


UNITED STATES OF AMERICA 

bef o r e  t h e  

SECURITIES AND EXCHANGE COMMISSION 

. 
I n  t h e  Matter of 

Norman Joseph Adams, d /b / a  
Adams & Company 
5455 Wi l sh i r e  Boulevard RECOMMENCED DECISION 
Los Angeles 36, C a l i f o r n i a  : 

F i l e  Nos. 8-9318 and 

801-2534 


BEFORE : 	 Sidney Ullman, Hearing Examiner 

APPEARANCES: 	 Ar thur  W. Fred,  Esq., f o r  t h e  Div i s ion  of 
Trading and Exchanges. 

H. Bradley Jones ,  Esq., J ones  and Maupin, 
611 W i l s h i r e  Boulevard, Los Angeles 17, 
C a l i f o r n i a ,  f o r  respondent.  
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I. NATURE OF PROCEEDINGS 

The i s s u e  now before  t h e  Hearing Examiner i n  t h e s e  proceed- 

i n g s  i s  whether,  under S e c t i o n  15(b)  of t h e  S e c u r i t i e s  Exchange 

Act of 1934 ("Exchange Act"), i t  i s  necessa ry  o r  a p p r o p r i a t e  i n  

t h e  pub l i c  i n t e r e s t  o r  f o r  t h e  p r o t e c t i o n  of  i n v e s t o r s  t o  sus -

pend t h e  r e g i s t r a t i o n  as a broker  and d e a l e r  of  Norman Joseph Adams, 

do ing  bus ine s s  as Adams & Company (81 reg i s t r an t8 t  o r  "Adams"), pend-

i n g  f i n a l  de t e rmina t i on  whether such r e g i s t r a t i o n  should be 
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revoked. 

-1/ S e c t i o n  1S(b)  of t h e  Exchange Act provides  w i th  r e s p e c t  t o  
suspension of r e g i s t r a t i o n  as a broker  o r  d e a l e r :  

"Pending f i n a l  de t e rmina t i on  whether any such r e g i s t r a -  
t i o n  s h a l l  be revoked, t h e  Commission s h a l l  by o r d e r  
suspend such r e g i s t r a t i o n  i f ,  a f t e r  a p p r o p r i a t e  n o t i c e  
and oppo r tun i t y  f o r  hea r i ng ,  such suspension s h a l l  ap- 
pear  t o  t h e  Commission t o  be necessa ry  o r  a p p r o p r i a t e  
i n  t h e  pub l i c  i n t e r e s t  o r  f o r  t h e  p r o t e c t i o n  of investor^.'^ 

With r e s p e c t  t o  r evoca t i on ,  S e c t i o n  lS(b1,  as a p p l i c a b l e  t o  t h i s  
c a se ,  p rov ides  t h a t  t h e  Commission s h a l l  revoke t h e  r e g i s t r a t i o n  
of any broker  o r  d e a l e r  i f  i t  f i n d s  i t  i s  i n  t h e  pub l i c  i n t e r e s t  
and .such broker  o r  d e a l e r  i s  permanently o r  t empora r i l y  en jo ined  
by o r d e r ,  judgment o r  dec r ee  of any  c o u r t  of competent j u r i s d i c -  
t i o n  from engaging i n  o r  con t i nu ing  any conduct o r  p r a c t i c e  i n  
connec t ion  w i t h  t h e  purchase o r  sale of  any s e c u r i t y ,  o r  h a s  
w i l l f u l l y  v i o l a t e d  any p rov i s i on  of t h e  S e c u r i t i e s  Act of 1933 
o r  t h e  Exchange Act o r  any r u l e  thereunder .  



The proceedings were instituted by the Securities and 


Exchange Commission ("Commission") by Order for Public I'roceed- 


ings dated January 29, 1963, as amended on February 8, 1963, 


("Order") under Sections 1S(b) and 1SA of the Exchange 

Act and Section 203(d) of the investment Advisers Act of 19h0 

("Investment Advisers Act"). They relate to the registration 

of Adams as a broker-dealer under the Exchange Act since March 9, 

1961, to his registration as an investment adviser under the 

Investment Advisers Act since March 27, 1961, and to his membership 

in the National Association of Securities Dealers, Inc. ("NASD") . 
However, as indicated above, this recommended decision is 

limited to the issue of suspension of registrant as a 


broker-dealer. 


A public hearing was held pursuant to the Order at Los Angeles, 


California, commencing February 13, 1963, before the undersigned 


Hearing Examiner, and both registrant and the Division of Trading 


and Exchanges ("Division") were represented by counsel. The 


Order provided for the taking of evidence on the allegations 


of the Division set forth therein, initially on the question 


of suspension of the broker-dealer registration pending final 


determination of the question of revocation, and for the 




additional evidence on the remaining questions set forth in the 


Order and relating, as indicated above, to revocation of Adamst 


registration as a broker-dealer, to the revocation or suspen- 


sion of his registration as an investment adviser, and to his 


suspension or expulsion from membership in the NASD. 


The Division did not present its evidence initially on the is-


sue of the suspension vis a vis all other issues: rather, the 


case was presented in its entirety on all issues raised by the 


Order, A major portion of the Division's case was received in 


evidence pursuant to stipulation of counsel, and much of this 


evidence consisted of exhibits and of statements of expecteg 


testimony of witnesses whose presence at the hearing was obviated 


by the procedure adopted, in the interests of time. 


