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UNITED STATES OF AMERICA 


Before t he  


SECURITIES AND EXCHANGE COHHlSSlON 


I n  t he  Mat te r  o f  

RUDOLPH V. KLEIN, dba 
R. V. KLEIN COMPANY 
1 70 Broadway 
New York, New York 

F i l e  No. 8-3174 : 

RECOMMENDED DECISION -. 

APPEARANCES: 

Andrew N. Grass, Esq., f o r  the  
D i v i s i o n  o f  T rad ing  and Exchanges. 

No appearance on  beha l f  o f  r e g i s t r a n t .  

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

Rule I X ( ~ )  o f  t h e  Rules of  P r a c t i c e  o f  t h e  Commission p rov ides ,  i n t e r  
-,a l i a  t h a t  a l l  recommended dec i s i ons  a r e  adv isory  o n l y  and t h a t  the 
f i n d i n g s ,  conc lus ions and o t h e r  mat te rs  contained t h e r e i n  a r e  no t  
b i n d i n g  upon t h e  Commission. 
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These a r e  proceedings pursuant t o  Sec t ion  15(b) and 15A(L) (2) 

o f  t he  S e c u r i t i e s  Exchange Act o f  1934 (I1Exchange Actt1) t o  determine 

whether t o  revoke t he  r e g i s t r a t i o n  as a  b roker  and dea le r  o f  Rudolph 

V .  K l e i n ,  do ing  business as R. V. K l e i n ,  a  s o l e  p r o p r i e t o r s h i p  ( " reg is -  

t r a n t " ) ,  and whether t o  suspend o r  expel  r e g i s t r a n t  f rom membership i n  

-1/ 
the  Nat iona 1 Assoc ia t  i o n  o f  Secur it ies Dealers,  Inc. ("NASD") . 

On Ju ly  14, 195b, r e g i s t r a n t  f i l e d  a request f o r  wi thdrawal  o f  

h i s  r e g i s t r a t i o n ,  t he  e f f e c t i v e n e s s  o f  which was stayed, as p rov ided  

i n  Rule 15b-6 (17 CFR 240.15b-6) under t he  Exchange Act ,  by t h e  I n s t i -

t u t i o n  o f  these proceedings. 

The Order f o r  Proceedings a l l e g e s  t h a t  d u r i n g  the  p e r i o d  f rom 

approx imate ly  June 21, 1956 t o  approx imate ly  December 31,  1956 r e g i s -

t r a n t ,  by t he  use o f  t he  mai I s  and t he  means and inst ruments o f  t r ans -

p o r t a t i o n  and communication i n  i n t e r s t a t e  commerce, 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  t o  c e r t a i n  persons a f t e r  sa le  shares o f  t he  common 

stock,  par  va lue I c ,  o f  Micro-Mois ture Cont ro l ,  Inc .  ( "~ i c ro -Mo i s tu reu )  

when no r e g i s t r a t i o n  statement had been f i l e d  o r  was i n  e f f e c t  as t o  t he  

sa id  s e c u r i t y  under t he  S e c u r i t i e s  Act  o f  1933 ( " ~ e c u r i  t i e s  ~ c t " )  i n  

-I /  Sect ion  15(b) o f  t he  Exchange Act  as here  p e r t i n e n t  p rov ides  t h a t  
the  Commission s h a l l  revoke t h e  r e g i s t r a t i o n  o f  a  broker  o r  dea le r  
i f  i t  f i n d s  t h a t  such a c t i o n  i s  i n  t he  p u b l i c  i n t e r e s t  and t h a t  
such broker  o r  dea le r  i s  en jo i ned  by any c o u r t  o f  competent j u r i s -  
d i c t i o n  f rom engaging i n  any conduct o r  p r a c t i c e  I n  connect ion w i t h  
the  purchase o r  s a l e  o f  s e c u r i t i e s  o r  has w i l l f u l l y  v i o l a t e d  any 
p r o v i s i o n  o f  t he  S e c u r i t i e s  Ac t  o f  1933. 

