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These  are c o n s o l i d a t e d  p u b l i c  p roceed ings  h e l d  pursuan t  t o  

S e c t i o n  1 5 ( b ) ,  15A and 1 9 ( a ) ( 3 )  of t h e  S e c u r i t i e s  Exchange Act of  

1934 ("Exchange Act*') t o  d e t e r m i n e ,  among o t h e r  t h i n g s ,  whether  

it is 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  o f  i n v e s t o r s  ( 1 )  t o  r evoke  t h e  b r o k e r - a e a l e r  r e g i s t r a t i o n  

of F. S. J o h n s  & Co., [Znc. ("F. S. Johns") ,  o r  Globa l  P lann ing  

C o r p o r a t i o n  ("Global*') , o r  Regina Dlugash d / b / a  Douglas E n t e r p r i s e s  

(uDouglas") ,  o r  E l i o t ,  R o b e r t s  & Co., Inc .  ( "E l io t  Rober t s " ) ,  o r  

Reuben Rose & Co., Inc .  ("Reuben Rosetq) o r  Wink le r ,  Chase Company ("Winkler 

Chase"), h e r e i n a f t e r  r e f e r r e d  t o  as r e g i s t r a n t s  ; ( 2 )  t o  suspend 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  of any  of t h e  r e g i s t r a n t s  pending f i n a l  d e t e r -  

mina t ion  o f  t h e  q u e s t i o n  of r e v o c a t i o n ;  ( 3 )  t o  suspend f o r  a p e r i o d  

n o t  exceed ing  t w e l v e  months o r  t o  e x p e l  F. S. J o h n s ,  Douglas o r  

Reuben Rose & Co., Inc .  from membership i n  t h e  Na t iona l  A s s o c i a t i o n  

of S e c u r i t i e s  Dealers; ( 4 )  t o  suspend f o r  a p e r i o d  n o t  exceed ing  twe lve  
-

months, o r  t o  e x p e l  Reuben Rose & Co., Inc .  from membership i n  t h e  

N e w  York and American S t o c k  Exchanges; and ( 5 )  whether ,  w i t h i n  t h e  

meaning of S e c t i o n  15A(b)(4)  of t h e  Exchange Act t h e  Comn~ission s h o u l d  

f i n d  t h a t  J o h n  A. T r i c o l i ,  J r .  ("John T r i c o l i " ) ,  John S i l v e s t _ r i  

("Si l v e s t r i M )  , Anthony Grausso  ("Grausso") , S a l v a t o r e  F a c c i p o n t i  , a / k / a  

S a l  P o n t i  ("Pont i") ,  E. Ronald Lappe ("Lappe"), Aaron L i c h e n s t e i n ,  

a / k / a  Aaron Lang ( " ~ a n ~ ' s ) ,  George Rein ("Reina') ,  Harry  Rower ("Rower"), 

Lucas E, C a s a r e l l a  ( "Casa re l l a" )  , Joseph T r i c o l i  , Lawrence T r i c o l i  , 

Harry Weintraub,  a / k / a  Harry  Win te r s  ("Weintraub*'), J a c k  Dlugash,  
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Marvin Abel ("Abe 1") , Edward McNamara ("hcNamara4') , Robert  Shafarman 

("Shafarman"), Pau l  Rosen tha l ,  W i l l i a m  Rosen tha l ,  Joseph  Winkler 

("Winkler"), and Louis  Chazan ("Chazan"), o r  any of them, a r e  c a u s e s  - I 

I 

; 1i 
of any  Order of r e v o c a t i o n ,  suspens ion  o r  e x p u l s i o n  which may be  i

i ;  1 
e n t e r e d  h e r e i n .  i 1 

. . . .,, 1;- 1'. ,,% .:o,5;.-.#. 
On J u l y  15,  1963, t h e  Commission i s s u e d  a n  o r d e r  i n s t i t u t  ng 

proceed ings  under t h e  a n t i - f r a u u  p r o v i s i o n s  of t h e  S e c u r i t i e s  A c t s  

wherein i t  a l l e g e d  t h a t  d u r i n g  t h e  pe r iod  from about  J a n u a r y  24 ,  1961 

t o  abou t  J u n e  20,  1962, t h e  b r o k e r - d e a l e r s  r e g i s t e r e d  under  t h e  

Exchange A c t  ( R e g i s t r a n t s ) ,  John T r i c o l i ,  S i l v e s t r i ,  Grausso,  P o n t i ,  

Lappe, Lang, Re in ,  Rower, C a s a r e i l a ,  Joseph T r i c o l i ,  Weinbtaub, 

Lawrence T r i c o ~ i ,  J a c k  Dlugash,  Abel ,  kcNamera, P a u l  Rosen tha l ,  W i l l i a m  

R o s e n t h a l ,  Wink le r ,  Chazan, Shafarman, h e r e i n a f t e r  sometimes c o l l e c t i v e l y  

r e f e r r e d  t o  as r e s p o n d e n t s ,  s i n g l y  and i n  c o n c e r t ,  w i l f u l l y  v i o l a t e d  

and a i a e d ,  a b e t t e d  and a s s i s t e d  w i l f u l  v i o l a t i o n s  of  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 o f  1933 ( " S e c u r i t i e s  Act") and S e c t i o n s  10(b)-

and 1 5 ( c ) ( l )  of t h e  Exchange Act and  Rules  17 CFR 240.10b-5 and 

17 CFR 2 4 0 . ~ 5 ~ 1 - 2  the reunder  ( r e f e r r e d  t o  h e r e i n a f t e r  as Rules  l ~ b - 5  

and 15c-2; t h a t  d u r i n g  t h e  pe r iod  from approx imate ly  October 12,  1961 

t o  approx imate ly  March 26,  1962, r e s p o n a e n t s ,  s i n g l y  and i n  c o t ~ c e r t ,  

w i l f u l l y  v i o l a t e d  S e c t i o n  10(b)  of  t h e  Exchange A c t  and  Rule  17 CFR 240.10b-6 

t h e r e u n d e r  ( r e f e r r e a  to  h e r e i n a f t e r  as Rule lob-6) ;  t h a t  d u r i n g  t h e  

p e r i o d  from October 12 ,  1961 to approx imate ly  March 26, 1962, F. S. Johng 



and Douglas w i l f u l l y  v i o l a t e d  S e c t i o n  l S ( c ) ( l )  o f  t h e  Exchange Act 

and Rule  17 CE'R 2 4 0 . 1 5 ~ 1 - 8  t h e r e u n a e r  ( r e f e r r e d  t o  h e r e i n a f t e r  as 

Rule  1 5 ~ 1 - 8 1 ,  and  John T r i c o l i ,  ~ i l v e s t r i ,  Grausso ,  P o n t i ,  Lappe, 

Lang , R e i n ,  R o w e r ,  Casarella, Lawrence T r i c o l i  , J a c k  Dlugash,  Abel , 

and HcNarnara a i d e d  and a b e t t e d  such v i o l a t i o n s ;  t h a t  F. S. J o h n s  and  

Globa l  w i l f u l l y  v i o l a t e d  S e c t i o n  l S ( b )  o f  t h e  Exchange Act and Rule  

17 CE'R 240.15b-2 t h e r e u n d e r  ( r e f e r r e d  t o  h e r e i n a f t e r  as Rule  l5b-21,  

and John T r i c o l i  , S i  l v e s t r i  , Grausso ,  and Lawrence T r  i c o l i  , s i n g l y  

and i n  c o n c e r t ,  a i d e d  and a b e t t e d  such  w i l f u l  v i o l a t i o n s ;  F. S. J o h n s  

w i l f u l l y  v i o l a t e d  S e c t i o n  l 5 ( b )  of  t h e  Exchange Act and Rule  15b-2 

t h e r e u n d e r ,  and John T r i c o l i ,  S i l v e s t r i  and Grausso ,  s i n g l y  and i n  

c o n c e r t ,  a i d e d  s u c h  v i o l a t i o n s ;  and t h a t  E l i o t  Rob,erts w i l f u l l y  

v i o l a t e d  S e c t i o n  15(b)  of  t h e  Exchange Act and  Rule  15b-2 t h e r e u n d e r ,  

and Shafarman a i d e d  and a b e t t e d  such  v i o l a t i o n s .  

A p u b l i c  h e a r i n g  of  t h e  i s s u e s  w a s  h e l d  between J a n u a r y  7 ,  

1964 and March 18, 1964, b e f o r e  t h e  unders igned-hear ing  examiner.  

A l l  r e g i s t r a n t s  appeared  e x c e p t  E l i o t  R o b e r t s .  With r e s p e c t  

t o  t h e  o t h e r  r e s p o n d e n t s ,  t h e l , f o l l o w i n g  a p p e a r e d  and p a r t i c i p a t e d ;  

John A .  T r i c o l i  , Jr ., Lawrence T r  i c o l i  , J o s e p h  T r  i c o  11, Pont 1, Casare l la,  

J a c k  Dlugash,  McNamara, Pau l  R o s e n t h a l ,  W i l l i a m  R o s e n t h a l ,  J o s e p h  Wink le r ,  
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Pa ru in  Abel ,  Louis  Chazan, and George Rein. 

On January  31,  1964, counse l  f o r  t h e  D iv i s i on  of Trading and 
0 6 

Markets (q 'Divis ion") ,  pursuan t  t o  Rule 6 ( d )  of t h e  Commission's Rules  

of P r a c t i c e ,  moved t o  amend t h e  o r d e r  f o r  proceedings  i n  t h i s  ma t t e r  

s o  t h a t  subparagraph J of P a r t  I of t h e  o r d e r  would r ead  as f o l l o ~ s :  

'*El iot  Rober t s  and R. Shafarman a r e  prel iminar" i l$  eirjatweed 
by a n  o r d e r  o f  t h e  Uni ted S t a t e s  District -Court f o r  t h e  
D i s t r i c t  o f  N e w  J e r s e y ,  e n t e r e d  on November 14,  1962, £ram 
f u r t h e r  v i d a t i n g  S e c t i o n s  1 5 ( c ) ( 3 )  and l74a)  of t h e  
Exchange A c t  and Rules  1 5 ~ 3 - 1and 178-3 t he r eunde r ,  and 
t h e  f i n a l  judgment of permanent i n j u q c t i o n  w a s  f i l e d  on 
January  18, 1964 permanently en jo in ing  E l i o t  Rober ts  & 
Company, Inc .  and Rober t  E. Shafatrnan £ram v i o l a t i n g  
S e c t i o n s  l S ( c ) ( 3 )  and  17 (a )  of t h e  Exchange Act and Rules  
lSc3- 1 and 178-3 thereunder  ;" 

and s o  t h a t  sub-paragraph L of P a r t  I1 of t h e  o r d e r  would r ead  as 

fo l lows :  

"E l i o t  Rober t s  w i l f u l l y  v i o l a t e d  S e c t i o n  15 (b )  of t h e  
Exchange Act and Rule  17 CFR 240.15b-2 thereunder  and 
R. Shafarman a ided  and a b e t t e d  such w i l f u l  v i o l d t i o n  
i n  t h a t  s a i d  persons ,  s i n g l y  and i n  c o n c e r t ,  r ep r e sen t ed  
i n  E l i o t  R obe r 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 a n  and i n  
documents supplemental  t h e r e t o  t h a t  n e i t h e r  E l i o t  Rober t s  
nor any person  a s s o c i a t e d  w i t h  f t  i s  p ~ e l i r n i n a r i l y  o r  
permanently en jo ined  from engaging i n  o r  con t i nu ing  any 
conduct of p r a c t i c e  i n  connec t ion  w i t h  the purchase o r  

-1/ Counsel f o r  Abel f i l e d  a n o t i c e  of appearance on J u l y  25, 1963 bu t  
on J anua ry  2 ,  1964 such counse l  withdrew t h e i r  n o t i c e  of appearance.  
However, Abe 1 t e s t  i f  i e d  dur~irig t h e  cou r se  o f  t h e s e  proceedings .  * 

McNamra, ano th e r  a l l e g e d  "cause", a l s o  t e s t i f i e d  i n  t h e s e  proceed- 
i ngs .  

-2/ George R e i n ' s  "appearance" w a s  i n  t h e  fo rm a f , a  l e t t e r  w h k h  he wwote 
t o  t h e  Commission d a t e d  J u l y  26, 1963 s t a t i n g  t h a t  he  worked f o r  
F. S. Johns ,  s o l d  t h e  s t o c k  of D i v e r s i f i e d ,  and t o l d  t he  customers  
on ly  what he "saw i n  p r i n t e d  m a t e r i a l  t h a t  w a s  g iven  t o  [him] by 
F. S. Johns Co." He added t h a t  he  would l i k e  t o  be  kep t  informed 
on t h i s  ma t t e r  and also woula l i k e  t o  be  a w i t n e s s  i f  deemed neces -  
s a r y  by t h e  Commission. Re in ,  however, d i d  no t  appear  a t  t h e  formal 
hea r i ng  which was h e l d  i n  t h i s  ma t t e r .  



sale of any s e c u r i t y ,  which r e p r e s e n t a t i o n  became 
i n a c c u r a t e  when E l i o t  Rober ts  and R.  Shafarrnan were 
en jo ined  as de sc r i bed  i n  paragraphs J ,  as amended, and 
K of Sec t i on  I ,  and E l i o t  Rober t s  and R .  Shafarman 
have f a i  led t o  promptly f  i l e  a n  amendment on Form BD 
t o  E l i o t  Rober 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  t o  
d i s c l o s e  such i n j u n c t i o n s  and t o  c o r r e c t  t h e  informa- 
t i o n  con t a ined  i n  s a i d  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  
and documents supplemental  the re to . "  

, I 

The hea r i ng  examiner g r a n t e d  t h i s  motion. 

On February 10,  1964, counse l  f o r  t h e  D iv i s i on ,  pursuan t  t o  

Rule 6 ( d )  o f  t h e  Commission's Rules  of P r a c t i c e ,  moved t o  amend t h e  

o r d e r  f o r  proceedings  i n  t h i s  mat te r  t o  i nc lude  a sub-paragraph M 

i n  P a r t  XI of t h e  o r d e r  which r e a d s  as fo l l ows :  

"During t h e  pe r i od  from January  24,  1961 t o  Septem- 
be r  27, 1961, J. T r i c o l i ,  F. S. Johns ,  S i l v e s t r i ,  Grausso,  
Joseph  T r i c o l i ,  L.  T r i c o l i ,  s i n g l y  and i n  c o n c e r t ,  i n  
connec t ion  w i t h  t h e  purchase and s a l e  of D i v e r s i f i e d  
common and p r e f e r r e d  s t o c k ,  w i l l f u l l y  v i o l a t e d  S e c t i o n  
10(b)  of t h e  Exchange Act and Rule lob-6 t he r eunde r ,  i n  
t h a t  said r e sponden t s ,  d i r e c t l y  and i n d i r e c t l y ,  by t h e  
u se  of 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  com-
merce and of t h e  mails, and whi le  engaged i n  ' p a r t i c i -  
pa t i ng  i n  t h e  d i s t r i b u t i o n  of Diversifi_ed common and 
p r e f e r r e d  s t o c k ,  b id  f o r  and purchased said s e c u r i t i e s  
f o r  accounts  i n  which s a i d  persons  had a b e n e f i c i a l  
i n t e r e s t . "  

The hea r i ng  examiner g r an t ed  t h i s  motion. 

Proposed f i n d i n g s  of f a c t  and conc lus ions  o f  law and b r i e f s  
a 


i n  suppo r t  the reof  were f i l e d  by t h e  D iv i s i on ,  Reuben Rose & Co., I nc . ,  
Q 

Paul  Rosen tha l ,  Lucas Cassarella, and Winkler ,  Chase Company, i n  

accordance w i th  t h e  Commission's Rules  of P r a c t i c e .  No proposed f i n d i n g s  

o r  b r i e f s  were f i l e a  by F. S. Johns & Co., Inc . ,  o r  by t h e  o f f i c e r s ,  
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employees o r  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  of such  r e g i s t r a n t ,  e x c e p t  

G a s a x e l l a ,  or G l o b a l  P l a n n i n g  Corp. ,  o r  a n y  o f  i t s  o f f i c e r s  o r  

employees,  o r  Regina Dlugash,  do ing  b u s i n e s s  as Douglas E n t e r p r i s e s ,  

o r  any of h e r  o f f i c e r s  o r  employees ,  o r  E l i o t  R o b e r t s  6 Co., Znc. 

or a n y  o f  i ts  employees,  o r  a n y  of  t h e  o t h e r  r e s p a n a e n t s .  