The allegations of the Division relate to alleged violations 


of the net capital and bookkeeping requirements of the Exchange 


Act and of the rules of the Commission issued thereunder; to 


allegedly willful violations of that Act and rules thereunder in 


the purchase and sale by registrant of the common stock of 


Industrial Fasteners, Inc. ("Industrial") and The Squire for 


Men, Lnc. ("Squire") without disclosure of control, and to 


allegedly willful violations of the anti-fraud provisions of the 


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


in the offer'and sale of the common stock of Industrial, Squire, and 


I 



Measurements Spectrum, Znc. ("Spectrumu). 


The common stock of Spectrum had been originally offered to 


the public in December 1961 under a claimed exemption from the 


registration requirements of the Securities Act, pursuant to 


the provisions of Section 3(b) thereof and Regulation A is- 


sued thereunder. Adams was the underwriter of that offering. 


The exemption, however, was temporarily suspended by the 


Comission on May 25, 1962, and in response to the Commission's 


order of suspension Adams (as well as the issuer) requested a 


hearing which would give him the opportunity to show that he had 


no culpable responsibility with respect to the allegations which 


constituted the basis for the Commission's order of suspension, 


A hearing was held before the undersigned Hearing Examiner in 


Los Angeles, commencing July 30, 1962, and one of the issues at 


the hearing, in which Adams participated personally and through 


counsel, was the issue of his culpable responsibility 'in connec- 


tion with the Spectrum offering. In the instant proceeding, at 


the request of counsel for the Division, official notice was 


taken of stated portions of the transcript and exhibits received 
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in evidence at the Measurements Spectrum hearing. 


Proposed findings of fact and conclusions of law have been 


submitted by both counsel on all issues set forth in the Order. 


-2/ A recommended decision of the Hearing Examiner in the Measure- 
ments Spectrum matter has not as yet been filed. (File N ~ .24 
SF-2959). 



The Division's findings and conclusions include a suppbrting 


brief. 


Insofar as the testimony and exhibits received in evidence 


at the hearing reflect upon any and all of registrant's 


activities as a broker-dealer, past and present, such evidence 


is relevant to the issue of suspension of the broker-dealer 


registration. Nevertheless, in treating with the issue of sus-


pension at this time it is not deemed necessary for reasons 


indicated infra, to consider the evidence adduced on the issues 


of the alleged net capital and bookkeeping violations, neither 


of which is indicated by the evidence or by the Division's 


proposed findings, conclusions and brief, to have special import 

-3/ 

as a continuing or currently existing problem. Conversely, 


registrant currently is engaged in active trading and is dealing 


with the public in the purchase and sale of securities. Any 


evidence adduced at the hearing which reflects upon such activities 


of registrant must at this time be regarded as bearing importantly 


on the question whether suspension of his registration as a broker- 


dealer "is necessary or appropriate in the public interest or for 


the protection of investors." This recommended decision, accord- 


ingly, is based upon the evidence adduced at the hearing except 


insofar as it pertains directly to the alleged net capital and book- 


keeping violations. Findings of fact on these matters ore not necessary 


-3/ As of October 16, 1962, the last date as to which evidence of al- 
leged net capital violation exists in the record, the deficiency 
was asserted to be only $689. (On September 28, 1962, the 
alleged deficiency was $17,555.) 



to the conclusion) of law reached herein, and these matters are 

reserved for consideration in a recommended decision which will 

subsequently be filed with regard to all issues in the Order 

other than that of suspension of Adams' registration as a 

broker-dealer. 
On the basis of the record in this case and the findings of 


fact set forth below, the Examiner believes there has been a 


sufficient showing of misconduct on the part of registrant to 


make it necessary and appropriate in the public interest and for 


the protection of investors to suspend the broker-dealer registra- 


tion pending the final determination of the question of revocation 


of such registration and the determination of the other issues 
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in the Order. 


11. FINDINGS OF FACT 


1. Registrant has been registered as a broker-dealer 


pursuant to Section 15(b) of the Exchange Act since March 9, 


1961 and is still so registered. 


2. Registrant has been registered as an investment adviser 

pursuant to Section 203(c) of the Investment Advisers Act since 

March 27, 1961, and is still so registered. 

-4/ -Cf. Alexander Reid & Co., Inc., Securities Exchange Act Release 
No. 6727 (February 8, 1962); D. H. Victor & Company, Inc., 
Securities Exchange Act Release NO. 6562 (May 17, 1961); 
Peerless-New ~ o r k i  Incorporated, Securities ~xchange Act Release 
No. 6193 (February 26, 1960). . 



I 3. R e g i s t r a n t  i s  a member of t h e  NASD, a n a t i o n a l  s e c u r i t i e s  

I a s s o c i a t i o n  r e g i s t e r e d  pursuant  to  S e c t i o n  15A of t h e  Exchange 

I 

4. On November 13, 1962, t h e  United S t a t e s  D i s t r i c t  Court  

f o r  t h e  Southern D i s t r i c t  of C a l i f o r n i a  en t e r ed  a f i n a l  judg- 

ment permanently e n j o i n i n g  r e g i s t r a n t  from v i o l a t i n g  S e c t i o n  

1 7 ( a ) ( 3 )  of t h e  S e c u r i t i e s  Act ,  S e c t i o n s  10 (b ) ,  1 5 ( c ) ( l ) ,  

I 
 1 5 ( c ) ( 3 )  and 17(a )  of t h e  Exchange Act and Rules  lob-5,  15cl-2 ,  


I 15cl-5 ,  15c3-1 and 17a-3 thereunder .  