Sec t ion  1 5 ~ ( 1 ) ( 2 )  o f  t he  Exchange Act p rov ides  f o r  t h e  suspension 
o r  expulsion-from a  r e g i s t e r e d  s e c u r i t i e s  assoc ia t i on  o f  any member 
who had w i l l f u l l y  v i o l a t e d  any p r o v i s i o n s  o f  t he  S e c u r i t i e s  Ac t  
i f  t he  Commission f i n d s  t h a t  such a c t i o n  i s  necessary 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 he  p r o t e c t i o n  o f  i nves to r s .  



w i l l f u l  v i o l a t i o n  o f  Sec t i on  5(a) and (c) o f  t he  S e c u r i t i e s  Act.  It 

f u r t h e r  a l l eges  t h a t  t he  r e g i s t r a n t  I s  permanent ly en jo ined  by o rde r  o f  

the Un i t ed  S ta tes  D i s t r i c t  Court  f rom f u r t h e r  v i o l a t i o n s  of Sec t ion  5 
-2/ 

i n  c o n n e c t i o n ' w i t h  t he  o f f e r  and s a l e  o f  Micro-Mois ture s tack.  

Serv ice  o f  t he  Order f o r  Proceedings i n  'the i n s t a n t  case was 

e f f e c t e d  on r e g i s t r a n t  by r e g i s t e r e d  m a i l  a t  170 Broadway, New York 

C i t y ,  the  address se t  f o r t h  i n  a supplement t o  r e g i s t r a n t ' s  a p p l i c a t i o n  

f o r  r e g i s t r a t i o n ,  dated August 30, 1954 as t he  p l ace  t o  be n o t i f i e d  o f  

nrly proceedings i n  connect ion w i t h  i t s  r e g i s t r a t i o n .  R e g i s t r a n t ' s  

consent t o  be served w i t h  n o t i c e  a t  t h e  s t a t e d  address was never revoked. 

Howt.ver, n o t i c e  o f  t he  t ime and p lace  o f  hear ing,  pursuant t o  t he  a fo re -  

, , a id  Order f o r  Proceedings, and a subsequent n o t i c e  postponing the  h e a r i n g  

tlnte, sent t o  t he  r e g i s t r a n t  by r e g i s t e r e d  ma i l  t o  t he  same address men-

t ior led he re to fo re ,  were re tu rned  undel i ve red  by t he  Un i t ed  S ta tes  Post 

O f f i c e  Department w i t h  t he  n o t a t i o n  t h a t  t he  addressee had moved w i t h o u t  

-3 / 

l eav inc~  any o t h e r  address. An i n v e s t i g a t o r  o f  t he  Commission v i s i t e d  


the premi ses  o f  t he  r e g i s t r a n t  on severa l  occasions and was informed by 

arl e~rlployee o f  the  r e n t i n g  agent, on t he  occas ion o f  h i s  l a s t  v i s i t ,  

--2 /  	 Sect ions 5(a) and 5(c) o f  t he  S e a u r i t i e s  Act make un lawfu l  t he  use 
of the  m a i l s  o r  f a c i l i t i e s  of i n t e r s t a t e  commerce t o  s e l l  o r  d e l i v e r  
a s e c u r i t y  un less  a r e g i s t r a t i o n  statement i s  i n  e f f e c t  as t o  such 
s e c u r i t y ,  o r  t o  o f f e r  t o  s e l l  any s e c u r i t y  un less a r e g i s t r a t i o n  
statement has been f i l e d  as t o  such s e c u r i t y .  

31' 	 "The m a i l i n g s  c o n s t i t u t e d  adequate n o t i c e  t o  r e g i s t r a n t .  (see V a l l e  .-
5 t o r r-----.Brokerage, Inc. ,  S . E . A .  Release No. 6130 (~ecember9, 1959)fy 
-."..-"-Ir l tc i -mouctain S e c u r i t i e s ,  inc., S.E.A. Release No. 6178 ( ~ e b .  9, 

I $d$T 



t h a t  t he  r e g i s t r a n t  had vacated t he  premises and l e f t  no f o rwa rd ing  

-4/ 

address. No amendment was f i l e d  by r e g i s t r a n t  t o  show a new address. 