The f o l l o w i n g  f i n d i n g s ,  c o n c l u s i o n s  a n d  re  

t h e  Hear ing Examiner a r e  baseu upon t h e  r e c o r a  i n  t h e s e  p r o c e e d i n g s ,  

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

d u r i n g  t h e  h e a r i n g .  The Hear ing  Examiner h a s  f u l l y  c o n s i d e r e d  a l l  t h e  

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  of  l a w  and  t h e  s u p p o r t i n g  

b r i e f s  which have been f i l e d  i n  t h i s  proceeding,  

The P r i n c i p a l  I s s u e s  ano t h e  Rgspondents 

1.  The p r i n c i p ~ a  i s s u e s  i n  t h e s e  p r o c e e d i n g s  s t e m  from t h e  

f r a u u u l e n t  a c t i v i t i e s  of F. S. Johns  and i ts  o f f i c e r s  a n d  employees 

i n  t h e  s a l e  and purchase  of t h e  common a n a  p r e f e r r e u  s t o c k s  of Dive r -

s i f i e d  Funding,  Inc .  ( D i v e r s i f i e d )  and from t h e  a c t i v i t i e s  o f  t h e-

r e g i s t r a n t s  and t h e i r  employees i n  t h a t  t h e y  s i n g l y  and i n  c o n c e r t  

p a r t i c i p a t e o  i n  ano a i d e d  and a b e t t e a  F. S. J o h n s  and i t s  o f f i c e r s  a n a  

-3/ 
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 i r  " b o i l e r  room" o p e r a t i o n s  by p l a c i n g  

-3/ The Commission on J u l y  11,  1962 i n  t h e  m a t t e r  o f  Mac Robbins 6 Co., Inc. 
(Exchgnge Act Release No. 6846) p o i n t e d  o u t  t h a t :  

"The i n f l u x  of new and i n e x p e r i e n c e d  i n v e s t o r s  i n t o  t h e  s e c u r i t i e s  
market  a u r i n g  t h e  1 9 5 0 * s  h a s  spawned a d i s t u r b i n g  growth i n  t h e  
u s e  o f  s e l l i n g  methods which r e p r e s e n t  t h e  a n t i t h e s i s  of f a i r  seal-
i n g .  Commonly c h a r a c t e r i z e d  as "boiler-room" p r o c e d u r e s ,  t h e y  

F\ 

L.' 



L 

-/ (Continued from p. 6) 

invo lve  a conce r t ed ,  h igh-pressure  e f f o r t  - t y p i c a l l y  by te lephone  -
(5 

t o  s e l l  a l a r g e  volume of one o r  s e v e r a l  promotional o r  s p e c u l a t i v e  
J low-priced s e c u r i t i e s  t o  unknown persons  wi thout  any concern f o r  

t h e  s u i t a b i l i t y  of such s e c u r i t i e s  i n  t h e  l i g h t  of t h e  customers .  
$ investment  needs o r  o b j e c t i v e s  and by t h e  u s e  of f a l s e  and decep t i ve  

means. The s a l e s  t e chn iques  usea  a r e  by t h e i r  ve ry  n a t u r e  no t  
conuucive t o  a n  unhu r r i ed ,  informed ana  c a r e f u l  c o n s i d e r a t i o n  of 
t h e  investment  f a c t o r s  a p p l i c a b l e  t o  t h e  s e c u r i t i e s  invo lvea .  The 
s e c u r i t i e s  a r e  f r e q u e n t l y  of  a newly e s t a b l i s h e u  company i n  an  
i n d u s t r y  en joy ing  a n  a c t i v e  per iod  o f  expansion which h a s  a t t r a c t e d  
wide p u b l i c  a t t e n t i o n . g /  

"These boi ler- room o p e r a t i o n s ,  r e l y i n g  f o r  t h e  most p a r t  on o r a l  
r e p r e s e n t a t i o n ,  s u b j e c t  t h e  requ i rements  of f a i r  d e a l i n g  t o  t h e i r  
g r e a t e s t  t e s t  and t h e  enforcement of  t h e  s t a t u t o r y  p r o h i b i t i o n s  
a g a i n s t  f r aud  t o  g r ave  d i f f i c u l t i e s .  The a s s a u l t  on t h e  i n v e s t o r s '  
u o l l a r s  is f r e q u e n t l y  i n i t i a t e d  by s a l e s  b rochures  a r t f u l l y  con- 
t r i v e d  t o  avo id  e x p r e s s  f a ~ s e h o o d ;  i n s t e a d ,  nuances anci i m p ~ i c a t i o n s  
a r e  u sea  i n  p r e s e n t i n g  in format ion  of a genera4 n a t u r e  t o  c r e a t e  
an  op t i r n ib t l c  p i c t u r e  and t o  obscu re ,  concea l  o r  d i s t o r t  e s s e n t i a l  
o r  m a t e r i a l  in format ion  concerning t h e  s p e c i f i c  s e c u r i t y  o f f e r e d .  
T h i s  is  soon fol lowed by te lephone  s o l i c i t a t i o n s  by s k i l l e d  sales-
men r e c r u i t e a  s o l e l y  f o r  t h e i r  a b i l i t y  t o  execu te  e f f e c t i v e l y  
a "hard s e l l "  campaign. The o p t i m i s t i c  p i c t u r e  p resen tea  by t h e  
b rochures  is  he igh tened  by o r a l  p r o j e c t i o n s  of s p e c i f i c  per  s h a r e  
e a r n i n g s ,  p r e a i c t i o n s  of market p r i c e  rises and o t h e r  happy p ro spec t s  
wholly l ack ing  an  adequa te  b a s i s .  A t  no t i m e  is  d i s c l o s u r e  made 
of any known o r  r e a sonab ly  a s c e r t a i n a b l e  a d v e r s e  in format ion .  .Nor 
i s  any word of c a u t i o n  g iven  as t o  t h e  r i s k s  involved.  When t h e  
conve r sa t i on  i s  completed and t h e  t r a n s a c t i o n  e f f e c t e d ,  t h e  customer 
i s  l e f t  w i th  r o s y  e x p e c t a t i o n s  of g a i n  wi thout  r i s k  d e l i b e r a t e l y  
ana  d i s h o n e s t l y  c r e a t e d  by t h e s e  h igh -p re s su re  s e l l i n g  techn iques .  -18/" 

8'17/-	N.  P insker  & Co., S e c u r i t i e s  Exchange Act Re lease  No. 6401 (Octo- 
ber  21, 1960) ( d rugs ) ;  B a r n e t t  & Co., I nc . ,  s up ra  ( e l e c t r o n i c s ) ;  
W. T. Anderson Co.. I nc . ,  S e c u r i t i e s  Exchange Act Re lease  No. 6177 
(February 9 ,  1960) (uranium); Kei th  Richards  S e c u r i t i e s  Corpora- 
t i o n  S e c u r i t i e s  Exchange Act Re l ea se  No. 5988 (June 17,  1959) 

-9 

( p l a s t i c s ) ;  Leonard Burton Corpora t ion ,  S e c u r i t i e s  Exchange Act 
Release No. 5978 ( June  4 ,  1959) ( o i l ) .  

"18/- See B e s t  S e c u r i t i e s ,  Inc . ,  S e c u r i t i e s  Exchange A c t  Release No. 6282, 
p. 3  (June 3 ,  1960).  See a l s o  Gibney, The Opera tors  (1960) 89-120; 
Cormier,  Wall S t r e e t ' s  Shady S i d e  (1962) Ch. 12." 
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fictitious quotations for Diversifiea stock at rapidly increasing 

prices in the Eastern Edition of the National Daily Quotations Service 

pJblished by the National Quotation Bureau, Inc. ("pink sheets") dur- 

ing the time that F. S. Johns was distributing Diversified stock. 

These quotations were placed in the pink sheets by each one of the 

registrants and their employees auring the period of F. S. Johns! 

distribution of Diversified stock. They were placed in such pink 

sheets pursuant to the requests of and at the levels suggested by 

John Tricoli, the controlling person of F. S. Johns. In addition, the 

registrants purchased securities of Diversified from time to time on 

the assurance or the well grounded expectation that such securities 

would be picked up by F. S .  Johns at a profit to them. The quotations 

which were placed in the pink sheets in accoraance with F. S. Johns1 

suggestions ana directions were placed therein at rapidly ascending 

prices. The purpose in having these rapia ly ascending quotat ions 

placed in the pink sheets by the registrants in accardance with the 

behest of John Tricoli was to stimulate uemand artificially for 

Diversifiea stock and to demonstrate to gullible investors that F. S. 

Johns1 unwarranted predictions that there wou~d be spectacular rises 

-
in the prices for Diversified stock were not just optimistic puffing 


but that these predictions were well justified by the substantial 


number of aealers manifesting an interest in the stock and by the actual 


fact that they were quoting the stock at rapialy increasing prices. 


The representations of F. S. Johns registered representatives to numerous 




investors that there would be a rapid rise in the over-the-counter 


price for Diversified and the placing of quotations by the registrants 

b 

% in the pink sheets at rising prices were an integral part of and 

I 

materially aided and abetted F, S. Johns' distribution of Diversified 

i 

stock. 


The excellent description contained in the Commission's Opinion 


-4/ 
in the Mac Robbins case of a "boiler roomat and the selling methoas 


employed in such an establishment is as applicable to F. S. Johns and 


its registered representatives in this case as it was to Piac Robbins 


and its employees. 


In connection with F. S. Johns boiler room tactfcs in this 


caee, it is notea that three of F. S. Johns' most.important registered 


representatives, Rower, Rein and Lang, who are alleged causes in this 


proceeding, h a  previously been emproyea as registered representatives 


by Albion Securities Company, another *'boiler room" operation. (See 


Exchange Act Release No. 7561, March 24, 19651.- These registered repre- 


sentatives left Albion's "boiler room" to enlist their experience in 


behalf of F. S. Johns in the sale of Diversified stock. A fourth 


registered representative (Harry Weintraub) of F. S. Johns as well as 

* 

his broker-dealer firm, Harwyn Securities, Inc., had been permanently 


enjoined by the United States District Court for the Southern District 


of New York from committing further violations of the anti-fraud and 


anti-manipulative provisions of the Securities Acts (Official File 


-41 -Ibid. 



No. 8,86481, and w a s  also permanently e n j o i n e d  by t h e  Supreme Court  

of t h e  S t a t e  of  New York from engaging i n  t h e  b u s i n e s s  of a b roker -dea le r  

i n  t h e  S t a t e  of  New York (Div. Ex. 21B). 

2. F. S. Johns  & Co., Inc .  ("F. S. Johns") ,  a New J e r s e y  

c o r p o r a t i o n  was r e g i s t e r e d  w i t h  t h i s  Commission as a b r o k e r - d e a l e r  

on August 21, 1960; 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  05 

S e c u r i t i e s  Dea le r s  ("NASD"), a n a t i o n a l  s e c u r i t i e s  a s s o c i a t i o n  r e g i s -  

t ,ered pursuan t  t o  S e c t i o n  15A of t h e  Exchange Act.  

! 
3. John A. T r i c o l i  , Jr . ("John T r i c o l i " )  i s  p r e s i d e n t  and a 

d i r e c t o r  and owner of more t h a n  10% of t h e  s t o c k  of F. S. J o h n s ,  and 

-5/ 
is 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  of  such f i r m  and i s  i t s  dominant f i g u r e .  

4. John  S i l v e s t r i ,  a c l o s e  f r i e n d  of  John  T r i c o l i ,  i n i t i a l l y  

c o n t r i b u t e d  $7500 t o  F. S. J o h n s ,  and t h e n  made subsequent  c o n t r i b u t i o n s  

t o  F. S. Johns  amounting t o  approx imate ly  $15,000; and i s  v i c e  p r e s i d e n t ,  

d i r e c t o r ,  and owner o f  more t h a n  10% of t h e  common s t o c k  of  F. S. Johns .  

He never s u p e r v i s e d  any of F. S. Johns '  o p e r a t i o n s ,  and had no knowledge 

of F. S. J o h n s '  a c t i v i t i e s  o t h e r  t h a n  what John T r i c o l i  t o l d  him. 

5. Anthony Grausso,  a c l o s e  f r i e n d  of  John  T r i c o l i ,  became 

s e c r e t a r y - t r e a s u r e r  and a d i r e c t o r  of F. S. Johns  s h o r t l y  a f t e r  i t s  

i n c o r p o r a t i o n ,  and owns more t h a n  10% o f  t h e  o u t s t a n d i n g  s t o c k  of  F: S. 

Johns  and r e c e i v e d  $500 from t h e  company on J u n e  15, 1962. 

-5 /  John  A. T r i c o l i ,  J r .  was i n i t i a l l y  r e p r e s e n t e d  by Frank Metro,  Esq., 
d u r i n g  t h e  e a r l i e r  phases  of  t h i s  h e a r i n g  bu t  l a t e r  appeared p r o  E. 



6. Sa lva to re  Facc ipont i ,  a l s o  known as S a l  Pont i ,  i s  a 

graduate of a b e a u t i c i a n ' s  school  and had been employed as a construc-

t i o n  he lpe r .  H e  was employed by F. S. Johns a s  a r e g i s t e r e d  repre-  

s ensa t ive  from January 15, 1961 u n t i l  June 1962. He had had no p r io r

I@ experience i n  t h e  s e c u r i t i e s  indus t ry  but a f t e r  1-1/2 months1 t r a i n i n g  

by John T r i c o l i  began s e l l i n g  s e c u r i t i e s ,  p a r t i c u l a r l y  those , a f  D ive r s i f i ed  

I 	
-6 /  

I 
Funding, Inc. ("Diversif iedw),  over t h e  telephone f o r  F. S. Johns and 

from J u l y  7 ,  1961 through December 29, 1961 Ponti  rece ived  $4129 

I 	 from F. S. Johns and i n  1962 through June 8 he  received a ne t  amount 

of a t  least $975. 

7. E. Ronald Lappe was 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  f o r  F. S. 

Johns from November 1960 through January 1962; and w a s  a promoter and 

a t  i t s  incep t ion  w a s  s e c r e t a r y - t r e a s u r e r  and a d i r e c t o r  of Divers i f ied  

but res igned as sec re t a ry - t r easu re r  i n  t h e  f i r s t  week of January 1962 and 

from t h e  board of a i r e c t o r s  i n  Hay 1962. Lappe is  a former policeman 

whose only p r io r  experience i n  t h e  indus t ry  was-as a r e g i s t e r e d  repre-  

s e n t a t i v e  f o r  about a year with J u l i a n  Grunberg & Co., a mutual fund 

house. Lappe rece ived  $5,693.75 from F. S. Johns i n  1961, rece ived  

$275 from F. S. Johns i n  January 1962 and $150 on June 11, 1962. 

8 .  Aaron L ich tens t e in ,  a l s o  known as Aaron Lang, w a s  bmployed 

"\, 
by F. S. Johns as 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  from approximately 


-- b r c h  through June,  1962 and received a t  least $3,030 from F. S. Johns 


i n  t h i s  period. H e  had previously been employed a s  a r e g i s t e r e d  


-6/  John T r i c o l i  w a s  under 30 years  of age and had very  l i t t l e  experience 
i n  t h e  s e c u r i t i e s  indus t ry .  



I 
-7/ 

r e p r e s e n t a t i v e  a t  Albion S e c u r i t i e s  Company, I nc . ,  H. J. Reiter & 

Co., J. P. Howell 6 Co., Ralph Mineo and York S e c u r i t i e s .  

9. Harry Rower was 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  f o r  I?. S. 

Johns f o r  s l i g h t l y  over a year  commencing i n  August 1961 and a l s o  

h i r e d  s a l e s  personnel  f o r  t h e  company. He had been employed by s l ~  . 
8/ 

o t h e r  r e g i s t e r e d  broker  d e a l e r s  i nc lud ing  ~ l b i o n -  p r t o r  to becoding 
-9/ 

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  f o r  F. S. Johns.  Rower r ece ived  $8,740 

from F. S. Johns i n  1961, and by A p r i l  19,  1962 h e  w a s  pa id  a n  a d d i t i o n a l  

amount of $7,011. 

-7/ The r e g i s t r a t i o n  of Albion S e c u r i t i e s  Company, Inc.  (A lb ion ) ,  was 
revoked by a Commission o r d e r  i s sued  March 24, 1965 and Aaron Lang, 
a l s o  known as Aaron L i c h t e n s t e i n ,  w a s  found t o  be a cause  of such 
o r d e r .  I n  t h i s  connec t ion ,  t h e  C o m i s s i o n  found t h a t  Albion and 
i ts  salesmen, i nc lud ing  Lang and George A. Rein ( r e f e r r e d  t o  here -  
i n a f t e r  i n  t h e  t e x t  of t h i s  d e c i s i o n )  'fengaged i n  b o i l e r  room'' 
t a c t i c s  i n  e f f e c t i n g  " s a l e s  of s e c u r i t i e s " ;  and t h a t  "In t h e  course  
of t h e  sales campaign, t hey  made numerous ex t r avagan t ,  f a l s e  and 
mis lead ing  r e p r e s e n t a t i o n s  p r i n c i p a l l y  through i n t e n s i v e  te lephone  
and mail s o l i c i t a t i o n  of persons whose names were ob t a ined  from 
mai l ing  lists purchased by r e g i s t r a n t  and whose f i n a n c i a l  needs,  
o b j e c t i v e s  and c i rcumstances  were unknown t o  them. P r e d i c t i o n s  of -
s p e c i f i c  and s p e c t a c u l a r  p r i c e  rises i n  t h e  s t o c k  w i th in  r e l a t i v e l y  
s h o r t  pe r iods  of t i m e  o r  of s u b s t a n t i a l  u n s p e c i f i e d  p r i c e  rises were 
made by Lang ana  Rein and o t h e r s .  E s s e n t i a l l y  i t  i s  conduct of t h e  
same c h a r a c t e r  w i th  r e g a r d  t o  t h e  s e c u r i t i e s  of D i v e r s i f i e d  by Lang, 
Re in ,  and t h e  o t h e r  named "causes" employed by F. S. Johns which is 
a major p a r t  of t h e  a l l e g a t i o n s  conta ined  i n  t h e  Commission's o fde r  
i n s t i t u t i n g  t h e  i n s t a n t  proceedings.  (Exchange Act Re lease  No. 7561). 