5. Counsel s t i p u l a t e d  t h a t  whi le  r e g i s t r a n t  was engaged i n  

t r a n s a c t i o n s  i n  connec t ion  w i t h  t h e  common s tock  of I n d u s t r i a l ,  

S q u i r e  and Spectrum, r e g i s t r a n t  d i r e c t l y  and i n d i r e c t l y  made 

u se  of t h e  mails and means and ins t ruments  of t r a n s p o r t a t i o n  

and communication i n  i n t e r s t a t e  commerce and of t h e  means and 

i n s t r u m e n t a l i t i e s  of i n t e r s t a t e  commerce. 

6. The Examiner f i n d s  t h a t  t h e  t r a d i n g  p r a c t i c e s  and s e l l i n g  

techn iques  of Adams and h i s  s a l e s  s t a f f  du r ing  t h e  per iod  com-

mencing a t  l e a s t  as  e a r l y  as December 18, 1961, and con t i nu ing  a t  

l e a s t  t o  t h e  end of December 1962, r e v e a l  s e r i o u s  misconduct and 

a c t i v i t i e s  which contravene t h e  o b l i g a t i o n s  of a broker -dea le r  t o  

h i s  customers and t o  t h e  i n v e s t i n g  p u b l i c , i n  t h e  manner and a t  t h e  

t imes i n d i c a t e d  below, p a r t i c u l a r l y  w i th  regard  t o  t h e  common s t o c k s  

of I n d u s t r i a l ,  S q u i r e  and Spectrum. 



Industrial Fasteners, Inc. 


7. Under an offering circular dated April 27, 1962, author- 

ized by the California Commissioner of Corporations, 

registrant was the underwriter of a public offering of 120,000 

shares of conunon stock of Industrial Fasteners, Inc. for sale 

to bona fide residents of California only, at an offering price 

of $2.50 per share. The company's business is the manufacture 

of fasteners and bolts and related products primarily for the 

aircraft and missile industries. 

8. It was stipulated that at all material times registrant 
-

was also a promoter and a directot of the corporation, a creditor 


in the amount of $20,900, and the owner of 20,000 shares of its 


.stock. His status as a creditor and his ownership of the 20,000 
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shares were set forth in the offering circular. 


9. Registrant conducted a vigorous campaign for the sale of 


Industrial stock, commencing with the public offering and continu- 


ing to the end of 1962. As 'part of the campaign he distributed, 


directly and indirectly to the investing public, thousands of 


copies of brochures, newsletters and other publications urging 


the purchase of Industrial stock. 


-5 / Registrant owned 20,000 shares of Industrial only at the effective 
date of the offerinq. His inventory, purchases and sales of 
Industrial stock varied thereafter, and were the subject of 
extended testimony and documentary evidence. 



10. The offering circular of Industrial Fasteners reflected 


a liability "Due to Factor" of $152,325.89 as of ~ecember 31, 


1961. At or about the time of the offering registrant wrote 


the "copy" of a newsletter on Industrial Fasteners (North's 


News Letter), which was printed on or about May 15, 1962 at 


registrant's request and distributed widely to the investing 


public by registrant and the printer. 


11. The newsletter stated with respect to the proceeds of 


the pub1 ic offering : 

"This has enabled comFany to eliminate costly 

factoring of receivables, and provide for 

expansion." 


A Eurther statement was 


"Currently, four prospective acquisitions are 

under consideration and negotiation, and if all 

were consummated, pro Eorma sales for the year 

1962 could exceed $3,000,000,management states." 

The newsletter also stated that as a result of the recent public 

offering the company has a "balance of $87,500 for increased 

working capital" and that management projected net income for 

1962 at 30 to 40 cents per share. 

12. The president of Industrial Fasteners testified that 


factoring of the company's accounts receivable was never 


eliminated and that, to the contrary, its accounts receivables 


continued to be factored at the date of his testimony. He also 


denied that four prospective acquisitions were ever under 




consideration, and although he stated that Adams at various times 


had discussed merger or acquisition possibilities, two qf the 


four companies mentioned by Adams in this connection were lavery 


large1', "big businessIt and '@considerably larger then Industrial 


Fasteners", 


13, The statement in the newsletter to the effect that 


four acquisitions were currently under consideration was palpably 


false and misleading and was so intended by Adams. The increase 


in working capital resulting from the public offering was "quite 


a bit less that $87,00Q0, according to the president's testimony, 


and there was no basis, in fact, for a prediction of per share 


earnings of from 30 to 40 cents, excepting possibly the aspirations 


of the sales manager for substantially increased sales. 


14. The North News Letter, a Inconfidential report" 


subsequently distributed by Adams to the public (despite a 
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caveat thereon to the contrary) and other material which he 


published and distributed widely, contained false and mislead- 


ing information concerning IndustriAl Fasterners and its busi- 


ness. This material was intended as A basis for intensive 


telephone campaigns to promote the sales of Industrial stock 


by registrant's offices in Los Angles and Sherman Oaks, California. 