Reg i s t r an t  d i d  no t  appear a t  the  hear ing .  Proposed f i n d i n g s  were f i l e d  

by t he  D i v i s i o n  o f  T rad ing  and Exchanges, 

On Ap r l  I 2 3 ,  1958, t he  Unl t e d  States D i s t r i c t  Court f o r  t he  

Southern D l s t r i c t  o f  New York permanent ly en jo i ned  r e g i s t r a n t ,  among 

o thers ,  f rom f u r t h e r  v i o l a t i o n s  o f  Sec t ion  5 o f  t he  S e c u r i t i e s  Act i n  

connect ion w i t h  the  p u b l i c  o f f e r  and s a l e  o f  un reg i s te red  s tock  o f  

Micro-Moisture.  F ind ings  o f  f a c t  and conc lus lons o f  law were en te red  

51 
by the  Court .  

The Hear ing Examiner takes o f f i c i a l  n o t i c e  o f  the  D i s t r i c t  Cour t ' s  

repor ted  f i n d i n g s  and conc lus ions  which i n  so f a r  as i t  r e l a t e s  t o  

r e g i s t r a n t  are summarized below. 

Reg i s t r an t  became r e g i s t e r e d  as a b roker  and dea le r  i n  September, 

1942. Micro-Mois ture was organized as a Delaware c o r p o r a t i o n  i n  January, 

1951. On June 21, 1956, Micro-Mois ture issued 2,396,485 shares o f  i t s  

common s tock  t o  Converters Acceptance Corporat ion,  L td .  ( "~onve r te r s " )  , 

a Canadian co rpo ra t i on ,  i n  exchange f o r  t h a t  company's assets.  Converters 

d i s t r i b u t e d  these shares t o  i t s  11 s tockho lders ,  i n c l u d i n g  one Joseph 

-4/ Sec t ion  15(b) of  t he  Exchange Act p rov ides  i n  p e r t i n e n t  p a r t  t h a t  an 
a p p l i c a t i o n  f o r  r e g i s t r a t i o n  as a b roker  o r  dea le r  s h a l l  c o n t a i n  
such i n fo rma t i on  as t he  Commission may r e q u i r e  by r u l e s  and regu la -  
t i o n s ,  and Rule 15b-2 requ i res  t he  f i l i n g  o f  an amendment t o  the  
a p p l i c a t i o n  whenever any o f  t he  i n fo rma t i on  t h e r e i n  has f o r  any 
reason become inaccura te .  

-5/ S.E.C. v .  -Micro-Mois ture Cont ro ls ,  Inc., 167 F. Supp. 716 (1958); 
a f f l d  sub nom S.E.C. v. Culpepper, 270 F. 2d 241 (C.A. 2, 1959). 
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Herschorn. Twenty-six o f  t ! ~ eremaining s tockho lders  immediately granted 

Herschorn i r r evocab le  powers o f  a t t o rney  t o  s e l l  t h e i r  shares a t  h i s  

so le  d i s c r e t i o n .  O f  t he  shares issued i n  t he  Converters t r ansac t i on ,  a t  

l eas t  710,623 shares were s o l d  t o  a number o f  b roker -dea le rs  who r e s o l d  

them t o  the p u b l i c  i n  t h i s  coun t r y  through the  use o f  t he  ma i l s .  Dur ing  

the p e r i o d  from e a r l y  i n  Ju l y ,  1956 t o  approx imate ly  December 18, 1956, 

r e g i s t r a n t  acqui red 53,000 o f  these shares through the  use o f  t h e  m a i l s  

and 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  them t o  p u b l i c  i nves to r s  i n  t h i s  

coun t ry . 
Reg i s t r an t  arranged w i t h  Louis  Lev in ,  p res iden t  o f  Micro-Mois ture,  

t o  purchase 17,500 o f  such shares and "at  t h e  adv ice and i n s t r u c t i o n s  o f  