-8 / See f o o t n o t e  7. 

21 Kower's appLica t ion  f o r  r e g i s t r a t i o n ,  which John T r i c o l i  s i gned ,  
r e f l e c t e d  t h a t  Rower e i t h e r  had been convic ted  of a fe lony  o r  m i s -
demeanor i nvo lv ing  t h e  purchase o r  sale of a s e c u r i t y  or a r i s i n g  
ou t  of h i s  conduct as a broker -dea le r ,  o r  had been convic ted  of a 
f e lony  o r  misdemeanor involv ing  embezzlement, f r audu len t  conirer- 
s i o n ,  misappropr ia t ion  of funds o r  abuse o r  misuse of a f iducdasy  
r e l a t i o n s h i p .  (Div. Ex. 588, answer t o  Q. 18). 



s 


10. George Rein w 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  f o r  F. S. 

.) Johns from approximately ~ a r d h2d, 1962 through May 1962 and received 

9 

i t  l e a s t  $1400. He had p r e ~ i o i r 8 ~ y  been employed by f i v e  o the r  
.c -10/ 


r e g i s t e r e d  broker-dealers  ihCluding Albion. 
3 

1.1. Lucas D. Cashrralla was a r e g i r t e r e d  r e p r e s e n t a t i v e  f o r  
1 . .  

F. S. Johns from approximately A p r i l  through Hay 1962, earned $270 

i n  t h e  f i r s t  t h r e e  weeks of Hay 1962, and had previously been employed 

as a r e g l a t e r e d  r e p r e s e n t a t i v e  at E l l i s  S e c u r i t i e s  f o r  fou r  months. 

12. Harry Weintraub, a l s o  known as Harry Winters,  was 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  f o r  F. S. Johns i n  February and March 1962 

and earned a t  l e a s t  $1100. H e  had previous ly  been employed as 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  at s i x  o the r  r e g i r t e r e d  broker-dealer f i rms  
.-11/ 

inc luding  S c o t t  Taylor  Company. 

13. Weintrwb had previously been pres ident  of Harwyn Secur i -  

t i e s ,  Inc. ( O f f i c i a l  F i l e  No. 8-8648). Weintraub, Harwyn S e c u r i t i e s ,  

Inc .  ana o ther  defendants  were permanently enjoined by a n  order o£ 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 c t r i c t  o f  New York 

- -- -. - .---- -, 

e
-10/ See foo tno te  7. 

-11/ See S.E.C. v. S c o t t  Taylor B Co.,  Inc:, 183 F, $\zppc 901; LanQau 
Company and S c o t t  Taylor  &"Co,, Inc.', 4Q S.E.C. 1119.- . - - . 



e n t e r e d  on February 8,- 1961 from committing f u r t h e r  v i o l a t i o n s  of  Sec-

t i o n  17 (a )  of t h e  Exchange A c t  and Rules  lob-6,  1 5 ~ 3 - 1  and ~ 7 a - 3  t h e r e -  

unde r ,  i n  connec t ion  w i t h  t h e  o f f e r  and sale of t h e  common s t o c k  of 

-12/ 
Chevy Savings  and Loan Assoc ia t ion .  

14. Weintraub, Harwyn S e c u r i t i e s ,  Inc.  and o t h e r  defendants  
, . 

were permanently en jo ined  from engaging i n  t h e  bus ine s s  aE B brokkr-

d e a l e r  i n  t h e  S t a t e  of N e w  York, S p e c i a l  Term, P a r t  11, e n t e r e d  on 

Harch 13,  1962. 

5 Harwyn S e c u r i t i e s ,  I n c . @ s  r e g i s t r a t i o n  as a broker -dea le r  

was revokea by o rde r  of t h e  Commission on October 4 ,  1963. Weintraub 

w a s  found a cause  i n  t h a t  proceeding. ( O f f i c i a l  F i l e  No. 8-8648). 

16. Joseph T r i c o l i ,  a n  o l d e r  b ro the r  of John T r i c o l i ,  who 

had no previous  expe r i ence  i n  t h e  s e c u r i t i e s  i n d u s t r y  and had pre- 

v i o u s l y  been employed a s  a c a r p e n t e r  and t e l e v i s i o n  t e c h n i c i a n ,  w a s  

employed as 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  by F, S,  Johns i n  May 1961 

and superv i sed  t h e  c l e r i c a l  work and a c t e d  as t h e  baokkeeper f o r  F, S. 

Johns from t h e  latter p a r t  of June  1961 through June  1962. H e  r ece ived  

a t  least $5,277.44 from F, S. Johns  d u r i n g  1961 and by June  22, 1962 

he received a n  a d d i t i o n a l  $4,054.73 from F, S. Johns.  

17. Lawrence T r i c o l i ,  ano the r  o l d e r  b r o t h e r  of John ~ r i c ~ l i ;  

who had no p r i o r  expe r i ence  i n  t h e  s e c u r i t i C 8  i n d u s t r y ,  w a s  " t r a i n e d u  

-12/ John T r i c o l i  knew o f  t h e  i n j u n c t i o n s  a g a i n s t  Weintraub (Div. Exhs. 
21A, 218) on J anua ry  30, 1962 when he s i gned  Weintraub '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  as 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  (Giv. Ex. 58E). 



1 ~ 
I 

by J o h n  T r i c o l i  as a r e g i s t e r e a  r e p r e s e n t a t i v e '  and  was s o  employed 


by F. S. J o h n s  f rom J a n u a r y  1961 t h r o u g h  J u l y  1962,  and  was i n  c h a r g e  


9 of  sales a n d  promot ion  f o r  F. S. J o h n s .  H e  was a l s o  s e c r e t a r y  of 

i* 

G l o b a l  d u r i n g  t h i s  p e r i o d .  
i 

18. Lawrence T r i c o l i  e a r n e d  a t  least $10,505.90 a t  F. S. 

J o h n s  i n  1961. By J u n e  15, 1962,  Lawrence T r i c o l i  r e c e i v e d  f rom 

F'. S. J o h n s  a t  least a n  a d d i t i o n a l  $5,275.  

19. Lawrence T r i c o l i  was a promoter  and a d i r e c t o r  of D i v e r s i f i e d  

and was i ts  p r e s i d e n t  f rom i t s  i n c e p t i o n  t h r o u g h  J u l y  2 ,  1962. 

20. On h a r c h  25,  1964 t h e  Un i t ed  S t a t e s  District Cour t  f o r  t h e  

District  o f  New J e r s e y  i s s u e a  a judgment of  permanent i n j u n c t i o n  i n  a n  

a c t i o n  i n s t i t u t e d  by t h e  S e c u r i t i e s  and Exchange Commission a g a i n s t  

F. S. J o h n s  & Co., I n c . ,  D i v e r s i f i e d  Fund ing ,  I n c . ,  S i l v e r  S p r i n g s  Acres, 


I n c . ,  J o h n  T r i c o l i ,  J r . ,  Lawrence T r i c o l i ,  and  J o s e p h  Edward One l lo .  


( S e c u r i t i e s  and  Exchange Commission v .  F. S. -J o h n s  & Co., e t  a l ,  62 


C i v i l  A c t i o n  F i l e  No. 509) .  


T h i s  judgment permanent ly  e n j o i n e d  t h e s e  d e f e n d a n t s ,  

t h e i r  o f f i c e r s ,  a g e n t s ,  s e r v a n t s ,  employees ,  a t t o r n e y s  and  t h o s e  

p e r s o n s  i n  a c t i v e  c o n c e r t  o r  p a r t i c i p a t i o n  w i t h  them i n  t h e c o f f e r s  and  

I sales of t h e  common and  p r e f e r r e d  s t o c k  of  D i v e r s i f i e d  Funding,  I n c .  

by u s e  of  t h e  means of  i n t e r s t a t e  commerce o r  communication o r  by t h e  u s e  

47% 


of  t h e  mails f rom,  d i r e c t l y  o r  i n d i r e c t l y ,  employing a n y  d e v i c e ,  scheme, 

o r  a r t i f i c e  t o  d e f r a u d  o r  o b t a i b i n g  money o r  p r o p e r t y  by means of any 

u n t r u e  s t a t e m e n t s  of material f a c t  c o n c e r n i n g ,  among o t h e r  t h i n g s ,  ( a )  

p r o j e c t e d  p r i c e  i n c r e a s e  of  L i v e r s i f  i e d ;  ( b )  t h e  e a r n i n g s  of  D i v e r s i f i e d ;  



( c )  t h e  payment of d iv idends  by D i v e r s i f i e d ;  (dl  t h e  p o s s i b i l i t y  of 

a s t o c k  s p l i t  of D i v e r s i f i e d ;  ( e l - t h e  n a t u r e  o f  t h e  o p e r a t i o n s  o f  
- 1 

D i v e r s i f i e d ;  (£1 t h e  f i n a n c i a l  c o n d i t i o n  of  D i v e r s i f i e d ;  and t h e  

r e g i s t r a r  and t r a n s f e r  agen t .  The judgment a l s o  en jo ined  t h e s e  

defendants  and t h e i r  employees and a g e n t s  from o m i t t i n g  t o  s t a te  

material f a c t s  nece s sa ry  t o  make t h e i r  r e p r e s e n t a t i m s  concern ing  1 

D i v e r s i f i e d  n o t  mis lead ing  concern ing ,  among o t h e r  t h i n g s ,  t h a t  

( a )  D i v e r s i f i e d  ha s  	never e f f e c t e d  any i n t e r i m  s e c u r i t i e s  or e q u i t y  I 
i 

financing f o r  any i n d u s t r i a l  p l a n t s  o r  o t h e r  companies; ( b )  D i v e r s i f i e d  

ope ra t ed  at  a d e f i c i t  f o r  t h e  year  1961 and f o r  t h e  q u a r t e r  ending 

Harch 31, 1962; ( c )  when t h e  asset i t em o f  "Negot iable  h a r k e t a b l e  Secur- 

i t i es  (at c o s t )  - $36,060.28 w a s  set f o r t h  i n  t h e  Balance Sheet  of t h e  
/ 

F i r s t  Qua r t e r ,  1962 Report  of D i v e r s i f i e d ,  t h e  f a c t  t h a t  t h e  market 

va lue  o f  t h e  s e c u r i t i e s  was less than  $29,862.50; ( d l  when t h e  asset 

i t em  of ''Land (a t  c o s t )  - $125,000" w a s  set f o r t h  i n  t h e  a f o r s a i d  
-

Balance Shee t ,  t h e  f a c t  t h a t  t h i s  r ep r e sen t ed  a f i g u r e  a r b i t r a r i l y  

set by Onel lo  and John T r i c o l i ,  whereas One l lo  had purchased t h e  land 

f o r  $66,000; ( e )  t h a t  no member o f  management a c t u a l l y  ha s  had p r i o r  

exper ience  i n  t h i s  f i e l d  and D i v e r s i f i e d  ha s  n o t  and does  n o t  employ -
any f u l l  time employee; ( £ 1  wh i l e  and at  a t i m e  when t h e  s t o c k  of 

D i v e r s i f i e d  was being s o l d  t o  t h e  pub l i c  by t h e  defendant  F. S. Johns 

a t  p r i c e s  of approximately  $4.25 t o  $5.25 per  s h a r e ,  t h e  f a c t  t h a t  on 

March 6 ,  1962 defendant  One l l o  r e c e i v e d  payment of one c e n t  per  s h a r e  

f o r  70,000 s h a r e s  s o l d  t o  John T r i c o l i ,  o r  engaging i n  t r a n s a c t i o n s ,  



p r a c t i c e s ,  o r  a c o u r s e  of bus ine s s  which o p e r a t e s  o r  would o p e r a t e  

as a f r a u d  o r  d e c e i t  upon purchasers  of t h e  common and p r e f e r r e d  

s t o c k  of D i v e r s i f i e d ,  o r  any o t h e r  a c t  o r  p r a c t i c e  of similar .pur-

p o r t  o r  o b j e c t .  

21. Douglas E n t e r p r i s e s  (Eouglas)  , a s o l e  p r o p r i e t o r s h i p ,  

became r e g i s t e r e d  as a broker -dea le r  on June  22, 1956 ( O f f i c i a l  F i l e  

No. 8-5148), and Regina Dlugash has been t h e  s o l e  p r o p r i e t o r  o f '  Douglas 

s i n c e  i t s  incep t i on .  She had no exper ience  i n  t h e . s e c u r i t i e s  bus ine s s  

p r i o r  to becoming r e g i s t e r e d  as a broker -dea le r  and he r  on ly  exper ience  

w i th  t h e  s e c u r i t i e s  b u s i n e s s  p r i o r  t o  becoming a broker-dealer  con-

s i s t e d  of d i s c u s s i o n s  w i th  h e r  husband r e l a t i n g  t o  t h e  mutual fund 

bus iness .  Douglas' p l a c e  of bus ine s s  was i n  Brooklyn, New York, and 

it is a member of t h e  NASD. 

22. Jack Dlugash is t h e  husband of Regina Dlugash, i s  a 

c e r t i f i e d  pub l i c  a ccoun t an t ,  was Douglas' bookkeeper and has  been 
-

employed as a p a r t  t ime  r e g i s t e r e d  r e p r e s e n t a t i v e  of Douglas s i n c e  

1956. Regina Dlugash sought h i s  a d v i c e  d a i l y  and she  r e l i e d  on he r  

husband 's  op in ions  i n  manager ia l  ma t t e r s .  J a c k  Dlugash t o g e t h e r  

wi th  Regina Dlugash e x e r c i s e d  t h e  power t o  h i r e  and f i r e .  H e  and 
* 

h i s  w i f e  reviewed each d a y ' s  t r a d i n g  and s e l e c t e d  t h e  s e c u r i t i e s  

t h a t  Douglas would t r a d e .  J a c k  Dlugash d i r e c t e d  t h e  management 

and p o l i c i e s  of Douglas. J a c k  Dlugash w a s  a c o n t r o l l i n g  person of 

-13/ 
Doug las. 

-13/ See Reiter F o s t e r  O i l  Corpora t ion ,  6 S.E.C. 1029, 1044 (1940);  
Manchester G a s  Co., 7  S.E.C. 57,  62  (1940). 



23. Marwin A k l ,  who had ti0 previous experience i n  t h e  semri-

L i e s  Ladustry begme a part- t ime r e g i s t e r e d  r e p r e s e n t a t i v e  f o r  Douglas 

i n  La& 1961. I n  J u l y  1961 Abel became a fu l l - t ime  r e g i s t e r e d  repr-e-

senta tbve ,  s a l e s  manager, and trcrder f a  Dmglas .  

lest E&uglas, 

I n  Mwcb 1962 be , 

2. 

I 
I 

24, Between Jcrly and August 1961, pursue- t o  a r r a n g w n t s  

made wtkh R e g i r t a  aad J a c k  Dlugash, Douglas paid Abel 5(1% a f  t h e  to- tal  

*conrmissPoason h i s  own wer - the -coun te r  sales and 3 ol 4 per cent on 

h i s  owe mutual fund sales. In  a d d i t i o n ,  a s  sales m n a g e r  of Douglas, 

Abel receiwedra 10% ove r r ide  on c ~ s s i a n ~  pa id  t o  t h e  salesmen. an 

a l l  s a l e s  made on &Q& t s k n  i n t o  p o s i t i m ,  Abel,  ss t r a d e r ,  rece ived  

SOX of t h e  t o t a l  p r o f i t s  made, u p  t o  $25 on 100 sha re s .  He a l s o  

rece ived  5%of t h e  t o t a l  commissions r ece ived  by Dauglas. 

25. Edward Mcflamara, who had no previous experience 'in t h e  

s e c u r i t i e s  i ndus t ry ,  became a wtual  funds salesmm car Douglas i n  

J u l y  1961. In September 1961 McNamara became a f u i ~time r e g i s t e r e d  

r e p r e s e n t a t i g e  f o r  Douglas. In  l a t e  Narrh a-d Apr i l  1962 McWamara 

w a s  t h e  t r a d e r  far Douglas and then Left Dauglas t o  become a s s o c i a t e d  

I 

I 
I 

I 

I 

with GLobal Planning Corp. , (Global 1. -
26. Global,  a New York Carporat ion,  became e f f e c t i v e l y  r e g i s t e r e d  

with t h e  Commission as a broker-dealer  on May 2 ,  1962. ( O f f i c i a l  F i l e  

No. 8-L0629). G loba l ' s  r e g i s r r a t i o a  a p p l i c a t f o n  ind ica t ed  that i ts  
1 

pr inc ipa l  p l ace  of business  was t o  be 26 Broadway, New York,  N . Y . ,  but 

i t  subsequentLy changed i t s  addres s  t o  298 Rttode I s l and  Ave., East  Orange, ! 



N.J . ,  c / o  Joseph  T r i c o l i .  On August 22, 1962 Global  amended i t s  a p p l i c a -

t i o n  t o  show i ts  p r i n c t p a l  p l a c e  of bus ine s s  as 20 Branford P l ace ,  

Newark, N.J .  