-6 / This caveat was required by the Gilifornia Commissioner of 
Corporations in his supervision of advertising material dis- 
tributed to the public. Testimony by an official of the 
Commissioner's office and his correspondence with registrant 
relative to Industrial and Squire indicate registranfs frequent 
violations of the Commissioner's rules on advertising, among 
other matters. 



15,  I n  Oc tobe r  and November 1962 r e q i s t r a n t  conducted  among 

h i s  sa lesmen a c o n t e s t  w i t h  c a s h  p r i z e s  o f f e r e d  t o  t h e  sa lesman 

d i s p o s i n g  of t h e  l a r g e s t  number of  s h a r e s  o f  I n d u s t r i a l  s t o c k  

and t o  t h e  sa lesman s e l l i n g  t h e  most S q u i r e  s t o c k .  

16. I n  a memorandum d a t e d  November 1 ,  1962, d i s t r i b u t e d  t o  

h i s  sa lesmen,  r e g i s t r a n t  l i s t e d  f o r  t h e  month of October  a l l  

sa lesmen and t h e  number of s h a r e s  of I n d u s t r i a l  s t o c k  and of 

S q u i r e  s t o c k  s o l d  by e a c h .  

17. The memorandm s t a t e d ,  i n  p a r t ,  

" L e t ' s  h u s t l e  t h i s  month. Come i n  earlier.  
S t a y  later. Phone new names. Any names! 
Be No. 1  t h i s  month. The sa lesman who sells  
t h e  most I n d u s t r i a l  F a s t e n e r s  i n  November 
w i l l  r e c e i v e  $100 c a s h  bonus. Also  t h e  sales-
man who sells  t h e  most S q u i r e  i n  November w i l l  
r e c e i v e  a $100 c a s h  bonus (minimum r e q u i r e d  -
2,000 and 1,000 s h a r e s ,  r e s p e c t i v e l y h  . . . 
Who w i l l  win t h e  p r i z e s  i n  November? Be a 
S a l e s  man and you w i l l  win them both??  Try?" 

18. Customers and p r o s p e c t i v e  cus tomers  were c a l l e d  on  t h e  

t e l e p h o n e  and were t o l d  by r e g i s t r a n t ' s  sa lesmen,  among o t h e r  

t h i n g s ,  t h a t  I n d u s t r i a l  F a s t e n e r s  w a s  a "goad s o l i d  company"; 

t h a t  i t s  s t o c k  alshould d o u b l e  i n  p r i c e  by J a n u a r y  1963"; t h a t  

t h e  company c o u l d  be expec ted  t o  e a r n  30 o r  40 c e n t s  i n  t h e  

c a l e n d a r  y e a r  1962. 

19. They were n o t  t o l d  t h e  f a c t  t h a t  I n d u s t r i a l  F a s t e n e r s  

t h e n  had a n  o p e r a t i n g  d e f i c i t  of  from $80,000 t o  $90,000. 



20. There was no reasonable basis for an expectation of 


earnings of 30 to 40 cents during the calendar year 1962, or, based 


upon the business and operations of the company, for a state- 


ment that the price of the common stock could be expected to 


double by January 1963. 


21. During the Fall of 1962 registrant instigated and promoted 

among his salesmen an active campaign to induce customers who had 

purchased Squire stock to sell it to M a n s  & Company and to buy 

Industrial stock with the proceeds. 

22. One witness, R. Me, testified that at the urging of 


Adams and one of his salesman, both of whom came to his home on 


November 26, 1962, he exchanged440 shares of Squire which he had 


previously purchased from registrant for 660 shares of Industrial. 

I 

This was one of many similar transactions which customers entered I 

& 

into at the uring of registrant and his salesmen. The transaction 

.C 

was induced by the representation that Adams was "creating a 


market" for Industrial stock and it would therefore increase in 


price; conversely, that the price of Squire stock was expected to 


fall because of an unfavorable earnings report, and in order to 


protect the customer Adams would exchange Industrial stock for 


Squire stock on the basis of three Industrial shares for two Squire 


shares. 


23. This offer was made to many customers on the dollar basis 


of Adarns purchasing Squire stock for $4.50 per share and selling 




lndustrial for $3 per share. One customer testified that he was 


told by a salesman that he would be paid $4.50 for Squire stock 


only if he purchased lndustrial at $3: otherwise, he was told, he 


could receive only $3 or $3.50 per share for his Squire stock.. 


24. The alleged upward movement in the price of Industrial 


stock from $2.50 to $3 was described to customers by registrant 


and his salesman in November 1962 as indication of a strong 


move by the stock. In fact, registrant dominated and controlled 


the market for Industrial stock and the movement in price reflected 


an arbitrary increase by registrant rather than activity in a free, 


open and competitive market, This was not disclosed to several 


of the witnesses who testified that they sold Squire stock and 


purchased Industrial stock with the proceeds. 


fd25. In October 1962 registrant made srrtensive efforts to 


have other broker-dealers quote prices on Industrial stock in the 


Pacific Coast Section of the National Daily Quotation Service (white 


sheets). He arranged to indemnify one broker-dealer against losses 


and furnished the prices to be quoted. These prices were quoted for 


a short period by the broker. No other broker-dealer quoted the 


stock during this period. The purpose of registrant's efforts was 


to create the illusion of an independent market and facilitate his 


sale of his large inventory of lndustrial stock. 