M r .  Levin" made ou t  the checks i n  payment o f  t he  s a i d  17,500 shares t o  

the  o rde r  of John Herschorn and on f u r t h e r  i n s t r u c t i o n s  o f  Lev in  d e l i v e r e d  

the  checks t o  one John J .  McKenna, a former o f f i c e r  o f  McCirath S e c u r i t i e s  

Corpora t ion  and rece ived  d e l i v e r y  o f  the  s tock  f rom the  i ~ t t e r .  Reg i s t r an t  

admit ed t h a t  t he  p r i c e  f o r  the  17,500 shares was s e t  by Lev in ,  who a l s o  

advised r e g i s t r a n t  t h a t  such shares o f  s tock  "were f r e e  t r a d i n g  shares". 

Reg i s t r an t  a l s o  knew t h a t  Herschorn h e l d  powers o f  a t t o r n e y  a t  t he  t ime 

he purchased the  17,500 shares. No r e g i s t r a t i o n  statement w i t h  respect  

t o  t he  710,623 shares s o l d  t o  t he  p u b l i c  had been f i l e d  w i t : )  the  Commis- 

s i o n  o r  was i n  e f f e c t  under the  S e c u r i t i e s  Act.  Herschorn and t he  

twenty-s ix  s tockholders  mentioned above, through a record  ownership o f  

more than 43% o f  the  common s tock  o f  Micro-Mois ture,  c o n s t i t u t e d  a group 

i n  comrnon c o n t r o l  w i t h  o r  under the  c o n t r o l  o f  Louis Levin,  who dominated 

and c o n t r o l l e d  t h a t  company, 

The Cour t ,  i n  i t s  f i n d i n g s ,  s t a t e d  t h a t  under t h e  d e f i n i t i o n  o f  

unde rwr i t e r ,  as se t  f o r t h  i n  Sec t ion  2(11) o f  t h e  S e c u r i t i e s  Act ,  Herschorn 



and the o ther  twenty-s ix  stockholders were issuers and r e g i s t r a n t  was 

an underwr i te r  i n  the purchase and sa le  o f  the  53,000 shares, t h a t  no 

exemption was a v a i l a b l e  from the r e g i s t r a t i o n  requirements o f  Sect ion 5 

of the  Secu r i t i es  Act and t h a t  r e g i s t r a n t  used the ma i l s  I n  connect ion 

w l t h  such sales. The Court concluded tha t  r e g i s t r a n t  v i o l a t e d  Sect ion 

5 (a ) ( l )  and (2) o f  t he  Secu r i t i es  Act.  

The Court, i n  i t s  conclusions, f u r t h e r  s ta ted  t h a t  r e g i s t r a n t  knew 

o r  i n  the exerc ise  o f  reasonable care should have known he acted as under-

w r i t e r  i n  e f f e c t i n g  sales through the use o f  the  ma i l s  the  p u b l i c  sales o f  

a t o t a l  o f  53,000 shares o f  the common stock o f  Micro-Moisture. 

The i n j u n c t i o n  decree enjo ins,  among others,  r e g i s t r a n t ,  i t s  

o f f i c e r s ,  agents, employees, assigns and a l l  persons a c t i n g  i n  concer t  

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

and s e l l i n g  shares o f  the common s tock  o f  Micro-Moisture and c a r r y i n g  o r  

causing t o  be c a r r i e d  through the ma i l s  o r  i n  I n t e r s t a t e  commerce, by 

any means o r  instruments of  t ranspor ta t ion ,  such s e c u r i t i e s  f o r  the  purpose 

o f  sa le o r  the  d e l i v e r y  a f t e r  sa le,  unless and u n t i l  the  r e g i s t r a t i o n  

statement i s  i n  e f f e c t  o r  has been f i l e d  w i t h  the Commission as t o  such 

s e c u r i t i e s ,  p rov id ing  t h a t  the foregoing s h a l l  no t  apply t o  any s e c u r i t y  

o r  t ransac t i on  which I s  exempt from the prov is ions  o f  Sect ion 5 o f  the  