27. During Piarch 1962 and f o r  some t i m e  t h e r e a f t e r  when 

Bernard Coven, Esq.,  ("Coven"), w a s  a c t i n g  as a t t o r n e y  f o r  F. S. Johns ,  

John T r i c o l i  ana  h i s  b r o t h e r s ,  D i v e r s i f i e d , a n d  Joseph Onel lo ,  he was 

asked  t o  p repare  papers  f o r  i n c o r p o r a t i o n  f o r  Global  and r ece ived  a 

check f o r  such s e r v i c e  from F. S. Johns  s i gned  by John T r i c o l i .  Coven 

a l s o  prepared G l o b a l ' 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  as a broker -dea le r .  

Coven pa id  C o n s t i t u t i o n  R e a l t y  Co rpo ra t i on ,  26 Broadway, New York, N . Y . ,  

$650 s e c u r i t y  and $325 f o r  t h e  f i r s t  month's r e n t  on beha l f  o f  Global .  

Coven r e c e i v e d  t h e s e  funds  from F. S. Johns i n  t h e  form of a $1,225.00 

check d a t e d  March 23, 1962 s igned  by John T r i c o l i .  

28. A t  a meeting between hcNamara, John T r i c o l i ,  Lawrence 

T r i c o l i ,  and Joseph Onel lo  he ld  du r ing  t h e  second week of A p r i l  1962, 

KcNamara w a s  informed by John  T r i c o l i  t h a t  Global  was opening a n  o f f i c e  

i n  Kanhat tan;  t h a t  Globa l  would be a n  over- the-counter  f i r m  wi th  a 

wholesa le  and r e t a i l  depar tment ,  a mutual fund depar tment ,  and a t r a d i n g  

depar tment .  McNamara was o f f e r e d  t h e  job  of running t h e  t r a d i n g  depa r t -  
. 

ment at  G loba l ,  and l e f t  Douglas t o  a c c e p t  t h e  job and worked f o r  Global  

f o r  t h r e e  weeks. 

29. During t h e  f i r s t  week kcNamara worked f o r  Global  he  a t t ended  

a meeting i n  t h e  o f f i c e s  o f  I?. S. Johns ,  which w a s  a t t e n d e d  by t h e  

p r i n c i p a l  o f f i c e r s  of F. S. Johns and  a number of customers '  men from 



o t h e r  Elms a t  which t h e  p r i n c i p a l s  o f  F. S. John s a i d  " . . . t h e y  

were o w n i n g  new f L m s  and they would l i k e  t h e s e  men t o  come i n  and 

work w%th them." They a l s o  d i s cus sed  D i v e r s i f i e d  Funding s t ock .  

John T r i c o l i  " t o l d  them , t h e  type of  o p e r a t i o n ,  we w e r e  going to have 

a re ta i l ,  a uholesaLe and a t r a d i n g  depar tment t t .  John T r i c o l i  also 

"gave them a resume of  t h e  type  of  o p e r a t i o n  we w e l e  ga4ng t o  have 

ove r  there . I1  

30. Joseph  Al len ,  fo rmer ly  employed at  Douglas,  became mutual 

funds m a w fox &$oball. 

31. John T r i c o l i  came t o  t h e  o f f  i c e s  of Global a t  1.eas.t twice  

wh i l e  McNamara was employed t h e r e  and expressed h i s  annoyance because 

McNamata had been t h e r e  a lmos t  two w e e k s  and had no t  s o l d  any Diversi-fied 

s t ock .  McNamara t o l d  John T r i c o l i  t h a t  he "had no im ten t i on  of s e l l i n g  

Diversdf ied  because a t  t h a t  t ime they  had a  bad name on t h e  street. 

None o f  t h e  b r ake r s  wanted t o  handle  it." J o b  T r i c o l i  t o l d  McNatnara 

to seia something i f  no t  D i v e r s i f i e d ,  but  Mcffamara a i d  not-  want t o  d o  

any t r a d i n g  because Global w a s  no t  r e g i s t e r e d  as a b r o k e r - d d - e r .  

32.  A 1  Sharp ,  l i s t e d  as p r e s i d e n t  and d i r e c t o r  of Glabal  had 

4'sp&dq u i t e  a few c l i e n t s  D i v e r s i f i e d "  whi le  employed by a n o t h e r  broker-  -
dea l en .  

33. I n  t h e  beginning o f  May 1962 John T r i c o l i  c a l l e d  McNamam 

a t  Glabal  and asked him i f  he  knew any brokers  who would put quo t a t t ons  

I 

i n  t h e  pink s h e e t s  f o r  F. S. Johns .  McNamara c a l l e d  Frank Garmally, 

a f r i e n d  of  h i s  at  Investment P lann ing  Group, asked Gannally to go Lmto 



4 

t h e  p ink  s h e e t s  w i t h  q u o t a t i o n s  f o r  D i v e r s i f i e d  and do t h e  t r a d i n g  

f o r  Globa l  s i n c e  Globa l  was n o t  r e g i s t e r e d  as a broker -dea le r .  McNamara 

t o l d  Gormally t o  d e l i v e r  any D i v e r s i f i e d  s t o c k  t h a t  h e  bought t o  
* , .  

F. S. Johns  and t h e y  would pay him h i s  purchase  p r i c e  p l u s  a s i x t e e n t h  

P of  a p o i n t .  Gormally c a l l e d  HcNamera back t h e  n e x t  day and s a i d  t h a t  

h e  d i d n ' t  want t o  p i c k  up t h e  s t o c k  any  more. H e  s a i d  he  " j u s t  hea rd  

something around t h e  S t r e e t , ' '  and  "he d o e s n ' t  want t o  g e t  involved i n  it.  

And t h e  s h a r e s  t h a t  h e  d i d  p i c k  up h e  d e l i v e r e d  t o  F. S. Johns .  And 

t h a t  w a s  t h e  end of t h e  t r a n s a c t i o n .  He wouldn ' t  do any matie." 

34. John T r i c o l i  and F. S. J o h n s '  c o n t r o l  of Global  w a s  n o t  

d i s c l o s e d  on G l o b a l ' 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  o r  amendments t h e r e t o .  

( O f f i c i a l  F i l e  No. 8-10629). 

35. Winkler Chase Company, a p a r t n e r s h i p ,  became e f f e c t i v e l y  

r e g i s t e r e d  w i t h  t h e  Commission as a b r o k e r - d e a l e r  on January  14, 1955. 

36. Joseph  Winkler and Louis  Chazan have  been g e n e r a l  p a r t n e r s  

of Winkler Chase from t h e  d a t e  of  t h e  f o r m a t i o n  of t h e  f i rm.  

37. Reuben Rose & Co. , Inc .  was i n c o r p o r a t e d  under  t h e  laws 

of  New York on October  13, 1961, and became e f f e c t i v e l y  r e g i s t e r e d  wi th  

t h i s  Commission as a b r o k e r - d e a l e r  on  December 21 ,  1961. ( F i l e  N o .  8-10217). 

38. Reuben Rose & Co., Inc .  is t h e  s u c c e s s o r  t o  Reuben Rose 6 

* 
Co., a p a r t n e r s h i p  which had become e f f e c t i v e l y  r e g i s t e r e d  w i t h  t h e  Com- 

miss ion  as a b r o k e r - d e a l e r  on o r  abou t  J u l y  14,  1958. The p a r t n e r s h i p  was 

5~ 

-a 


d i s s o l v e d  on October 26,  1961. 

39. Reuben Rose & Co., Inc .  is  a member of t h e  Na t iona l  Asso- 

c i a t i o n  of  S e c u r i t i e s  Dealers. 

, 



40. Reuben Rose & Co., Inc .  is a member of t h e  New York S tock  

Exchange and t h e  American S tock  Exchange. 

41. Reuben Rose & Co., Inc .  ha s  f i v e  branch o f f i c e s ,  employs 

I 97 pe r sons ,  and du r ing  January-Parch 1962 i t  had t h r e e  branches and 

I 	 employed approx imate ly  80 persons .  

42. By f a r  t h e  l a r g e s t  p o r t i o n  of t h e  bus ine s s  a f  Reuben Rose 

6 Co., I nc .  and i ts  predecessor  p a r t n e r s h i p  ha s  been and i s  i n  cammissions 

- f rom t r a n s a c t i o n s  L i s t ed  on n a t i o n a l  s e c u r i t i e s  exchanges.  

43. W i l l i a m  Rosen tha l  w a s  employed by Reuben Rose & Co., t h e  

p reaecessor  p a r t n e r s h i p ,  as 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  an  June  20, 1961 

and a c t e d  as t r a d e r  f o r  such  f i r m  i n  over- the-counter  s e c u r i t i e s .  

4 4 .  W i l l i a m  Rosen tha l  had p r ev ious ly  been employed as 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  and t r a d e r  by P h i l l i p s ,  Rosen 6 Appel,  a mem-
I 

be r  f i r m  of t h e  New York S tock  Exchange which then c l e a r e d  i t s  t r a n s -

I 
a c t i o n s  through Reuben Rose & Co. and shared  o f f i c e  space  wi th  Reuben 

-
Rose & 	Co. 

45. W i l l i a m  Rosen tha l  a c t e d  as t h e  s o l e  t r a d e r  f o r  Reuben 
&I 	 Rose & Co. and i t s  succe s so r ,  Reuben Rose & Co., Inc .  u n t i l  t h e  end of 

May 1962, and remainea wi th  t h e  f i r m  as 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  

u n t i l  August 8, 1962. 

46. When Reuben Rose & Co., Inc .  w a s  i n co rpo ra t ed  i n  October 

1961, Paul  Rosen tha l  w a s  named a s s i s t a n t  t r e a s u r e r  t o  f a c i l i t a t e  back 

o f f i c e  a c t i v i t i e s  i n  which a s i g n a t u r e  of an  o f f i c e r ' w a s  r equ i r ed .  I n  

May 1962 he became t r e a s u r e r  of Reuben Rose & Co., Inc .  and d u r i n g  t h e  



summer of 1963 a l s o  became a v i c e  p r e s i d e n t .  He h a s  been i n  charge  of 

t h e  back o f f i c e  th roughout  h i s  employment by Reuben Rose & Co., Inc .  

47. P r i o r  t o  J u l y  1959 Paul  Rosen tha l  was no t  engagea i n  t h e  

s e c u r i t i e s  b u s i n e s s  and  d i d  n o t  have s e c u r i t i e s  exper ience .  

48. Pau l  Rosen tha l  and Wil l iam Rosen tha l  a r e  n o t  r e l a t i v e s .  

49. E l i o t  Rober t s  and Co., I n c . ,  a New J e r s e y  c o r p o r a t i o n ,  was 

o r i g i n a l l y  i n c o r p o r a t e d  under  t h e  name o f  Uni tea  Planning Corpora t ion  

("United Planning").  U n i t e d  P lann ing ,  now E l i o t  Roberts,became e f f e c t i v e l y  

r e g i s t e r e d  w i t h  t h e  Commission as a b r o k e r - d e a l e r  on  December 21,  1956. 

E l i o t  Rober t s  is  no t  c u r r e n t l y  conduc t ing  b u s i n e s s .  

50. Rober t  Shafarman i s  t h e  p r e s i d e n t  of  E l i o t  R o b e r t s ,  Inc . ,  

is t h e  sole owner of  i t s  s t o c k ,  and w a s  t h e  s o l e  owner of  t h e  s t o c k  of 

Uni ted P lann ing ,  a p redecessor  company. 

51. E l i o t  Rober t s  and Shafarman were p r e l i m i n a r i l y  e n j o i n e d  

by a n  o r d e r  of  t h e  Uni ted S t a t e s  D i s t r i c t  Court  f o r  t h e  D i s t r i c t  of  

New J e r s e y  on November 14,  1962, from f u r t h e r v i o l a t i n g  S e c t i o n s  1 5 ( c )  . 

-14/ 
and 1 7 ( a )  of t h e  Exchange Act and Rules  15c3-1 and 17a-3 the reunder .  

An order of.pe*manent i n j u n c t i o n  i n v o l v i n g  t h e  same v i o l a t i o n s  w a s  

e n t e r e d  on  J a n u a r y  23,  1964, upon t h e  c o n s e n t s  of  E l i o t  R o b e r t s  and 

-151 
Shaf arman. 

* 
'5 52,  E l i o t  Rober t s  and Shafarman are permanently e n j o i n e d  by 

- - a n  o r d e r  o f  t h e  Uni ted S t a t e s  District Court f o r  t h e  C i s t r i c t  of 

-I&/ Div. Ex. 21C. 


3 1 Div. Ex. 21D. 




New J e r s e y  en tered  on Apr i l  15,  1963, from f u r t h e r  v i o l a t i n g  Sec t ions  

5 ( a ) ,  5 ( c )  and 17(a)  of t h e  S e c u r i t i e s  Act i n  connect ion wi th  t h e  o f f e r  

and sale of 
16/-

Inc. 
t h e  Class  A common s tock  of Lord Adam/Lady Eve Products., 

53. None of t h e s e  in junc t ions  a r e  d i sc losed  i n  E l i o t  Roberts 

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 broker-dealer  o r  amendments the=eto .  

( O f f i c i a l  F i l e  No. 8-5497). 

The Background of Diver s i f  l e d  and i ts  
D i s t r i b u t i o n  of S e c u r i t i e s  t o  t h e  Pub l i c  

54. In  about December 1961 John T r i c o l i ,  Donald Mi losc ia ,  

I 

I 

Richard Rigenye and E. Ronald Lappe had a meeting a t  which they decided 

t o  organize  Dive r s i f i ed  Funding, Inc . ,  a New J e r s e y  corpora t ion .  This  

company w a s  incorpora ted  a s  a New J e r s e y  co rpo ra t ion  on January 24, 1961. 

55. D i v e r s i f i e d ' s  c e r t i f i c a t e  of incorpora t ion  provided f o r  

two c l a s s e s  of s tock  - common and p re fe r r ed  - and t h e r e  w a s  no provi-

s ion  i n  such c e r t i f i c a t e  a u t h o r i z i n g  t h e  conversion of p re fe r r ed  i n t o  -

common s tock .  Dividends on both c l a s s e s  of s t o c k  were payable only  . 

i 
1 
I 

I 
I
1 
I 

I 

o u t  of D i v e r s i f i e d ' s  earned s u r p l u s ,  when and i f  dec la red  by t h e  board 

of d i r e c t o r s .  There was never any meeting of  t h e  board of d i r e c t o r s  

au tho r i z ing  t h e  conversion of p re fe r r ed  s tock  i n t o  common s tock .  a 

56. On January 24, 1961, as promoters of D i v e r s i f i e d ,  John 

T r i c o l i  was i s sued  30,000 sha re s  of common s t o c k ,  Lawrence T r i c o l i  was 

i ssued  10,000 sha re s  of common s t o c k ,  Rigenye was i s sued  2,500 sha re s  

161( Div. - Ex. 21E. 



of common s t o c k ,  Mi losc ia  w a s  i s sued  2,500 s h a r e s  of common s t o c k ,  and 

U p p e  w a s  i s sued  5,000 sha re s  'of cormnon s tock .  

57. A t  t h e  t i m e  D ive ra i f i ad  w a s  incorpora ted  each one of t h e  

promoters w 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  of F. S. Johns, and John 

T r i c o l i  o f f e r e d  them t h e  D i v e r s i f i e d  s t ~ k  which they received.  

58.  Each of t h e  promoters pa id  10C per  s h a r e  f o r  such D i v e r s i f i e d  

common s t o c k  except  Lappe who paid 20C per sha re .  

59. Upon t h e  i nco rpo ra t i on  of D i v e r s i f i e d  on January 24, 1961, 

Lawrence T r i c o l i  became p re s iden t ,  Mi losc ia  became v i c e  p r e s i d e n t ,  Lappe 

became s e c r e t a r y - t r e a s u r e r ,  and John T r i c o l i  became chairman of t h e  

board, and they  a l l  became members of t h e  board of d i r e c t o r s  of D ive r s i f i ed .  

60. Rigenye l e f t  t h e  board of d i r e c t o r s  i n  t h e  f i r s t  o r  second 

q u a r t e r  of 1961, Mi losc ia  res igned  as a d i r e c t o r  i n  J u l y ,  1961, and 

Lappe r e s igned  as a d i r e c t o r  i n  May, 1962. 

61. Although Lappe had been e l e c t e d  s e c r e t a r y - t r e a s u r e r ,  he  

performed none of t h e  d u t i e s  of h i s  o f f i c e ,  G i n t a i n e d  no books o r  

r eco rds  f o r  D i v e r s i f i e d ,  and never p a r t i c i p a t e d  or  prepared and has  

never seen any minutes of meetings of t h e  board of d i r e c t o r s .  During 

1961 t h e r e  were no  books and r eco rds  of D i v e r s i f i e d  o t h e r  than  a  check--
book m d c e r t i f i c a t e  book. Lappe s igned  D i v e r s i f i e d  s t o c k  c e r t i f i c a t e s  

which were a l s o  s igned  by Lawrence T r i c o l i .  However, Lappe d i d  not 

have a c c e s s  t o  D i v e r s i f i e d ' s  checkbook and John T r i c o l i  had t h e  sole 

power t o  s i g n  checks f o r  D ive r s i f i ed .  