26. At least some of registrant's salesmen, while engaged in 


the contest for prize money in the sale of Industrial stock, were 
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i g n o r a n t  o f  and unconcerned w i t h  t h e  f i n a n c i a l  c o n d i t i o n  of  t h e  

c o r p o r a t i o n .  Two sa lesmen t e s t i f i e d  t h a t  t h e y  had no knowledge 

t h a t  t h e  c o r p o r a t i o n  had a n  o p e r a t i n g  d e f i c i t ,  t h a t  t h e y  were 

under  t h e  i m p r e s s i o n  t h a t  t h e  c o r p o r a t i o n  was e a r n i n g  money, a n d  

t h a t  t h e y  had n e v e r  s e e n  a n y  f i n a n c i a l  s t a t e m e n t s  o f  t h e  company 

e x c e p t i n g  t h o s e  of  December 31, 1961, which a p p e a r e d  i n  t h e  o f f e r -  

i n g  c i r c u l a r .  The company was l o s i n g  money d u r i n g  t h i s  t i m e .  

27. The sa l e smen  t e s t i f i e d  t h a t  t hey  were i a n o r a n t  0 5  t h e  f a c t  
C 

t h a t  f i n a n c i a l  s t a t e m e n t s  o f  t h e  c o r p o r a t i o n  as of May 31, 1962 

and August 31,  1962 had been i s s u e d .  The May 31 s t a t e m e n t  

showed a n  o p e r a t i n g l o s s  f o t  t h e  f i v e  months e n d i n g  t h a t  d a t e  o f  

$82,224, and t h e  d e f i c i t  as of August 31, 1962 was $94,538. 

28. R e l a t i v e l y  few i f  any  of  t h e  p u r c h a s e r s  o f  I n d u s t r i a l  s t o c k  

from r e g i s t r a n t  were a p p r i s e d  of  t h e  f a c t  t h a t  h e  was a promoter  

o f  t h e  company. 

The S q u i r e  f o r  Men, Inc .  

29. T h i s  company i s  i n  t h e  b u s i n e s s  of  p r o v i d i n g  and s e r v i c i n g  

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

o f f e r i n g  under  a R e g u l a t i o n  A  exemption.  He w a s  l i s t e d  i n  t h e  

o f f e r i n g  c i r c u l a r  d a t e d  A p r i l  25,  1962 as a d i r e c t o r  and t h e  owner 

of  10,000 s h a r e s .  

30. The w i t n e s s ,  R .  M., r e f e r r e d  t o  above,  is a m a c h i n i s t ,  

who t e s t i f i e d  t h a t  i n  September 1962 h e  r e c e i v e d  a t e l e p h o n e  ca l l  



from one of  r e g i s t r a n t ' s  s a l e smen ,  who t h e r e a f t e r  came t o  h i s  home 

and persuaded him t o  s e l l  h i s  h o l d i n g s  i n  one  s t o c k  and buy S q u i r e  

s t o c k  w i t h  t h e  proceeds .  He t e s t i f i e d  t h a t  he  was t o l d  t h e  S q u i r e  

s t o c k  I t i s  r e a l l y  g o i n 5  t o  boom, t o  go up  t o  e i g h t ,  n i n e ,  t e n  d o l -  

lars a share ."  

31. F.. M. fo l lowed t h i s  a d v i c e  and bought 440 s h a r e s  o f  S q u i r e  

s t o c k  a t  $5.25 p e r  s h a r e .  A few d a y s  l a t e r  he  w a s  c a l l e d  on  t h e  

t e l e p h o n e  and w+s t o l d  by t h e  sa lesman t h a t  " I t ' s  gone up t o  5 5/8, 

and i t ' s  g o i n g  t o  c l imb .  You'd b e t t e r  g e t  aboard."  He was a s s u r e d  

t h a t  t h e  s t o c k  would be around $8 t o  $10 by Februa ry  o r  March, and 

w a s  t o l d  '*Ltasg o i n g  up  t h a t , f a r  a t  least, we're sure.' '  

32. R .  M. o r d e r e d  500 a d d i t i o n a l  s h a r e s  of  S q u i r e  a t  5  5 / 8  on 

c o n d i t i o n  and w i t h  t h e  u n d e r s t a n d i n g  t h a t  a s t o p - l o s s  o r d e r  would be 
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made e f f e c t i v e  f o r  t h e  940 s h a r e s .  

33. A few d a y s  la ter  h e  was c a l l e d  by t h e  sa lesman and h e  

bought 250 a d d i t i o n a l  s h a r e s  a t  5 7 / R  and 250 s h a r e s  a t  $6. He was 

a s s u r e d  t h a t  t h e  s t o p - l o s s  o r d e r  would be e f f e c t i v e  f o r  a l l  of  

h i s  s t o c k .  

-7 / P.. M. t e s t i f i e d  he  had hea rd  '*some of  t h e  f e l l o w s  a t  t h e  shop 
t a l k i n g  a b o u t  . . . 'Well, i f  y o u ' r e  go ing  t o  buy s t o c k ,  why, 
you'd b e t t e r  p u t  i n  a s t o p - l o s s  o r d e r  s o  you c o u l d n ' t  l o s e  - -
o r  a t  least s o  you wou ldn ' t  l o s e  t o o  much.'" 