Secu r i t i es  Act, and p rov id ing  f u r t h e r ,  bu t  w i thout  l i m i t i n g  the g e n e r a l i t y  

o f  the foregoing t h a t  no th ing  t h e r e i n  contained s h a l l  be deemed t o  r e s t r a i n  

r e g i s t r a n t  from buying, s e l l i n g ,  o r  t r a d i n g  i n  shares o f  common stock o f  

Micro-Moisture, which have a t  any t ime been owed by any person who, a t  

the t ime o f  such t ransac t ion ,  i s  not  the issuer  o r  person d i r e c t l y  o r  

i n d i r e c t l y  c o n t r o l l i n g  o r  c o n t r o l l e d  by the  issuer  o r  any person under 



the  d i r e c t  o r  i n d i r e c t  common o o n t r o l  w i t h  the  issuer ,  o r  an unde rwr i t e r  

w i t h i n  the  meaning o f  Sec t ion  2(11) o f  t he  S e c u r i t i e s  Act .  

I n  v iew o f  t he  a f o r e s a i d  i n j u n c t i o n ,  t h e r e  i s  a  s t a t u t o r y  bas i s  

under Sec t ion  15(b) o f  t he  Exchange Ac t  f o r  r evoca t i on  i f  t h e  Commission 

f i n d s  t h a t  such a c t i o n  i s  i n  t he  p u b l i c  i n t e r e s t .  Under a l l  o f  t he  c i r -  

cumstances, i n c l u d i n g  t h e  na tu re  and ex ten t  o f  t he  v i o l a t i o n s  i n v o l v -

i n g  a  d i s t r i b u t i o n  o f  un reg i s te red  s tock  upon which the  i n j u n c t i o n  was 

based, i t  i s  t he  o p i n i o n  o f  t h e  Hear ing Examiner t h a t  t he  p u b l i c  i n t e r e s t  

and p r o t e c t i o n  o f  i nves to r s  r e q u i r e  t h a t  t h e  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  broker  and dea le r  be revoked. 

I n  a d d i t i o n  t o  t he  f o rego ing  Sec t ion  15(b) p rov ides  an a d d i t i o n a l  

bas is  f o r  revoca t ion  i f  the  Commission f i n d s  such a c 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 ,  t o  w i t ,  where a  b roker -dea le r  has w i l l f u l l y  v i o l a t e d  

any p r o v i s i o n  o f  t he  S e c u r i t i e s  Act.  

As i n d i c a t e d  above, the  Order f o r  Proceedings a l l e g e s  t h a t  

respondent w i l l f u l l y  v i o l a t e d  Sec t ion  5(a) and (c) o f  t he  S e c u r i t i e s  

Act and one of t h e  issues t o  be determined i n  t h i s  proceeding i s  whether 

such w i l l f u l  v i o l a t i o n  occurred. I n  i t s  proposed f i n d i n g s  o f  f a c t  and 

conc lus ions o f  law, t he  D i v i s i o n  of  T rad ing  and Exchanges requests t h a t  

a  f i n d i n g  be made 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  p r o v i s i o n s  of  

Sect i o n  5 (a )  and (c) o f  t he  S e c u r i t i e s  Act. 

The Court i n  i t s  f i n d i n g s  of f a c t  s t a t e d  t h a t  r e g i s t r a n t  v i o l a t e d  

Sec t ion  5 ( a ) ( l )  and (2) o f  t h e  S e c u r i t i e s  Act. Since t h e  i n s t a n t  proceed- 

i n g  i s  between t he  same p a r t i e s  ( the  Commission and r e g i s t r a n t )  and i nvo l ves  

the  same issues o f  f a c t  determined by a  c o u r t  o f  competent j u r i s d i c t i o n ,  