62. F. S. Johns began s e l l i n g  25,000 u n i t s  of D i v e r s i f i e d  

s e c u r i t i e s  t o  t h e  p u b l i c  on January 24, 1961 pursuant  t o  a n  underwr i t ing  

agreement which i t  had wi th  D i v e r s i f i e d .  Accotding t o  a prospec tus  

i s sued  by D i v e r s i f i e d  d a t e d  January  24, 1961 t h e  o f f e r i n g  t o  t h e  pub l i c  

W a 6  t o  c o n s i s t  of 75,000 s h a r e s  of p r e f e r r e d  s t o c k  - 10C par v a l u e ,  

p r i c e  $1,W per  s h a r e  - annual  dividend of 8% o f  issui&-$l-de. 2.$L,dO) 

and 50,000 s h a r e s  of common s tock .  The common s t o c k  had t h e  s o l e  vo t i ng  

power, each s h a r e  being e n t i t l e d  t o  one vo te .  The prospectus  s t a t e d  t h a t  

d iv idends  were a v a i l a b l e  t o  common s tockho lde r s  on ly  a f t e r  t h e  8%div idend  

t o  p r e f e r r e d  s tockholders .  The prospec tus  s t a t e d  that "as a pure ly  

,
i n t r a s t a t e  o f f e r i n g ,  t h e s e  s e c u r i t i e s  are f o r  sale on ly  t o  r e s i d e n t s  

of New J e r s e y  who c e r t i f y  t h a t  t hey  purchased wi th  t h e  i n t e n t i o n  of no t  

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

s t a t e s . "  Each u n i t  w a s  t o  c o n s i s t  of t h r e e  s h a r e s  of C i v e r s i f i e d  pre -  

f e r r e d  s t o c k  and two s h a r e s  of common s t o c k  and were i n i t i a l l y  o f f e r e d  
-17/ 

t o  t h e  p u b l i c  a t  $5 per u n i t .  Under "Use of Proceeas" t h e  prospec tus  

s t a t e d  that 

"The ne t ' p roceeds  from t h e  s a l e  of t h e  75,000 
s h a r e s  o f  P r e f e r r e d  s t o c k  and 50,000 s h a r e s  of C o m n  
s t o c k  being o f f e r e d  i n  t h i s  Prospec tus  f o r  t h e  Company, 
a f t e r  deduc t ion  of  t h e  es t imated  expenses of t h e  o f f e r -  

+ 

i n g  are e s t ima ted  t o  be $ 1 0 0 , 0 0 0 . ~ /  

-17/ Div. Ex. 14B. 

-18/ The prospec tus  states t h a t  "The Company s o l d  25,000 war r an t s  t o  t h e  
Underwri ter  at a p r i c e  of one c e n t  ($.01) per  warrant  f o r  t h e  t o t a l  . 
sum of $250. Each warrant  e n t i t l e s  t h e  ho lder  thereof  t h e  r i g h t  t o  
purchase one s h a r e  of Common s t o c k  of t h e  Company a t  $1.00 per  s h a r e  
o n  o r  before  January 24, 1970. 



1 

I
I
I * -

"The Company i n t e n d s  t o  u s e  approximately a l l  of 
t h e  monies r e a l i z e d  from t h i s  o f f e r i n g  t o  f i nance ,  manage 
and promote t h e  expansion of i n d u s t r i a l  p l a n t s  i n  order  
t o  ea rn  t h e  p r o f i t s  considered by management t o  be com-
mensurate wi th  t h e  r i s k s  involved.  No arrangements have 
been made f o r  t h e  r e t u r n  of funds t o  subsc r ibe r s  i n  t h e  
event  t h a t  a l l  of t h e  s e c u r i t i e s  o f f e r e d  are no t  sold." 

63. Between January  24, 1961 and September 27, 1961,F. S. 

Johns as D i v e r s i f i e d 4s unde rwr i t e r ,  s o l d  36,720 &ares, af Slivers1f ied 

pre fe r r ed  s t o c k  and 24,480 sha re s  of D i v e r s i f i e d ' s  common s t o c k  which 

amounted t o  12,240 u n i t s .  

64. The books of F. S. Johns i n d i c a t e  a c l o s i n g  of t h e  under- 

w r i t i n g  and a se t t l emen t  d a t e  of September 27, 1961. 

The Use of t h e  Underwriting Proceeds 

65. A s  a r e s u l t  of t h e  underwr i t ing  F. S. Johns r ece ived  

approximately $62,000 from t h e  publ ic  and turned  over t o  D i v e r s i f i e d  

a t o t a l  of $48,198. T h i s  w a s  less than  h a l f  of t h e  n e t  amount which 

D i v e r s i f i e d  sought t o  r a i s e ' f r o m  i t s  s e c u r i t i e s  o f f e r i n g .  

66. The proceeds of t h i s  o f f e r i n g  were never used by Dive r s i f i ed  

f o r  t h e  purposes set f o r t h  i n  its prospectus  o r  f o r  t h e  purposes'pro- 
19/ 

claimed i n  o t h e r  a d v e r t i s i n g  li terature-employed t h e r e a f t e r  by D ive r s i f i ed .  

D ive r s i f i ed  employed t h e  proceeds it had rece ived  from t h e  publ ic  f o r  

t h e  f i r s t  time on September 27, 1961 when it expended $21,762.50 t o  

acqui re  va r ious  over - the-counter  s e c u r i t i e s  he ld  i n  a long p o s i t i o n  -
-20/ 

i n  t h e  t r a d i n g  account of F. S. Johns.  

-19/ The prospectus  and o t h e r  s e l l i n g  l ' i t e r a t u r e  employed i n  t h e  sale 
of D i v e r s i f i e d  w i l l  be d i s cus sed  h e r e i n a f t e r .  

-20/ The s e c u r i t i e s  acqui red  by D i v e r s i f i e d  were 200 sha re s  of General 
Ut i l i t i e s  a t  $7 per s h a r e ;  100 sha re s  of Gyrodine a t  $16.50 per 
sha re ;  1500 sha re s  of Kingsford Chemical Corp. s t ock  a t  $2.25 per 
share ;  100 s h a r e s  of Lanol in  P l u s  a t  $14.75 per sha re ;  500 sha re s  
of  Ket ropol io  Bowling a t , $ 5  per  sha re ;  and 1000 sha re s  of Seven 
A r t s  a t  Sk1.25 per share .  



67. By December 19,  1961 D i v e r s i f i e d  had pa id  o u t  $43,550 

I t o  F. S. Johns  i n  t h e  p u r c h a i e  of t h e  common s t o c k  of s e v e r a l  companies 
' -21/ 

h e l d  i n  F. S. J o h n s '  t r a d i n g  account .  An a d d i t i o n a l  $3,000 was s p e n t  

I 
 as o p e r a t i n g  c o s t s  f o r  D i v e r s i f i e d  u p  t o  t h e  latter a a t e .  During t h e  


same p e r i o d  o f  t i m e ,  however, D i v e r s i f i e d  s o l d  some o f  t h e  sbarw~of 
- dc*-r221" 

/- I_ 

s t o c k  which i t  had purchased from F. S. Johns  f o r  athast $23,000.. 

68. I n  A p r i l  1962 John T r i c o l i  n e g o t i a t e d  a loan  on behalf  

o f  D i v e r s i f i e d  t o  Lou Nayo who w a s  t h e  owner of Mayo & Co., I n c . ,  a 

r e g i s t e r e d  b r o k e r - d e a l e r  which had been o p e r a t i n g  a " b o i l e r  roomq' i n  - -23/ 
P h i l a d e l p h i a ,  Pennsy lvan ia .  I n  r e t u r n  f o r  a loan of $4,000 Mayo gave 

-21/ I n  a u d i t i o n  t o  t h e  s e c u r i t i e s  r e f e r r e d  t o  i n  t h e  above f o o t n o t e ,  
D i v e r s i f i e d  bought s h a r e s  o f  Valve Corp., Packers  Supermarket ,  
Novie S t a r ,  M e t r o p o l i t a n  Telecooamunications, General  Ut i l i t ies ,  
Groh C o r p o r a t i o n ,  and a d d i t i o n a l  s h a r e s  o f  Gyrodine. 

-22/ These  i n c l u d e d  s h a r e s  o f  Lanol in  P l u s ,  Valve Corp., Seven A r t s ,  
Packers  Supermarket ,  Movie S t a r ,  k e t r o p o l i s  Bowling, Gyrodine,  and 
Kingsford Chemical. 

-23/ Mayo & Co., I n c o r p o r a t e a ' s  r e g i s t r a t i o n  as a bruker -dea le r  w a s  revoked 
by o r a e r  of t h e  Commission on May 8, 1964. The Commission found t h a t  
hayo p a r t i c i p a t e d  i n  h i s  company's " b o i l e r  room" a c t i v i t i e s  and w a s  a 
''cause" of t h e  r e v o c a t i o n  o r d e r .  The b a s e s  f o r  t h e  o r d e r  were v i o l a -
t i o n s  o f  t h e  a n t i - f r a u d  and a n t i - m a n i p u l a t i o n  p r o v i s i o n s  o f  t h e  S e c u r i -  
t ies l a w s  w i t h  r e s p e c t  t o  t h e  o f f e r  and sale of t h e  common s t o c k  of 
N a t i o n a l  I n d u s t r i e s ,  I n c .  The s t o c k  of Na t iona l  I n d u s t r i e s  had been 
d i s t r i b u t e d  by Mayo 6 Co., Inc.  and Lou hayo between November 1961 and 
J a n u a r y  1962 by employing " b o i l e r  room" s a l e s  t e c h n i q u e s  i n c l u d i n g  
h i g h  p r e s s u r e  t e l e p h o n e  s o l i c i t a t i o n s  of unknown persons  by means o f  
f a l s e  and  m i s l e a d i n g  s t a t e m e n t s  and such persons  had been p l a c e a  by 
Nayo 6 Co., I n c .  i n  a p o s i t i o n  where t h e y  were a s k e d  t o  make h a s t y  
d e c i s i o n s  t o  buy N a t i o n a l  s t o c k  upon t h e  basis of u n s u b s t a n t i a t e d  
r e p r e s e n t a t i o n s  and  w i t h o u t  having d i s c l o s e d  t o  them material f a c t s  
concerning t h e  t r u e  n a t u r e  and worth  of such  securities. ( I n  t h e  
Hatter o f  Mayo 6 Co., I n c o r p o r a t e d ,  Exchange Act Release No. 7310). 



Dive r s i f i ed  a note  f o r  $5,000 due i n  30 days. John T r i c o l i  claimed 

t h a t  2,000 sha re s  of Nat ional  I n d u s t r i e s '  s t o c k  had been rece ived  by 

4. Dive r s i f i ed  as c o l l a t e r a l  f o r  t h e  loan. The books and r eco rds  of Diver-

s i f i e d  do not r e f l e c t  t h e  r e c e i p t  of any c o l l a t e r a l  f o r  t h e  loan. John 
I 

T r i c o l i  never a e c e r t a i n e b  t h e  purpose f o r  which Mayo borrowed t h e  money. 

The note was not,wid &etr diae and t h a a r f  tk &bddi,j&9ry(lk~&$%;~~dh is , 

check t o  D i v e r s i f i e d  i n  payment of h i s  o b l i g a t i o n  it was re tu rned  t o  

D ive r s i f i ed  f o r  i n s u f f i c i e n t  funds. When asked whether any a c t i o n  was 

taken to recover  t h e  money loaned by D i v e r s i f i e d  t o  Piayo, John T r i c o l i  

r e p l i e d  t h a t  he had no r e c o l l e c t i o n  of t ak ing  any s t e p s  to recover  t h e  

money. 

69. A s  a r e s u l t  of F. S. Johns '  unsuccessfu l  underwri t ing 

and by reason of D i v e r s i f i e d ' s  improper u se  of  a major p a r t  of t h e  pro-

ceeds i n  buying s e c u r i t i e s  from F. S, Johns t h e  reauin ing  funds a v a i l -

a b l e  t o  D i v e r s i f i e d  t o  "f inance,  manage and promote t h e  expansion of 
-

i n d u s t r i a i  p l an t s  . . .", t h e  p r i n c i p a l  purpose f o r  which t h e  company 

was organized ,  and towards which t h e  funds obta ined . f rom the  publ ic  

i n v e s t o r s  were t o  be employed, was e f f e c t i v e l y  f r u s t r a t e d ,  

70. As of September 30, 1961 t h e r e  were 74,480 s h a r e s  of 

'i 
Dive r s i f i ed  common s t o c k  outs tanding;  24,480 were owned by t h e  publ ic  . 
and 50,000 sha re s  were owned by management. D ive r s i f i ed  was con t ro l l ed  

* w by F. S. Johns and John T r i c o l i ,  

71. A s  of September 30, 1961 t h e r e  were 36,720 s h a r e s  of 

D ive r s i f i ed  p re fe r r ed  s tock ,  which had no vo t ing  r i g h t s ,  ou ts tanding ,  
1 

a l l  owned by t h e  publ ic .  



- - 30 

72. Subsequent t o  September 27, 1961, F. S. Johns commenced a 
24/ 

d i s t r i b u t i o n  of D i v e r s i f i e d  s t o c k  wi th in  t h e  meaning of Rule 10b-6- 

under t h e  Exchange A c t  and t h i s  d i s t r i b u t i o n  w a s  made by employing f a l s e  

and misleading s ta tements  and ex tens ive  high-pressure u s e  of t h e  t e l e -  J 

phone and by t h e  wide use  of f a l s e  and misleading a d v e r t i s i n $  l i t e r a t u r e  

which was mailed t o  persons t o  whom t h e  s tock  was betng offered: The 
I 

te lephone s o l i c i t a t i o n s  were made of persons whose names were taken from 

t h e  te lephone book and who were unknown t o  F. S. Johns, and F. S. Johns 

so ld  such Dive r s i f i ed  s e c u r i t i e s  a t  s u b s t a n t i a l l y  higher  p r i c e s  per 

s h a r e  dur ing  t h i s  d i s t r i b u t i o n  than t h e  p r i c e s  which i t  had obtained 

from t h e  publ ic  dur ing  t h e  underwr i t ing  period between January and 

-24/ Former Commissioner J ack  H. Whitney 11, i n  an a r t i c l e  e n t i t  led "Rule 
lob-6: The Spec ia l  Study's  Rediscovered Rule" appearing i n  t h e  Michigan 
Law Review Vol. 62 ,  No. 4 ,  p. 566 (February,  19641, pointed ou t  t h a t  
"The Coolmission has cha rac t e r i zed  t h e  word "d i s t r i bu t ion"  as it appears  
i n  Rule lob-6 i n  terms of a major s e l l i n g  effor t-on behalf of a broker 
or  d e a l e r  and has  i d e n t i f i e d  as two bas i c  f a c t o r s  t o  be considered,  i n  
d i s t i n g u i s h i n g  a d i s t r i b u t i o n  from o rd ina ry  t r ad ing  t r ansac t ions  ' t h e  
magnitude of t h e  o f f e r i n g ,  and p a r t i c u l a r l y  . . . t h e  s e l l i n g  e f f o r t  and 
s e l l i n g  methods u t i l i zed . " '  (Footnotes  omi t ted) .  A s  t o  what w a s  meant 
by " the magnitude of t h e  o f f e r i n g w  former Commissioner Whitney f n  4 
foo tno te  c a l l e d  a t t e n t i o n  t o  SEC E l e c t r o n i c s  S e c u r i t y  Corp., 217 F. 
Supp. 831, (D. Miss. 1963). That ca se  involved a pub l i c ly  owned broker- 
d e a l e r  which engaged i n  purchasing f o r  i ts  own account 5,185 shares of 
i ts  own s t o c k  a t  $2.00 t o  $2.50 per s h a r e  while  s e l l i n g  6,692 sha re s ,  
which i t  had acqui red  a t  $1.15 per sha re  from t h e  wife  of a c o n t r o l l i n g  
s tockholder ,  i n  67 t r a n s a c t i o n s  a t  $2.00 t o  $3.00 per  share.  I n  addi -  
t i o n ,  he  pointed t o  t h e  Commission's de te rmina t ion  i n  C. A. Benson & Co. 
( S e c u r i t i e s  Exchange Act Release No. 7044, k r c h  26, 19631, where t h e  
Commission held t h a t  a d i s p o s i t i o n  of 860,000 sha re s  out  of a t o t a l  of 
10,000,000 'penny' s h a r e s  outs tanding ,  c o n s t i t u t e d  a d i s t r i b u t i o n  f o r  
Rule- lob-6 purposes ." See a l s o  Gob Shops of Adneric'a, 39 S. E. C. 92 
(1959); Bruns, Nordman & Co,, 40 S.E.C. 652 (196;); C. A. Bensoti & Co., 
Exchange Act Release No. 7044, March 26, 1963; S.E.C. v. Elec t ron ic s  
Secu r i ty  Corp., 217 F. Supp. 831 (D.  Ninn. 19631.' 

J 
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September, 1961. In October 1961 alone F. S. Johns sold 31,210 

shares of cowon stock to the public and during the period from Octo-

ber 1, 1961 through June 20, 1962 F. S. Johns sold 105,695 shares of 
26/-

conrmon stock to the public. These shares were sold at prices which 
L / /-

rose rapidly from $1.00 to $5.25 per cornmon share. Of course, the 

increased prices f 

added not a penny 

obtained as a result of the underwriting but served only to enrich 

F. S. Johns and John Tricoli. This distribution also generated a small 

amount of profits either through agency or principal~transactionsto 

the registrants and it generated commissions paid to the registered 

representatives of F. S. Johns as they participated in this distribution. 