34. On r e t u r n  from h i s  v a c a t i o n  around Oc tobe r  20, 1962, R .  M. 

c a l l e d  t l d a m s  & Company and was t o l d  t h a t  h i s  salesman had been f i r e d  

f o r  i n a t t e n t i o n  t o  h i s  cus tomers .  The w i t n e s s  spoke w i t h  Adams, 

who s t a t e d  h e  had no knowledge of  a s t o p - l o s s  o r d e r .  Nor d i d  R .  M. 

e v e r  r e c e i v e  c o n f i r m a t i o n  o f  such  o r d e r .  

35. A t  Adams' s u g g e s t i o n ,  R .  M. t h e r e a f t e r  v i s i t e d  t h e  p l a n t  

o f  I n d u s t r i a l  F a s t e n e r s .  I n  subsequen t  t e l e p h o n e  c o n v e r s a t i o n s  Adams 

lawas push ing  t h i s  I n d u s t r i a l  F a s t e n e r s ,  and he was s t r e s s i n g  t h i s  

e x o t i c  metals f e a t u r e  of  i t .  He s a i d t t .  . . . . E x o t i c  metals i n  

t h e  S O ' S  are g o i n g  t o  be l i k e  e l e c t r o n i c s  were i n  t h e  '50's." 

36. On November 26,  1962,  Adams and a sa lesman v i s i t e d  R .  M.'s 

house ,  a s s u r e d  him t h e y  were c r e a t i n q  a market  f o r  I n d u s t r i a l  

F a s t e n e r s  s t o c k  and t h i s  would i n c r e a s e  i t s  p r i c e .  h. M. exchanged 

440 s h a r e s  o f  h i s  S q u i r e  h o l d i n g s  f o r  660 s h a r e s  o f  I n d u s t r i a l  

F a s t e n e r s  on  r e p r e s e n t a t i o n s  t h a t  " I f  you w i l l  let  u s  make t h i s  s w i t c h  

f o r  I n d u s t r i a l  F a s t e n e r s ,  w e  know w e  c a n  r e c o u p  some o f  your  lo s ses . "  

37. Another w i t n e s s ,  S. B., t e s t i f i e d  t h a t  i n  November 1962 he  w a s  

c a l l e d  a t  h i s  home i n  PIew York C i t y  by one o f  r e g i s t r a n t ' s  sa lesmen i n  

Los Angeles. The sa lesman r e p r e s e n t e d  t h a t  S q u i r e  s t o c k  was 44 but  

was go ing  to  go down f a s t  and might  d r o p  t o  f :  t h a t  " t h e  o n l y  way 

h e  would g e t  o u t  of  S q u i r e  a t  t h a t  t i m e  was t o  buy I n d u s t r i a l  F a s t e n e r s ,  

Inc." , S. B. s o l d  100 s h a r e s  of  S q u i r e  and purchased 150 s h a r e s  



of Industrial with the proceeds. 


38. Much of the aforementioned fraudulent activity of 


registrant in promoting and selling Industrial and Squire stock 


and in the switching of Industrial for Squire stock was engaged 


in after the entry of the injunction and in violation of its provi- 


sions permanently enjoining him from, among other activities, engaging, 


by any means of communication in interstate commerce in over-the- 


counter sales of common stock of Industrial, Squire and Spectrum 


in violation of the anti-fraud provisions of the Exchange Act; and 


from sales of any securities, by means of interstate commerce, 


in contravention of the anti-fraud provision of Section 17(a)(3) 


of the Securities Act. 


Measurements Spectrum, Inc. 


39. Measurements Spectrum was incorporated in 1960 (as Otterman- 


kmpsey Electronics), and was engaged in the business of certifying, 


calibrating and repairing electronic measuring equipment. 


40. As underwriter of the Measurements Spectrum offering of 


60,000 shares at $5 per share in December 1961, Adams was thoroughly 


acquainted with the provisions, terns and financial statements in 


the offering circular. 


41, Adams participated actively in finding persons who would lend 
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money needed by t h e  i s s u e r  and i n  a r r a n g i n g  l o a n s  of  s u b s t a n t i a l  

sums o f  money f o l l o w i n g  t h e  Auqust  31,  1961 d a t e  o f  t h e  f i n a n c i a l  

s t a t e m e n t s  i n  t h e  o f f e r i n g  c i r c u l a r .  H e  w a s  aware of  p romisso ry  

n o t e s  i n  t h e  amount o f  a p p r o x i m a t e l y  $56,000 e x e c u t e d  by t h e  i s s u e r  

between August 31,  1961 and t h e  e f f e c t i v e  d a t e  o f  t h e  o f f e r i n g  

c i r c u l a r ,  December 18, 1961. 

42. H e  was a l s o  p a r t y  t o  t h e  a s s ignment  by C h a r l e s  Ot terman,  

p r e s i d e n t  o f  t h e  c o r p o r a t i o n ,  o f  17,500 of  t h e  20,9GO promot ional  

s h a r e s  t o  be i s s u e d  t o  Otterman.  A major  p o r t i o n  of t h i s  s t o c k  was 

a s s i g n e d  by Ot terman t o  Adams, who, i n  t u r n ,  e x e c u t e d  a s s i g n m e n t s  

t o  members of  t h e  s e l l i n g  g roup ,  t o  h i s  sa lesmen,  t o  d i r e c t o r s  of  

t h e  c o r p o r a t i o n ,  and t o  p e r s o n s  l e n d i n g  money t o  t h e  c o r p o r a t i o n .  