(whether t h e  r e g i s t r a n t  s o l d  un reg i s te red  s t o c k  o f  ~ i c r o - M o i s t u r e ) ,  i t  i s  



wel l  s e t t l e d  t h a t  such issues so determined between the  same p a r t i e s  

must be taken as conclusively es tab l ished where such judgment remains 

-6/ 

unmodified and cannot be co l  l a t e r l l y  attacked. However, the  Court 

made no f i n d i n g s  t h a t  such v i o l a t i o n s  were w i l l f u l  nor  does I t  appear 

from such f ind ings  t h a t  quest ion o f  wF l l fu lness  was considered or 

l i t i g a t e d .  I t  I s  we l l  s e t t l e d ,  and the  Commission has he ld  t h a t  a 

v i o l a t i o n  of Sect ion 5(a) o f  the Secu r i t i es  Act t o  be l l w i l l f u l u  w i t h i n  

rhe meaning o f  Sect ion 15(b) o f  the  Exchange Act and Sect ion ]SAC)  (2) 

docs not  requ i re  a f i n d i n g  o f  i n t e n t i o n  t o  v i o l a t e .  I t  i s  s u f f i c i e n t  

t l ~ a t  a r e g i s t r a n t  be shown t o  know what he I s  doing, even though he 

-7/ 
may be ignorant  o f  the lega l  consequences o f  h i s  ac t .  I t  i s  ev ident  

from the  Court 's f i nd ings  t h a t  r e g i s t r a n t  was f u l l y  aware o f  the na ture  

OF h i s  a c t i v i t i e s .  The Court po in ted  out  t h a t  w i t h  respect t o  17,500 

shares o f  unregis tered stock o f  Micro-Moisture so ld  by the  r e g i s t r a n t ,  

arrangements f o r  t h e i r  a c q u i s i t i o n  had been made between r e g i s t r a n t  

<qrld Louis Levin, p res idento f  Micro-Moisture, who admi t ted ly  f i x e d  the  

purchase p r i c e  and i ns t ruc ted  r e g i s t r a n t  regarding payment f o r  the  

stock. S i g n i f i c a n t l y ,  on Levin 's  i n s t r u c t i o n s ,  the checks i n  payment 

t o r  s a i d  shares were made t o  the order  o f  John Herschorn who, r e g i s t r a n t  

-6/ Southern P a c i f i c  R. Co. v. Uni ted States, 168 U.S. 1 ,  48, 49, 18 S. 
C t .  18, 27, 42 L.  Ed. 355; Partman Corp., e t  a1 v. Paramount 
P i c tu re  Theatre Corp., e t  a l . ,  347 U.S. 89, 91, 74 S .  C t .  414, 
416 ( 1 9 5 3 ) ~  the  Co~nmission has h e l d  t h a t  an I n j u n c t i o n  issued by 
a cour t  o f  competent jurisdiction cannot be c o l l a t e r l l y  at tacked 
i n  a Commission proceeding (see i n  the Mat ter  ,of James F. Morr isey, 
2 5  S.E.C. 372, 381 and cases c i t e d  there in ) .  

....7/  'rhony'son-. ----- Ross Securfi i es  Co., 6 S.E.C. 1 1  1 1 , i122-23.--- (1940) ; Hughes 
v.  S . E . C e r  174 F.  2(d) 969, 977 (C.A.D.C. 1949); Shuck V .  S .E*C. ,  
7611 F .  2d 3 5 8  (1958). 



knew, h e l d  powers o f  a t t o r n e y  w i t h  respect  t o  such shares. The Court  

found t h a t  r e g i s t r a n t  knew, o r  i n  t h e  exe rc i se  o f  reasonable ca re  

should have known, t h a t  he acted as an u n d e r w r i t e r  i n  connec t ion  w i t h  

t he  s a l e  o f  t he  t o t a l  o f  53,000 shares. Such a f i n d i n g  c l e a r l y  i n d i c a t e s  

t h a t  t he  conduct o f  t he  r e g i s t r a n t  was such t h a t  he e i t h e r  knew he was 

an u n d e r w r i t e r  o r  was comple te ly  unconcerned w i t h  compliance w i t h  t h e  

S e c u r i t i e s  Act and n e g l i g e n t  i n  no t  making proper  i n v e s t i g a t i o n .  