73. These additional shares sold to the public were obtained 

by F. S. Johns and John Tricoli in a number of different ways. In this 

connection, it will be recalled that John Tricoli had obtained 30,000 

shares of Diversified coonon stock as a prometer at 10 cents per share 

on January 24, 1961. On October 13, 1961 John Tricoli sold 25,000 of these 

shares ta  F. S. Johns at $1.20 per share for a total of $30,000. Between 

April 12, 1961 and August 29, 1961 F. S. Johns repurchased 1200 units of 

. -25/ he-Becurities of Diversified distributed to the public thereafter 
included substantial quantities of Diversified's preferred stock 
which were unlawfully converted into common stock by John Tricoli- and F. S. Johns, the broker-dealer, which he controlled. 

26/ This incldes substantial quantities of Diversified's preferred stock-
which were unlawfully converted into common stock under the direction 
of John Tricoli. 

27/ The fraudulent means employed to cause this price increase will be-
discussed hereinafter. 



- - 32 I 

-28/ 

D i v e r s i f i e d  s h a r e s  from t h r e e  persons  t o  whom i t  had s o l d  such s e c u r i t i e s :  

F u r t h e r ,  between October 26,  1961 and March 9 ,  1962, w h i l e  it was e ~ g a g e d  

i n  a h igh  p r e s s u r e  campaign s e l l i n g  t h e  s t o c k  of Diversified, F. S. 

Jqhns purchased 19,451 s h a r e s  of D i v e r s i f i e d  p r e f e r r e d  s t o c k  f ro@ t h e  

pub l i c .  These s h a r e s  were conver ted  i n t o  D i v e r s i f i e d  common stock by 
. * 

John Tr i c o l i  wi thou t  amending D i v e r s i f i e d ' s  c e r t i f i c a t e  o f  i n c o r p o r a t i o n  

-29/ 
as requ i r e d  by N e w  J e r s e y  l a w .  -One hundred e i g h t y  one  thousand two 

bundred (181,200) a d d i t i o n a l  s h a r e s  of D i v e r s i f i e d  common s t o c k  were 

i s s u e d  by D i v e r s i f i e d  on March 6, 1962. These s h a r e s  were i s s u e d  t o  

Joseph  Onel'lo and members of h i s  f ami ly  i n  exchange f o r  t h e  4000 ou t s t and -  

i n g  common s h a r e s  of a company c a l l e d  S i l v e r  Sp r ings  Acres ,  Inc .  ("Si lver  

Springs"). These 4000 s h a r e s  were he ld  by Joseph  Onel lo  and h i s  fami ly .  

S i l v e r  Sp r ings  owned 640 a c r e s  of  land i n  F l o r i d a .  S i l v e r  Sp r ings '  

land i n  F l o r i d a  w a s  h e l d  s u b j e c t  t o  a f i r s t  mortgage of  $20,140, a second 

mortgage of  $24,860 and a t h i r d  mortgage of  $40,000, t h e  latter being 

-30/ 
h e l d  by Evelyn h e l l o ,  Joseph  One l l o ' s  wi fe .  On Harch 6 ,  1962, t h e  same 

-28/ It may a l s o  be  no ted  t h a t  du r ing  t h e  f i r s t  week of  J anua ry ,  1962 
Lappe s o l d  t h e  5,000 s h a r e s  of D i v e r s i f i e d  common s t o c k  which he  had 
o b t a i n e d  as a promoter at 20 c e n t s  per s h a r e  t o  John T r i c o l i  a t  4 
c e n t s  per  s h a r e  f o r  a t o t a l  of $200 and r e s i g n e d  as a secretary-
t r e a s u r e r  of D i v e r s i f i e d .  On January  3, 1962 F. S. Johns y a s  quo t i ng  
D i v e r s i f i e d  i n  t h e  p ink  s h e e t s  at 1-3/4 b i d  and 2-1/4 asked (See 
Div. Ex. 49A). 

-29/ See T g t i e  X I V  of  t h e  N e w  J e r s e y  s t a t u t e s ,  Chapter 8, A r t i c l e s  1 and 4.  

-30/ On h a r c h  6 ,  1962 Jo seph  and Evelyn Onel lo  became members of  Diver- 
s i f i e d ' s  board of  d i r e c t o r s  and s e c r e t a r y  and t r e a s u r e r  of  D ive r s i -  
f i e d ,  respec ' t ive ly .  The o t h e r  two members of  t h e  board a t  t h a t  t ime  
were Lawrence T r i c o l i ,  p r e s i d e n t ,  and John T r i c o l i ,  v i c e  p r e s i d e n t .  
Joseph  and Evelyn Onel lo  r e s igned  from t h e  board s h o r t l y  a f t s t  
Juna 22, 1962. 



31/ 
day that Joseph Onello and his family- were issued 181,200 shares 

of Diversified common stock, Certificate No. C 338 representing 70,000 
32/ 

shares of the shares transferred to Joseph Onello-was broken down into 

the following denominations and issued to the:dollowing people: 

30,000 shares to F. S. Johns & Company 
28,000 shares to John Tricoli . A . . :&. --:.)+, 

5,000 shares to John Silvestri 
5,000 shares to Anthony and Joseph Grausso 
2,000 shares to Frank and Lottie Wojciak 

,.., ... 

These 70,000 shares of Diversified were paid for in part 

by John Tricoli. The total amount paid to Onello for the common 
33/-

shares of Diversified was approximately 216 per share. 

These were the principal sources through which F. S. 

Johns acquired large amounts of Diversified stock which it offered 

for sale largely through "boiler room" methods and by rigging the 

over-the-counter market with the assistance of the other registrants 

named in the Commissionls Order who placed fictitious quotations in 
-

the pink sheets at rapidly ascending levels during F. S. Johns1 . , 
I 

311 Ibid. -
321 Div. Ex. 470.- - I 

F -33/ On the same day that F. S.Johns and John Tricoli were paying 21C . 
per share to Onello, I?. S.Johns and Douglas were quoting Diversified's 

common stock in the pink sheets at 3-3/4 bid, 4-1/4asked (See Div. 
- - EX. 4 9 A ) .  
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d i s t r i b u t i o n  of D i v e r s i f i e d  at  t h e  behes t  of  John T r i c o l i .  

74. The volume o f  t h e  n e t  purchases  and n e t  s a l e s  of D ive r s i - 	 ~ 
f i e d l a  common s t o c k  between October 1, 1961 and June  20, 1962 may b e  ! 

3 5 1  
sunnnarized as fo l lows :  

I 

-Year Plonth Net Purchases  Net S a l e s  ' 	 I 

1961 October 	 27,165 31,210 
I 

November 

December 

January  

February 

b a r  ch 

1962 Apr i1 	 1,310 6,910 

1962 June  	 1,200 6,825 

TOTALS 92,378 	 105,695 
-

*Includes  convers ion  of 19,451 s h a r e s  of D i v e r s i f i e d  Pre-  

f e r r e d  i n t o  an  equa l  number of s h a r e s  of  common s t o c k  

which were added t o  F. S. Johns p o s i t i o n  i n  D i v e r s i f i e d  

common s tock .  


-34/  	It h a s  been po in ted  o u t  by former Commissioner Whitney t h a t  "Although 
t h e  Nat iona l  Dai ly  Quota t ioh  Shee t s  are c i r c u l a t e d  a lmost  s o l e t y  
among b roke r s  and d e a l e r s ,  they  s e r v e  t o  p rov ide  a suppo r t i ng  b a s i s  
f o r  re ta i l  p r i c e s .  The S p e c i a l  Study states, 'The i n s e r t i o n  of quo- I 

t a t i o n s  may a l s o  be  used  t o  q u a l i f y  a s e c u r i t y  f o r  re ta i l  q u o t a t i o n  

on  one of t h e  NASD l ists and t o  p rov ide  a b a s i s  f o r  a f i c t i t i o u s  

retail p r i c e  t o  be used  i n  a s e l l i n g  campaign1 S p e c i a l  Study,  P t .  2 

a t  608-609. See a l s o  S.E.C. v .  S c o t t  ~ a ~ l o r ,  Supp.
183 F.  907, 

(S.D.N.Y., 1959);  Landau Co., 40 S.E.C. 1119, 1123-27 (1962);  Gob 

Shops of  America; 39 S.E.C. 92, 101-02 (1959);  Halsey S t u a r t  6 Co., 

30 S.E.C. 106, 126-28 (19491.'' See Whitney, Rule lob-6,  Michigan 

Law Review, V. 62 ,  No. 4, 567, f n .  67 ,  at p. 583. 


I 

-35/  See  Div. Ex. 56A. 



;' 

75. The purchase p r i c e s  ranged from 95C t o  $4-5/8 per s h a r e  

and s a l e s  p r i c e s  ranged from $1 t o  $5-1/4 per s h a r e .  
361-.-- ,

F. S. Johns  S a l e s  Campaign 

76. An a n l y s i s  of t h e  sales l i t e r a t u r e  employed by F. S. 

Johns i n  i t s  d i s t r i b u t i o n  of D i v e r s i f i e d  s t o c k  w i l l  make clear i t s  

h i g h l y  f r a u d u l e n t  c h a r a c t e r  and w i l l  ehed  Light. .od the ;gemeltal-:wture 

of  t h e  s a l e s  campaign i n  which F. S. Johns  and i ts  r e g i s t e r e d  represen-  

t a t i v e s  engaged, and w i l l  a l s o  s e r v e  t o  p l ace  i n  con t ex t  t h e  o r a l  

m i s r e p r e s e n t a t i o n s  made t o  i n v e s t o r s  by F. S. Johns  and i t s  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 .  

The Hear ing Examiner p roposes  t o  d i s c u s s  f i r s t  t h e  l i ter-

a t u r e  c i r c u l a t e d  t o  i n v e s t o r s  by F. S. Johns  and t o  f o l l ow  t h a t  w i th  a 

d i scuss%on of t h e  o r a l  m ie r ep re sen t a t i ons  made t o  purchasers  of D i v e r s i f i e d  

by F. S. Johnel  r e p r e s e n t a t i v e s .  

The S a l e s  L i t e r a t u r e  

77. F. S. Johns  employed at least 173 d i f f e r e n t  p i ece s  of s a l e s  ' 

l i t e r a t u r e  dur ing  i t s  d i s t r i b u t i o n  of D i v e r s i f i e d  s tock .  A t  l e a s t  1000 

c o p i e s  o f  each p i e c e  of sales l i t e r a t u r e  was p r i n t e d  and i n  t h e  f i r s t  week 

of A p r i l  1962 when D i v e r s i f i e d  was approaching its h i g h e s t  p r i c e ,  as-
quoted i n  t h e  pink s h e e t s ,  and when t h e  number of sha r eho lde r s  had reached  

n e a r l y  500, John T r i c o l i  had 5000 c o p i e s  of D i v e r s i f i e d ' s  1962 Qua r t e r  

Annual Report  p r i n t e d ,  and t h e s e  r e p o r t s  were used  e x t e n s i v e l y  by F. S. 

-36/ A t  least 100 c o p i e s  of D i v e r s i f i e d o s  I962 Q u a r t e r l y  Report  w a s  d e l i v e r e d  
t o  Douglas, and Abel,  i t s  t r a d e r ,  who d e l i v e r e d  c o p i e s  of t h i s  document 
t o  h i s  customers  i n  r e t a i l i n g  t h e  s t o c k  of D i v e r s i f i e d .  
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2 1  

Johnsg and Douglasg salesmen i n  pushing s a l e s  of D ive r s i f i ed  s tock .  

I 
I 78. The sales l i t e r a t u r e  employed by F. S. Johns included 

-381 
d
39/ 

t h e  fo l lowing  documents: ( 1 )  Offer ing  C i r c u l a r ;  (2 )  Prospec tus ;  

1 4P/
( 3 )  June  1961 l e t t e r  t o  s tockholders  from D i v e r s i f i e d ;  (4)  N e w s  Release 

-41/ 421 
da ted  August 21, 1961; ( 5 )  an undated News eelease; (6 )  Spec i a l  

37/ I n  r e t a i l i n g  D i v e r s i f i e d  s tock  t o  t h e  p u b l i c ,  it  is charged t h a t  
F. S. Johns,  i ts  o f f i c e r s  and employees, s i n g l y  and i n  conce r t ,  
w i l f u l l y  v i o l a t e d  and a i d e d  and a b e t t e d  and a s s i s t e d  w i l f u l  v i o l a -  
t i o n s  of Sec t ion  17(a)  of t h e  S e c u r i t i e s  Act ,  Sec t ions  10(b)  and 
15(c)  of t h e  Exchange A c t ,  and Rules lob-5 and 1%-2 thereunder 
i n  t h a t  s a i d  persons p a r t i c i p a t e d  i n  and con t r ibu t ed  t o  t h e  a c t s ,  
p r a c t i c e s  and cou r se  of bus iness  pursued by F. S. Johns.  

The e f f e c t  of t h e s e  p rov i s ions ,  as a p p l i c a b l e  t o  t h i s  ca se ,  i s  t o  
make unlawful t h e  u se  of t h e  mai l s  o r  means of i n t e r s t a t e  commerce 
i n  t h e  purchase and s a l e  of any s e c u r i t y  by t h e  u s e  of  a dev ice  t o  
de f r aud ,  and un t rue  o r  misleading s ta tement  of a ma te r i a l  f a c t ,  o r  
any a c t ,  p r a c t i c e  o r  course  of bus iness  which o p e r a t e s  o r  would 
o p e r a t e  a s  a f r a u d  o r  d e c e i t  upon a customer,  o r  by t h e  u s e  of any 
o t h e r  manipulat ive,  decep t ive  o r  f r audu len t  device.  

In  t h i s  connect ion,  t h e  Supreme Court r e c e n t l y  pointed o u t  t h a t  
Congress intended s e c u r i t i e s  a n t i - f r a u d  LegislaCion t o  be  construed 
"not t e c h n i c a l l y  and r e s t r i c t i v e l y ,  bu t  r a t h e r  f l e x i b l y  t o  e f f e c t u -  
a te  i t s  remedial  purposes." 

-38/ Div. Ex. 29F. 

-39/ Div. Exs. 14B, 29C. 

--4 d  Div. Exs. 17C, 27G, 32B. 

-4 V  Div. Exs.9M, 14G, 27H, 29E, 32D, 44D. 

-42/ Div. Exs. 9N, 14F, 271, 32C, 44E. 
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Research Report  P r i c e  a t  $1.50; ( 7 )  Formula f o r  Success  B u l l e t i n ;  

( 8 )  S p e c i a l  Research Report  - P r i c e  a t  $4.00 per  sha r e ;  
-451 

( 9 )  D i v e r s i f f e d ' s  

461 471 
1962 Q u a r t e r l y  Report ;  and (10)  S p e c i a l  Not ice  from D i v e r s i f i e d .  

These p i e c e s  of  sales l i t e r a t u r e  w i l l  b e  d i s cus sed  seriatim. I n  add i -  

t i o n ,  i n v e s t o r s  and p ro spec t i ve  i n v e s t o r s  were mailed c o p i e s  of  a d v e r t i s i n g  

l i t e r a t u r e  con t a in ing  h igh  ty cd lo r ed  d e s c r  t p t i o n s  a£ the i&iKz>oomed by 

S i l v e r  S p r i n g s  i n  F l o r i d a  and u rg ing  t h e m t o  buy l o t s .  

79. The Of f e r i ng  C i r c u l a r  is  d a t e d  J anua ry  23, 1961, and w a s  

prepared by John T r i c o l i ,  Mi lo sc i a ,  Lappe, and Rigenye, a l l  of whom 

were o f f i c e r s ,  d i r e c t o r s ,  o r  employees of  F. S. Johns.  T h i s  document 
-481 

w a s  g i ven  t o  a t  least one i n v e s t o r ,  who bought D i v e r s i f i e d  s t o c k .  

. 43/ Div. EX". 5B, 288. 

-4!+/ Div. Exs. 5A, 31C.  

-451 Div. Ex. 20C. 

-46/ Div. Exs. 4A, 11F, 13E, 1 8 A ,  25A, 26A, 2%, 29G, 29K, 

3 1 D ,  37A, 41A, 43P, 44C. 


-47/ Div. Ex. 3C. 

-48/ John  T r i c o l i  gave  t h i s  document t o  Henry C. S l ack ,  an  i n v e s t o r  i n  
D i v e r s i f i e d  s t o c k  i n  March, 1961, and t o l d  him t h a t  "they" were 
n o t  going t o  u s e  it s i n c e  t h e r e  w a s  something wrong w i t h  i t ,  and 
it was going t o  be r e p r i n t e d .  S l ack  a l s o  r ece ived  t h e  News Re l ea se  
d a t e d  August 21, 1961, D i v e r s i f i e d ' s  1962 Qua r t e r l y  Annual Report ,  
i n  t h e  mai l  and two brochures  concerning S i l v e r  Spr ings .  S h o r t l y  
t h e r e a f t e r  S l a c k  r e c e i v e d  a copy of  t h e  p rospec tus ,  which i s  t h e  
second p i ece  of  sales l i t e r a t u r e  which w i  11 b e  d i scuss&d h e r e i n .  
S l ack  wro te  t h e  words "not usedw which appear  i n  p e n c i l  on t h e  
f a c e  o f  t h e  O f f e r i n g  C i r c u l a r .  (D iv i s i on  Ex. 29F). 