O p t i o n s  t o  pu rchase  s t o c k  were a l s o  execu ted  by Adams, and a block 

o f  5 ,000 promot ion  s h a r e s  w a s  o p t i o n e d  by Otterman t o  a l e n d e r  a t  

5 c e n t s  p e r  s h a r e .  

43. Al though t h e  o b l i g a t i o n s  r e f l e c t e d  by t h e s e  p romisso ry  

n o t e s  m a t e r i a l l y  a f f e c t e d  t h e  f i n a n c i a l  c o n d i t i o n  o f  t h e  i s s u e r  

and a l t h o u g h  t h e  a s s i g n m e n t s  and o p t i o n s  were  material f a c t s  re-

q u i r e d  t o  be  d i s c l o s e d  i n  the o f f e r i n g  c i r c u l a r ,  Adams used t h e  

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

change o r  c o r r e c t i o n  t o  r e f l e c t  t h e  borrowing,  a s s i g n m e n t s , o r  op- 

t i o n s  execu ted  p r i o r  t o  December 18, 1961. 



44. The offering circular stated that the issuer had a back- 


log of $178,000 in open purchase orders. Registrant M w  that these 


were forecasts rather than committed business. 


45. Adams accepted, published and distributed to security 


dealers, to members of the selling group, to some of his salesmen, 


and to some of the issuer's directors, figures given him by 


Ottennan, purporting to reflect past sales and anticipated sales 


of the company's products, without verifying the figures by 


examination of the books and records of the company or adopting 


other reasonable methods of corroboration. The published figures 


were gross exaggerations of past sales and were fantastically out 


of rouch with reality as regards anticipated sales. 


46. Actual sales were less than one half the exaggerated figures 


which totalled approximately $107,000 for a period of almost 


six months commencing July 1, 1961. The memorandum distributed 


by Adams stated, following the exaggerated figures: "Sales for 


1962 are anticipated by management to exceed $3. million!" 


47. This is one of several demonstrated instances in connection 


with the Industrial and Spectrum offerings, of registrant's willing- 


ness to accept, publish and distribute figures and other information 


favorable to the sale of common stock issues he had underwritten, 


without serious effort to verify its accuracy by examination of the 


books and records or similar action. 




48. In some instances registrant would attach to such informa- 


tion a label such as "management states", and he now seeks refuge 


behind the label, asserting freedom from responsibility because 


management was the source of the information. 


49. AS the underwriter of offerings which registrant concedes and 


indeed urges were described as speculative and which were 


patently unseasoned, he had an obligation to take reasonable precau- 


tions to verify the accuracy of such information before using it, 


in order to publish the true facts not only during the initial offer- 


ing periods but also thereafter when he was conducting active retail 
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sales campaigns. His unwillingness to discharge that obligation is 


fully established by the evidence. 


81 	 -Cf . fleft, Kahn & .Infante, lnc., Securities Exchange Act Release 
No. 7020 (February 11, 1963) citing, at page 5, Charles E. Bailey 
& Co 35 SEC 33, 41, 42 (19531, where the Commission sated: 
-9 

"In offering the . . . stock, registrant, as underwriter, 
owed a duty to the investing public to exercise a degree of 
care reasonable under the circumstances of this offering 
to assure the substantial accuracy of representations made 
in the prospectus and other sales literature . . . /His/ 
purported substantial reliance on information furnished him 
by the issuer . . . did not constitute discharge of Ltha~l duty . . . Moreover, where, as here, an issuer seeks funds from 
the public to finance a new and speculative venture, the under- 
writer must be particularly careful in verifying the issuer's 
obviously self-serving statements as to its operations and 
prospects." 

See also The Richmond Corporation, Securities Act Release No. 4584 

(February 27, 1963) on the nature of an underwriter's responsibility 

and the consequences of failure to discharge the responsibility 

adequately. 




50. In connection with his negotiating a loan to the issuer, 


registrant became a creditor of the company in the amount of 


$20,000 prior to the date of the offering circular. He also 


entered into a contract of employment with the company, under 


which he was to receive $18,000 over a period of three years 


for services as a financial consultant. These material facts 


were not disclosed either in the offering circular or to purchasers 


of Spectrum stock from registrant. 


51.. The Division introduced schedules and testimony show- 


ing unconscionable mark-ups by registrant in the sale of 


Industrial and Squire stock. A great number of the sale prices 


were substantially higher than the contemporanedous prices paid 

d 

by registrant for the same stock and the prices quoted in the 


white sheets. 


52. Over a period of several months commencing June 4, 1962, 


based on contemporaneous costs ranging from 3/4 to 2 and on 


sales ranging from 2$; to 3, registrant's mark-ups for Industrial 


stock were within the range of 31.2% to 185.72. 


53. The Division's schedule showing mark-ups in the sale of 


Squire stock showed 296 sales, as principal, during the period 


May 3, 1962 to January 29, 1963, involving mark-ups ranging from 


5.4% to 52.5% over contemporaneous cost. 




54. These s e c u r i t i e s  were so ld  t o  customers t o  whom no 

in format ion  was given r ega rd ing  c u r r e n t  p r i c e s  being paid by 

r e g i s t r a n t  f o r  t h e  same s tock ,  and, converse ly ,  t h e  purchases  by 

r e g i s t r a n t  were made wi thout  in format ion  t o  s e l l i n g  s t ockho lde r s  

of t h e  p r i c e s  being r ece ived  by him i n  sales of t h e  same s tock .  

