirements required for distributions from the Grifco Fair Fund.
	6.2 The Distribution Agent shall cooperate with the Tax Administrator in providing any information necessary to ensure income tax compliance.