I 80. Many of t h e  mi s r ep re sen t a t i ons  con t a ined  i n  t h e  Of f e r i ng  

C i r c u l a r  are a l s o  con t a ined  i n  t h e  Prospec tus .  The Prospec tus  was much 

more wide ly  used i n  s e l l i n g  D i v e r s i f i e d  t han  t h e  Of f e r i ng  C i r c u l a r  and 

t h e  P rospec tu s  r e p e a t s  many of t h e  s t a t e m e n t s  con t a ined  i n  t h e  Offe r ing  

Circular. Accordingly,  more space w i l l  be devoted  h e r e i n  

s i o n  of  t h e  Prospec tus  t h a n  t o  t h e  ,Offer ing C i r  

81. There  w a s  a t  least one impor tan t  d i f f e r e n c e  between t h e  

. 0 f f e r i &  C i r c u l a r  (Div. Ex. 29F) and t h e  P rospec tu s  (D iv i s i on  Ex. 14B). 

T h i s  d i f f e r e n c e  i s  t h a t  t h e  Of f e r i ng  C i r c u l a r  con t a ined  a ba lance  s h e e t  

of D i v e r s i f i e d  wh i l e  t h e  Prospec tus  omi t t ed  it. The f i n a n c i a l  f a c t s  

i n  D i v e r s i f i e d ' s  ba lance  s h e e t  are such t h a t  t h e y  would be m a t e r i a l  t o  

any  i n v e s t o r  i n  r e ach ing  a n  informed judgment concerning t h e  company 

and t h e  s e c u r i t y  i t  was o f f e r i n g .  The ba lance  s h e e t  of D i v e ~ a i f i e d  

showed t h a t  a l l  D i v e r s i f i e d  had i n  t h e  way of t a n g i b l e  a s s e t s  w a s  $5,250 

and t h a t  as a g a i n s t  t h i s  asset it  owed $1,300. The omiss ion was no t  

a c c i d e n t a l  bu t  w a s  a r e s u l t  o f  cons idered  judgment.- I n  t h i s  connec t ion ,  

t h e  uncon t r ad i c t ed  t es t imony  of Lappe, one of t h e  draf tsmen of both t h e  

Of f e r i ng  C i r c u l a r  and t h e  Prospec tus ,  i s  t h a t  t h e  promoters of D i v e r s i f i e d  

"agreed t h a t  t h e  ba lance  s h e e t  d i d  not  look h e a l t h y  enough t o  be sent o u t  -
t o  t h e  public." For t h i s  r e a son  D i v e r s i f i e d ' s  management determined no t  

t o  u s e  t h e  Of f e r i ng  C i r c u l a r  and prepared t h e  Prospec tus  f o r  g e n e r a l  u s e  

i n  s e l l i n g  D i v e r s i f i e d  s t o c k  w i t h  t h e  unhea l t hy  ba lance  s h e e t  of D ive r s i -

I f i e d  omi t t ed  from t h e  l a t t e r  document. T h i s  omiss ion  of D i v e r s i f i e d ' s  

ba lance  s h e e t  i n  t h e  Prospec tus  is a l s o  impor tan t  when cons ide r ed  i n  

con t ex t  wi th  t h e  o t h e r  s t a t emen t s  made by D i v e r s i f i e d ,  no t  o n l y  i n  t h e  
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Prospec tu s  b u t  i n  t h e  o t h e r  s e l l i n g  l i t e r a t u r e ,  and it is  a l s o  important  

when cons idered  i n  c o n t e x t  w i t h  t h e  f r a u d u l e n t  r e p r e s e n t a t i o n s  made by 

F. S. Johns1  salesmen i n  s e l l i n g  D i v e r s i f i e d  t o  I nves to r s .  

82. I n  t h e  l i g h t  of t h e  f a c t  t h a t  t h e  Offe r ing  C i r c u l a r  and 

t h e  Prospec tus  r e p r e s e n t e d  t h a t  D i v e r s i f i e d  was organ ized  t o  f i n a n c e ,  
.,r ,:. . . . - a 2 *; - ,.*."':', J * ;  " 4,I .

of .$hbuet&bf 
l ,yl lF 

-manage, and promote tlk ~ l e ~ p t m 6 ~ ~ t i  plants " i n  orcl&rt o  

e a r n  p r o f i t s  . . . .", and i n  view of  t h e  f u r t h e r  f a c t  t h a t  none of 

t h e  promoters and no  one i n  t h e  management o f  D i v e r s i f i e d  had any exper-  

i e n c e  whatever i n  t h e  management o f  any  i n d u s t r i a l  e n t e r p r i s e ,  t h e  

d e l i b e r a t e  omiss ion  of D i v e r s i f i e d ' s  ba l ance  s h e e t  because i t8 'd id  not  

look h e a l t h y  enough to be s e n t  ou t  t o  t h e  publ ic"  c o n s t i t u t e d  a n  omiss ion 

t o  s tate a material f a c t  nece s sa ry  i n  o rde r  t o  make t h e  o t h e r  s t a t emen t s  

made i n  t h e  Of f e r i ng  C i r c u l a r  and t h e  Prospec tus  no t  mis leading i n  t h e  

l i g h t  of t h e  c i rcumstances  i n  which such  s t a t emen t s  were made. 

83. Both t h e  Of f e r i ng  C i r c u l a r  and t h e  Prospec tus  r ep r e sen t ed  

t h a t  

"These s e c u r i t i e s  are f o r  sale o n l y  t o  r e s i d e n t s  o f  
New J e r s e y  who c e r t i f y  t h a t  t h e y  purchased wi th  t h e  i n t e n -  
t i o n  o f  n o t  t r a n s f e r r i n g  t o ,  o r  c r e a t i n g  a b e n e f i c i a l  i n t e r e s t  

: f o r  r e s i d e n t s  o f  o t h e r  states." 

No such c e r t i f i c a t i o n  o r  o t h e r  a s s u r a n c e  from i n v e s t o r s  was r e q u e s t e d  

o r  ob t a ined  from any person  t o  whom D i v e r s i f i e d  s t o c k  was o f f e r e d  o r  

s o l d  but  i n s t e a d  most persons  to whom t h e  s e c u r i t y  was o f f e r e d  o r  s o l d  

were a s s u r e d  by F. S. Johns1  salesmen t h a t  D i v e r s i f i e d  would make and 

w a s  making l a r g e  p r o f i t s ,  and wee s u c c e s s f u l  i n  i t s  o p e r a t i o n s  and i n  

t h i s  connec t i on ,  F. S. Johns and i t s  salesmen urged upon i n v e s t o r s  t h e  
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pleasant prospect of large and quick profits because the stock was 

due for a spectacular rise. The oral representations were such 

that it was made clear to investors that they could make a profit 

I 

by selling the stock to others in a short time, and other than this 
- I 

statement there was no hint or suggestIan.in the kitier&&~k.~~~i~~>r9~bted 
,,,; .' -. 3 4 "  

to investors that there would be any hindrance to their selling the 
49/-

the stock to any one without regard to the latter's state of residence. 

In fact the representations were to the contrary, and trading began 

shortly after the closing of the underwriting in September 1961, which 

also reflected the fact that the stock was being sold outside New Jersey. 

This representation is misleading. 

49/ Apparently Diversified was relying upon Section 3(a)(ll) of the 
1 

I 
Securities Act of 1933 for an exemption from registration. While 
the burclen of establishing an exemption from registration is upon 

i 
the person who'claims it and the evidence indicates consiaerable I 

aoubt that the offering as made, ever contemplated a period when 1 

1 

the securities would tfactuallycome to rest soleiy in the hands - I 
of resident investors persons purchasing for investment and not . I 

with a view to further distribution or for purposes of resalew 
(see Securities Act Release 14591, or that the securities would 
be purchased by "persons without a view to further distribution I 
or resale to non-residents".(see Securities Act Release 4434l.there 
also remained a problem of determining whether there were trans- i 
gressions of the exemptive provisions of Section 4(11 of the Seeuri- 1 
ties Act. The latter problem appeared to have arisen because of I 

the *'difficulty in discerning the thin line between distribution -
and trading" for purposes of Section 4(11 of the Securities ~ c t .  
(See Sosin, Intrastate Exemption, Western Reserve Law Review, V. 16, 
No. 1, p. 110, 120). In any event, the Commissiofi's order does not ,1 
charge the respondents with any violation of.Section 5 of the ~ c t .  



84. The Prospectus  s t a t e d  t h a t  t h e  s t o c k  o f f e r s  an  oppor tun i ty  

.of ea rn ing  ( 1 )  8% per dnnum on  60% of t h e  t o t a l  monies i nves t ed ,  and 

( 2 )  growth on t h e  remaining 40% of t h e  t o t a l  monies inves ted .  
* 

The r e f e r e n c e  t o  "8% per annum on 60% of t h e  t o t a l  monies 

invested' '  was an  obvious r e f e r e n c e  t o  t h e  t h r e e  s h a r e s  of p r e f e r r ed  

s t o c k ,  and t h e  r e f e r e n c e  to wgrourhlt w a s  made coacerning 'the t w o  s h a r e s  

of town s t o c k  i n  t h e  f i v e  s h a r e  u n i t  being o f f e r e d  by Dive r s i f i ed .  

The f a c t s  are t h a t  t h e r e  was no reasonable  b a s i s  f o r  t h e  

r e p r e s e n t a t i o n s  made as t o  t h e  h igh  y i e l d  on t h e  P re fe r r ed  Stock,nor 

was t h e r e  any b a s i s  f o r  t h e  r e f e r e n c e  t o  growth wi th  r ega rd  t o  t h e  

Conaaon Stock. These r e p r e s e n t a t i o n s  are b e l i e d  no t  on ly  by t h e  f a c t  
h 

t h a t  n e i t h e r  t h e  company nor i t s  management had any h i s t o r y  o r  p rospec ts  

t o  suppor t  t h e  r e p r e s e n t a t i o n s ,  bu t  a l s o  by t h e  f a c t  that#: the very f i r s t  

act of D i v e r s i f i e d  w a s  t o  " b a i l  out'' F. S. Johns from i t s  long p o s i t i o n  

i n  t h e  va r ious  over-the-counter s e c u r i t i e s  as d e t a i l e d  hereinabove and 

t h e r e  w a s  no good ground t o  b e l i e v e  t h a t  t h e - s e c u r i t i e s  acqui red  by 

Divers i f  ieci from F. S. Johns could enable  t h e  company t o  ea rn  87, on 

t h e  60% of t h e  u n i t  s o l d  by D i v e r s i f i e d  r ep re sen t ing  p re fe r r ed  sha re s .  

Moreover, n e i t h e r  t h e  promoters nor t h e  management had a t  t h e  t i m e  t h e  

I 


r e p r e s e n t a t i o n s  were made, o r  t h e r e a f t e r ,  any proposal  f o r  f i nanc ing  

* - or promotion o r  management, and t h e  small n e t  amount r ece ived  by Divers i -  

- d 

f i e d  i n  n e t  proceeds from t h e y n d e r w r i t i n g  e f f e c t i v e l y  precluded t h e  

company from engaging i n  t h e  bus iness  f o r  which t h e  company claimed 

t o  have been organized. Furthermore, a t  t h e  t i m e  t h e  s t o c k  was being 

L 



1 

o f f e r e d  D i v e r s i f i e d  d i d  no t  know how much money i t  cou ld  r a i s e  by 

I i ts  s e c u r i t i e s  o f f e r i n g .  The f a c t  i s  t h a t  D i v e r s t f i e d  never  i n v e s t e d  

any money r ece iv ed  from t h e  i n v e s t o r s  i n  any e n t e r p r i s e  f o r  t h e  
50/-

p l rpose s  announced i n  t h e  p ro spec tu s . o r  f o r  any  o t h e r  purpose.  

85. The prospec tus  con ta ined  t h e  fo l lowing  s t a t emen t s :  

#'The a c t i v i t i e s  of  t h e  Company w i l l  b e  f i n a n c i n g ,  
managing and promoting t h e  expansion of  o t h e r  companies 
t h a t  may no t  i n  most i n s t a n c e s  be a b l e  t o  o b t a i n  t h e  
necessa ry  a s s i s t a n c e  from convent iona l  lending i n s t i -
t u t i o n s .  For f u r n i s h i n g  t h e  nece s sa ry  funds and s e r v i c e s  
t h e  company should be i n  t h e  p o s i t i o n  t o  r e a l i z e  sub-
s t a n t  la1 r e t u r n s  .#' 

"The Company w i l l  be engaged p r i n c i p a l l y  i n  t h e  bus ine s s  
of f i n a n c i n g ,  managing and promoting t h e  expansion of  
small q u a l i f y i n g  i n d u s t r i a l  p l a n t s  ." Q 

#'The Company p l ans  t o  employ t h e  a p p r o p r i a t e  a d v e r t i s i n g  
and promotional mediums t o  deve lop  a s s i c a t i o n s  ( s i c )  wi th  
t h e  d e s i r e d  c l i e n t e l e . "  

"For t h e  f i n a n c i n g  and s e r v i c e s  r e q u i r e d  and f o r  t h e  
r i s k  involved t h e  Company should be i n  t h e  p o s i t i o n  t o  
r e a l i z e  a s u b s t a n t i a l  r e t u r n  on i ts  c a p i t a l  and f a c i l i -
t i e s  ." 

-
"The Company i n t e n d s  t o  u s e  approximately  a l l  of t h e  
monies r e a l i z e d  f rom t h i s  o f f e r i n g  t o  f i nance ,  manage 
and promote t h e  expansion of i n d u s t r i a l  p l a n t s  i n  
o r d e r  t o  e a r n  t h e  p r o f i t s  cons idered  by management t o  
be commensurate w i th  t h e  r i s k s  involved." 

86. The P rospec tu s  a l s o  con t a ined  a l i s t  of names l a b e l e d -

"Advisory Board". T h i s  Advisory Board never  m e t  and d$d no t  r e c e i v e  

SO/ Some two y e a r s  a f t e r  i t s  i n i t i a l  o f f e r i n g  w a s  completed D ive r s i --
f i e d  exchanged s h a r e s  of i ts s t o c k  f o r  s h a r e s  of S i l v e r  Sp r ings  
Acres ,  Inc . ,  but D i v e r s i f i e d ' s  s h a r e s  i s s u e d  a t  t h a t  t i m e  were 
newly a u t h o r i z e d  and i s s u e d  s t o c k  and t h i s  i s s u e  had no r e l a t i o n  
t o  t h e  r e p r e s e n t a t i o n s  made i n  t h e  o f f e r i n g  of D i v e r s i f i e d  s t o c k  
which commenced i n  J anua ry  1961. 



I 
any f e e s ,  and Its inclus ' ion i n  the  prospec tus  as a n  Advisory Board 

w a s  mis leading.  

86a. The t h i r d  document employed by D i v e r s i f i e d  was a letter 

- t o  s t o c k h o l d e r s  da t ed  June  1961. The body of t h e  l e t t e r  r e l a t e d  t o  

.a company c a l l e d  S h i e l d  Chemical Company of Verona, Neq J e r e e y ,I -
and inc luded  t h e  fo l lowing  s ta tements :  , '  

4 

" A t  t h e  p r e sen t  t ime ou r  a t t o r n e y s ,  a ccoun t an t s ,  and 
c o n s u l t a n t s  are cons ide r i ng  i n v e s t i n g  i n  a company 
which we f e e l  h a s  great growth po t en t i a l . "  

"The company . . . h a s  s e v e r a l  e x c l u s i v e  p a t e n t s  and 
its produc ts  are h igh ly  marketable." 

"Our s i z a b l e  investment  w i l l  b e  t h e  impetus it needs 
t o  h e l p  t h e  company r e a l i z e  i t s  p o s s i b i l i t i e s , "  

"In r e t u r n  f o r  ou r  investment ,  D i v e r s i f i e d  Funding, 
Inc .  w i l l  r e c e i v e  a percen tage  of t h e  i n s i d e  vo t i ng  
s t o c k  of t h e  company." 

"The s t ockho lde r s  of D i v e r s i f i e d  Funding w i l l ,  of 
cou r se ,  s h a r e  i n  t h e  p r o f i t s  r e a l i z e d  from t h i s  
investment .I1 

''In a d d i t i o n ,  t h e  sha r eho lde r s  of D i v e r s i f i e d  Funding, 
Inc .  may more d i r e c t l y  s h a r e  i n  t h e  p r o f i t s  by buying 
c a p i t a l  s t o c k  of t h e  company be fo r e  it is o f f e r e d  t o  
t h e  g e n e r a l  pub l ic .  These s h a r e s  may be purchased 

-through t h e  brokerage f i r m  of F. S. Johns & Co., Inc." 