55. R e g i s t r a n t  prepared a memorandum da t ed  Apr i l  5, 1962, 

d i r e c t e d  t o  a l l  employees, purported,ly d e s c r i b i n g  h i s  p r i c i n g  
', 

mark-up pol i c y  f o r  over-  t he - coun t e r  sales. I n  gene ra l ,  t h e  s t a t e d  
\< 

\ 

mark-ups were l im i t ed  t o  e i t h e r  4% o r  52;over  c o s t ,  w i t h  c e r t a i n  

excep t i ons  f o r  sales n o t  made on t h e  same day as t h e  s t o c k s  were 

purchased, as t o  which r e g i s t r a n t  p r e sc r i bed  a somewhat h ighe r  

mark-up. The memorandum c lo sed  w i th  t h e  warning: 

"Any employee making e r r o r s  i n  t h i s  regard  
w i l l  most c e r t a i n l y  be immediately d i scharged  
from ou r  f i rm.  Have no doubt  about  this!" 

56. R e g i s t r a n t ' s  mark-ups, i n  a c t u a l i t y ,  were complete ly  o u t  

o f  l i n e  w i th  h i s  s t a t e d  po l i cy ,  w i th  t he  po l i cy  o r  gu ide  o f  t h e  
9/ 

NASD; and were i n  v i o l a t i o n  of  t h e  a n t i - f r a u d  p r o v i s i o n s  o f  t h e  

-9 /  N G D  Manual, p. G-3, par.  A3: 

"The mark-up ove r  t h e  p r e v a i l i n g  market p r i c e  i s  t h e  s i g n i f i c a n t  
spread from the  p o i n t  of view of f a i r n e s s  of d e a l i n g s  wi th  
customers  i n  p r i n c i p a l  t r a n s a c t i o n s .  I n  t h e  absence of o t h e r  
bona f i d e  ev idence  of  t k e p r e v a i l i n g  market, a member's own 
contemporaneous c o s t  is  t h e  b e s t  i n d i c a t i o n  of t h e  p r e v a i l i n g  
market p r i c e  of a secur i ty . "  
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securities laws as interpreted by the Commission. 


57. Registrant testified that he sent a copy of his memorandum 


on mark-up policy to Mr. Charles Margerum, of the Commission's 


Los Angeles Branch Office in April 1962, and had no unfavorable 

response, suggesting that his prices were defensible because the 


memorandum was not challenged or questioned. The departures from 


the memorandum in actual selling practice were so gross that this 


testimony and suggestion hardly deserves comment. Nevertheless, 


-cf. In the Matter of Mitchell Securities, 37 S.E.C. 178, at 183-4. 

58. ln general, registrant's ''boiler-room1' sales techniques 

involving high-pressure telephone solicitation by untrained sales- 

11/ 


men without adequate supervision- and direct mai 1 solicitation 


employing inaccurate and misleading material, reflected a disregard 


of the basic standards of conduct of a broker-dealer toward his 


customers and the public. 


-10/ Samuel B. Franklin 6 Company, Securities Exchange Act Release 
No. 5915, p. 3 (March 24, 19591, which states as follows in 
footnote 4: 

"We have frequently held that the prices contemporaneously 

paid by a dealer, and the current quotations published in 

in the National Daily Quotation Sheets, are indications of 

the prevailing market prices for the purpose of determin- 

ing mark-ups charged customers. ~harles-Hughes& Co,. 1°C-r 
13 S.E.C. 676 (1943) affld 139 F. 2d 434 (C.A. 2, 19431, 

-cert. denied 321 U.S. 786; Mitchell Securities, Znc., 37 
S.E.C. 178 (1956) and Managed Investment Programs, 37 S.E.C. 
783 ( 1957).I1 

-11/ One salesman testified that he had met prhaps three or four 
of the approximately 200 customers to whom he had sold various 
issues in which Adams was interested. He also testified to a 
lack of training, and the absence of adequate supervision of 
salesmen is amply demonstrated by the record. 



111. CONCLUSION OF LAW 


The evidence indicates to the Examiner that since December 18, 


1961 registrant has engaged in a course of conduct which violated 


the anti-fraud provisions of the Exchange Act and the Securities 


Act, and since November 13, 1962, his course of conduct has 


violated the injunction of the United States District Court for 


the Southern District of California, all as indicated in the above 


Findings of Fact. 


RECOMMENDATION 


In view of the foregoing the Hearing Examiner recommends that 


the Commission issue an order forthwith under Section 15(b) 


of the Exchange Act,finding it is necessary or appropriate in 

12/ ' 


the public interest- and for the protection of investors to 


suspend the registration of the registrant as a broker and 


dealer pending final determination whether such registration 

-13/ 

should be revoked. 


Respectfully submitted, 


I -* , ,- <Lb&L,L '.\<.--.--
Sidney Ul lman 

Hearing Examiner 


Washington, D.C. 

March 5, 1963 


-12/ -Cf. Alexander Reid & Co., Inc., Securities Exchange Act Release 
No. 6727 (February 8, 1962); Brown, Barton & Engel, Securities 
Exchange Act Release No. 6821 (June 8, 1962). 

-13/ To the extent that the proposed findinqs and conclusions submit- 
ted to the Hearing Examiner are in accord with the views set forth 
herein they are sustained, and to the extent that they are 

inconsistent therewith they are expressly rejected. 