C e r t a i n l y  t he  Cour t ' s  f i n d i n g s  make i t  ev iden t  t h a t  r e g i s t r a n t  was 

aware o f  what he was doing. Reg i s t r an t ' s  a c t i v i t i e s  w i t h ,  and i n s t r u c -

t i o n s  he rece ived from, Lev in  i n d i c a t e s  a complete awareness o f  h i s  

ac t i ons .  I t  i s  t he  Hear ing Examiner's o p i n i o n  t h a t  w i t h i n  t he  purv iew 

o f  t he  cases c i t e d ,  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  Sec t i on  5(a) and (c) 
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o f  t he  S e c u r i t i e s  Act .  

-8/ The Commission, i n  t he  Matter o f  A.J.Grayson & Co., Incorporated,  
(S.E.A.~elease No. 6242) found t h a t  A.J.Grayson wi l l f u l  ly v i o l a t e d  
Sec t ion  5 o f  t he  s e c u r i t i e s  Act  w i t h i n  t h e  meaning o f  ~e ; t ion  15(b) 
o f  t he  Exchange Act and revoked i t s  r e g i s t r a t i o n  as a b roker -dea le r .  
I t  i s  noted t h a t  Grayson agreed t h a t  t he  a p p l i c a b l e  f i n d i n g s  o f  f a c t  
and conclusions o f  law and t he  judgment entered i n  t he  D i s t r i c t  Court  
may be cons idered as a p a r t  o f  t he  record i n  t he  Commission's proceed-
i ng .  The Commission concluded t h a t  Grayson's v i o l a t i o n  was w i l l f u l  
on t he  bas i s  o f  t he  f i n d i n g s  by t he  Court  o f  Appeals t h a t  Grayson 
knew, o r  I n  t he  e x e r c i s e  o f  reasonable ca re  should have known, 
t h a t  he acted as unde rwr i t e r  o f  un reg i s te red  s tock  and t h a t  i t  was a 
reasonable in fe rence  t h a t  Grayson, because o f  h i s  c l o s e  e s s o c i a t i o n  
w i t h  t he  c o n t r o l  group, knew the  t o t a l i t y  o f  c i rcumstances surround-
i n g  t he  o f f e r i n g .  The D i s t r i c t  Court made e x a c t l y  t h e  same f i n d i n g  
t h a t  r e g i s t r a n t  knew, o r  i n  t h e  exe rc i se  o f  reasonable care  should 
have known, t h a t  he ac ted  as unde rwr i t e r  o f  un reg i s te red  s tock .  
I t  i s  t he  view o f  t he  Hearing Examiner t h a t  a s i m i l a r  reasonable 
i n fe rence  concern ing a s s o c i a t i o n  w i t h  t h e  c o n t r o l  group can a l s o  
be drawn w i t h  respect  t o  r e g i s t r a n t l s  conduct based on t he  D i s t r i c t  
Cour t 's  f i n d i n g s  as noted h e r e i n .  



RECOMMENDAT lON 

i t  i s  the recommendation o f  the Hearing Examiner t ha t  the 

Ccnnmi ss ion  adopt and pub1 ish an order  revoking the reg i  s t r a t  i o n  o f  

the r e g i s t r a n t  as a broker and dealer ,  and f i n d  t h a t  under the  c i  r-

cumstances o f  t h i s  case the  p u b l i c  i n t e r e s t  and p r o t e c t i o n  o f  inves tors  

requi res tha t  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  broker and dealer  be 
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revoked, t ha t  h i s  request f o r  withdrawal be denied and t h a t  he be 

expel led from the NASD. 

Respect fu l ly  submitted, 

Hearirg Examiner 

Washington, D. C. 

May 19, 1960. 

-9/ The proposed Findings of  Fact and Conclusions o f  Law submitted by 
the D i v i s i o n  o f  Trading and Exchanges have i n  substance been 
adopted. To the extent  they are  incons is ten t  w i t h  the foregoing 
ru les  they are overru led.  