I 87. A l l  of t h e s e  s t a t emen t s  were f a l s e .  A t  t h e  t i m e  t h e  

document was prepared  and c i r c u l a t e d  t o  i n v e s t o r s  , Divers i f i ed-  had 

+ no accoun t an t s  o r  c o n s u l t a n t s  cons ide r i ng  S h i e l d  as a n  investment .-
I n  a d d i t i o n ,  S h i e l d  had no p a t e n t s  and never  c la imed t o  have had 

. 4  

any. Fur thermore,  D i v e r s i f i e d  had no funds  t o  make a s i z a b l e  i n v e s t -  

ment i n  S h i e l d  o r  any o t h e r  company. There  w a s  no b a s i s  whatever 



f o r  r e p r e s e n t i n g ,  n o r  was t h e r e  e v e r  any  a r rangement  whereby D i v e r s i f i e d  

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

There was n o  b a s i s  f o r  s a y i n g  t h a t  D i v e r s i f i e d ' s  s t o c k h o l d e r s  would 

s h a r e  i n  t h e  p r o f i t s  r e a l i z e d  f rom a n  inves tmen t  i n  S h i e l d s .  I n  

f a c t ,  S h i e l d s  had s u s t a i n e d  o p e r a t i n g  l o s s e s  i n  1958 and 1959 and had 

s u s t a i n e d  a Loss of  $7 ,000 i n  1960, S i n c e  D i v e r s i f i e d  s t o c k  was b e i n g  

o f f e r e a  t o  t h e  g e n e r a l  p u b l i c  i n  J u n e ,  1961 t h e r e  was no b a s i s  f o r  

r e p r e s e n t i n g  t h a t  s h a r e h o l d e r s  may more a i r e c t l y  s h a r e  i n  t h e  p r o f i t s  

by buy ing  c a p i t a l  s t o c k  of t h e  company b e f o r e  i t  i s  o f f e r e d  t o  t h e  

p u b l i c .  

The o n l y  t r u t h f u l  s t a t e m e n t  i n  t h e  document is that s h a r e s  

may be  purchased  f rom Johns .  

' 88. The f o u r t h  p i e c e  of l i t e r a t u r e  employed by F. S.  J o h n s  i n  

t h e  d i s t r i b u t i o n  o f  D i v e r s i f i e d  was a news release dated August 21, 
-5 l/ 


1961 b e a r i n g  Lappe ' s  s i g n a t u r e .  Lappe c l a i m e d ,  however, n o t  t o  know 
-
who w r o t e  i t .  John  T r i c o l i  was o n e  of  t h e  a u t h o r s  of t h i s  news r e l e a s e .  

T h i s  news r e l e a s e  c o n t a i n e d  a s t a t e m e n t  i n d i c a t i n g  t h a t  s h a r e h o l d e r s  

-51/  Div. Exs.. 9M, la, 29E, 27H, 32D, 44D. 



of Dive r s i f i ed ' s  p re fe r r ed  s tock  had t h e  r i g h t  t o  convert t h e i r  pre-  

I f e r r e d  s h a r e s  i n t o  an  equal number of common shares  when and i f  t h e  

I common s tock  reached a l e v e l  of $2 b id  when, i n  f a c t ,  t h e  p re fe r r ed  

I s tock  never w a s  conve r t ib l e .  A s  a matter  of f a c t ,  when the  coomwn 

s tock  w a s  quoted i n  t h e  Nattonal  Daily Quotat ion Sheets  above $2 b i d ,  

13,040 ehares  of D ive r s i f i ed  prefer red  w e e  ~ o k dby #t&khal'dera, t o  

F. S. Johns a t  p r i c e s  ranging from $3/4 t o  $1 per share.  Moreover, 

~ 
t h e  r e l e a s e  ind ica t ed  t h a t  D ive r s i f i ed  had a Legal Department when, 

i n  f a c t ,  i t  had no Legal Department. 
-52/ 

89. The f i f t h  piece of l i t e r a t u r e  w a s  an undated "News Release". 

One thousand copies  of t h i s  News Release were prepared s h o r t l y  before 

t h e  underwri t ing was terminated. The f i r e t  paragraph of t h i s  News 

Releaee s t a t e d  t h a t  D ive r s i f i ed  Funding had "entered nego t i a t ions  with 

E lec t ron ic  Wave Corporation . . ." The second paragraph s t a t e d  t h a t  

"negot ia t ions  a r e  s t i l l  i n  progress f o r  D ive r s i f i ed  Funding, Inc .  t o  

purchase 30% of Sh ie ld  Chemical Corporation." The tlhird paragraph s t a t e d  

" tha t  	Nandell I n d u s t r i e s  has o t f e r e d  a f i n e  prppoqsl t o  our company . . . ( I  

A l l  of t h e s e  etatemente were d a l s e .  I n  f a c t ,  during t h e  

underwri t ing period,  when t h e s e  r e w e n t a t i o n s  were made, t h e  manage- -
ment of D ive r s i f i ed  had found no s u i t a b l e  investment i n  any 9s t h e  

corpora t ions  r e f e r r e d  ta o r  i n  any o the r  companies. There RO b a s i s  

f o r  i n d i c a t i n g  t h a t  BCversified had any arrangements which would lead 

-s2/ Div. Exs. 	9N, 14F, 271, 92C, 44E. 



t o  an  investment i n  any of t hese  companies. In  p a r t i c u l a r ,  t h e r e  was 

no nego t i a t ion  r e l a t i n g  t o  t h e  purchase of 30% of Shie ld  nor was 

t h e r e  any proposal from Mandell. 

Furthermore, t h e  News Release s t a t e d  t h a t  "once aga in  we 

would l i k e  t o  thank you f o r  bearing with u s  through t h i s  r e g i s t r a t i o n  

period . . .Iq I n  f a c t ,  D ive r s i f i ed  w a s  never r e g i s t e r e d  and purportea 

t o  be making a n  i n t r a s t a t e  o f f e r ing .  Th i s  s tatement  was a l s o  wholly 

f a l s e  and f r audu len t .  

90. The s i x t h  piece of s e l l i n g- l i t e r a t u r e  w a s  a document labeled 

2
"Special Research Report - p r i c e  at  $1.50 per share.** Th i s  document- 

53/ 

represented ,  among o t h e r  th ings ,  t h a t  
\', 

"Divers i f ied  Funding, Inc. is  a fast-moving, well  managed 
lending and promoting company and i n  our e s t ab l i shed  opinion 
o f f e r s  tremendous p o t e n t i a l  f o r  f u t u r e  growth. T h i s  company 
o f f e r s  t o  t h e  f a r - s igh ted  inves to r  except ional  c a p i t a l  ga in  
p o t e n t i a l  .Ig 

The f i r s t  sen tence  in so fa r  as it descr ibes  t h e  business  

of D ive r s i f i ed  was completely f a l s e .  Diversi'Eied never l e n t  any one any ' 

money except  f o r  Hayo and never engaged i n  promotion. There was no 

b a s i s  f o r  t h e  opinions expressed. 

The document s t a t e d  t h a t :  
* 

"The Company is engaged p r i n c i p a l l y  i n  t h e  lending and pro- 
moting f i e l d .  It lends money t o  q u a l i f i e d  i n d u s t r i a l  concerns 
mainly i n  t h e  chemical and e l e c t r o n i c  industry.  The company 
determines which a p p l i c a n t  it terms q u a l i f i e d  f o r  promotional 
arrangements by examination of i t s  f i n a n c i a l  s t r u c t u r e ,  product ,  
production p o t e n t i a l ,  and i ts  managerial a b i l i t y . "  

This  s tatement  i s  wholly f a l s e .  

-53/ biv.  Exs. SB, 28B. 



The document a l s o  r e p r e s e n t e d  t h a t :  

"As of October ls t ,  1961: The company w a s  engaged wi th  
t h r e e  companies f o r  t h e  purpose of l end ing  and promoting'' 

The s t a t emen t  i s  f a l s e . ,  
' 1 

' 1 : 

D i v e r s i f i e d  a l s o  c la imed t h a t :  

"Over t h e  p a s t  two y e a r s  t h e r e  have been s e v e r a l  small 
b u s i n e s s  1oa.n companies c r e a t e d  I n  t h e  e t a t e  of New J e r s e y .  
D ive r s i f i ed 'Fund ing  i s  among t h e  f i r s t  few. Although 
D i v e r s i f i e d  Fanding does n o t  come under t h e  S.B.I.C. r u l e s  
and  r e g u l a t i o n s ,  i t  o p e r a t &  b a s i c a l l y  on t h e  same premises ." 

Thi s  s t a t emen t  i s  f a l i e .  If t h e  s t a t emen t  r e p r e s e n t s  

op in ion  i t  is wi thout  b a s i s .  

The Company f u r t h e r  s t a t e d  t h a t :  

"Based on s e v e r a l  p r o j e c t s  now i n  n e g o t i a t i o n ,  near ing  
comple t ion ,  w e  should put our f u l l  c a p i t a l  t o  u s e ,  and 
make i t  p o s s i b l e  t o  p r o j e c t . e a r n l n g s  of between 45 c e n t s  
and 50 c e n t s  a s h a r e  over  t h e  nex t  s i x  months." 

, '1f; , - 8-

The s t a t e m e n t  i s  f a l s e  arid was made wi thout  any b a s i s  

whatever.  

The S p e c i a l  d&earch Report  f u r t h e r  s t a t e d  that: 

"Addi t iona l  income ghoirld a l s o  be  a v a i l a b l e  from t h e  
s t o c k  and s t o c k ' o p t i o 6 s  w e  a r e  o b t a i n i n g  which m y  
mature  r a t h e r  r a p i d l y  du r ing  t h e  nex t  s i x  months," 

"Strong p r o f i t s  are e x p e c t e d , t o  be r e a l i z e d  from t h e s e  
small b u s i n e r s  loan companies, and i t  i s  ou r  op in ion  
DIVERSIFIED NNDING w i 11 be4*on,eof  t h e  more ou t s t and ing  ." 
The f i r s t  paragraph on page t h r e e  o f  t h e  r e p o r t  under t h e  

> 5 

heading "Recommendation(( p r e d i c t s  d iv idends  and cash  w i t h i n  s i x  t o  

twelve months, a s t o c k  s p l i t  w i t h i n  t h e  next s i x  months, and recap-

i t a l i z a t i o n  f o r  t h e  well-managed company. 



-- - - 

-
-

I
I 

I 

Under t h e  heading " C s p i t a l i ~ a t i o n ~ ~  t h e  r e p o r t  s t a t e s  t h a t  t h e  

36,720 s h a r e s  o f  p r e f e r r e d  s t o c k  a r e  c o n v e r t i b l e  i n t o  t h e  common 

s t o c k  a t  $2.00 pe r  s h a r e .  

The last paragraph states: 

"With young agg re s s ive  and proven management heading a 
p rog re s s ive  company i n  a growth and p r o f i t a b l e  segment 
of t h e  e l e c t r o n i c  & chemical i n d u s t r y .  Dtveru i f i ec ) '  
Funding i s  a buy f o r  s h o r t  term (under  s i x  months) o r  
long te rm c a p i t a l  apprec ia t ion . I1  

Al l  t h e s e  s t a t emen t s  were f a l s e  and mis lead ing .  There was not  

t h e  s l i g h t e s t  b a s i s  f o r  making any of t h e s e  s t a t e m e n t s .  

The r e p o r t  c l o s e s  wi th  l l lnvestment  Research Dept. ,  F.S. Johns  

6. Company, Incorpora ted  ." 
There w a s  no Investment Research Department and t h e  s ta tement  i s  

f a l s e .  

91. The seven th  p iece  o f  s e l l i n g  l i t e r a t u r e  employed by F. S. 

-5 4 /  
Johns was e n t i t l e d  "Formula f o r  Success B u l l e t i n l l  and was d i s t r i b u t e d  

between December 1961 and March 1962. -. 

A s  p a r t  of t h e  heading i t  c a r r i e d  t h e  c a p t i o n  "Income, s t a b i l i t y ,  

Growth." There  w a s  no income and no growth, and D i v e r s i f i e d ' s  s t a b i l -

i t y  w a s  h i g h l y . q u e s t i o n a b l e .  The c a p t i o n  was f a l s e  and mis lead ing .  

-
The formula  f o r  succe s s  se t  f o r t h  i n  t h i s  b u l l e t i n  is l'Buy 

t h e  s t o c k  of t h e  company where a v igorous  growth i n  e a r n i n g s  is  

combined w i t h  a s h a r e s  ~ u t s t a n d i n g . ~ ~  small number of T h i s  document 

was d i s t r i b u t e d  between December 1961 and March 1962. The f a c t  i s  

t h a t  i n s t ead  of hav ing  a v igorous  growth i n  e a r n i n g s  D i v e r s i f i e d  

-54/  Div. Exs. 5A, 31C. 



suffered a loss for the calendar year 1961 of $1,786.92. This document 


sets forth what purports to be the capitalization of Diversified 


Funding, Inc. and indicated, among other things, that Diversified had 


36,720 "8% (NC) convertible Pfd (1)'' shares outstanding which were 


convertible into common at $2 per share. 


The fact is that the preferred stock was' &k8:C~vkrtible. . .  

at all. 


' The bulletin also contains the following statements: 

"BUSINESS . . . The Company's revenues accrue from profits 
and capital gains realized on the sale of corporate equities, 
acquired at book value from companies that have been extended 
interim financing by DIVERSIFIED FUNDING, INC., and from 
dividends and/or gains realized on equities acquired in the 
open market. 

"NATURE OF OPERATIONS . . . Revenues are virtually free of 
operating costs, with pre-tax profit margins projected 
at 80% of gross revenues. In the opinion of the company, 
significant tax savings may be effected, from time to time, 
through a distribution of earnings to shareholders, before 
plowback. 

NCURRE3T POSITION . . . Highly profitable results are pro- 
jected for this calendar year ." 

All of these alleged factual statements were false and 


where opinion was expressed there was no reasonable basis for making 


any such statements. 
 -
These false and misleading statements were followed by a 


paragraph describing what is alleged to be "Diversified's major holding.'' 


This includes the statement about sales for the six months ended Decem- 


ber 1961 amounting to over $8,000,000, together with statements showing 


dramatic improvements in earnings over a 5-year period. 


http:$1,786.92


- - 

F i n a l l y ,  t h e  b u l l e t i n  c l o s e s  w i th  t h e  fo l lowing  s ta tements :  

08CONCIUSION. . . DIVERSIFIED FUNDING,  INC., p r o j e c t s  
t h e  e x c i t i n g  p ro spec t s  f o r  c a p i t a l  g a i n s  t o  i t s  s t ock -

-	 h o l d e r s  t h i s  year .  Vigorous growth i n  ea rn ings  can be 

-	 expec ted ,  based on t h e  unusua l ly  h igh  p r o f i t  margins 

invo lved ,  even i f  revenues  are moderate. With t h e  


-	 sma l l  number of s h a r e s  ou t s t and ing  t h e r e  are f a c t o r s  
i n h e r e n t  i n  computimg n e t  earhSngs t h a t  a r e  very  b u l l i s h  
f o r  t h e  stock." 

The r e f e r e n c e s  t o  D i v e r s i f i e d ' s  major ho ld ing  and t h e  

s t a t e m e n t s  r e l a t i n g  t o  i t  appear  t o  be in tended  t o  mis lead a n  unsophis-  

t i c a t e d  i n v e s t o r  i n t o  a s s o c i a t i n g  some company,not named, w i th  Diver- 

s i f i e d ,  The ba lance  o f  t h e  s ta tement  was made wi thout  any r ea sonab l e  

b a s i s .  The b u l l e t i n  c l o s e d  w i t h  t h e  t i t l e  "Research Department". 

There  was no Research Department a t  F. S. Johns and t h e  t i t l e  w a s  f a l s e  

and in tended  t o  mis lead  r e a d e r s  i n t o  b e l i e v i n g  t h e r e  was such  a depa r t -

ment. 

92. The e i g h t h  p i ece  o f  S a l s e  and mis lead ing  s a l e s  l i t e r a t u r e  

employed by F. S. Johns  and i t s  salesmen i n  d i s t r i b u t i n g  D i v e r s i f i e d  

s t o c k  is  l a b e l e d  "Spec ia l  Research Report  - p r i c e  a t  $4 per share". 
-55/ 

93. The o n l y  d i f f e r e n c e  between t h e  S p e c i a l  Research Report  -
P r i c e  a t  $1.50 per  s h a r e  and t h i s  r e p o r t  i s  t h e  i nc r ea sed  p r i c e  of 

D i v e r s i f i e d  s t o c k  which appea r s  on  t h e  f i r s t  page. T h i s  i n c r e a s e  i n  t h e  

7-

p r i c e  of D i v e r s i f i e d  r e f l e c t e d  the f i c t i t i o u s  q u o t a t i o n s  p laced  i n  t h e  

pink s h e e t s  by t h e  r e g i s t r a n t s  pursuant  t o  John  T r i c o l i t s  sugges t i ons  

and r e q u e s t s .  

-55/  Div. Ex. 20C. 
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94. The ninth piece of selling literature was Diversified's 


Quarterly Report for 1962 for the period ended March 31, 1962. 


Since at least 5,000 copies of this docment were printed for use 


during F. S. Johns' selling campaign and since this was the most widely 

-56/ 

used, expensive, and elaborate document employed byf-F,,:5;;:~ctb&s~~-.. 

its selling campaign, it will be described in some detail. This 

document was printed in the first week of April 1962 when Diversified 

had about 500 stockholders and had enjoyed the benefits of the rising 

and fictitious quotations inserted in the pink sheets by the regis- 

trants and some other broker-dealers. 

Of the 44 investor witnesses who testified in these proceedings 

12 testified that they received a copy of Diversified's Quarterly 

Report for 1962. Most of these witnesses testified that they received 

this document in the mail. The testimony of these witnesses is 


that they received this document after one of I?. S. Johns' salesmen 

-

had recommended they purchase Diversified stock and usually after 


a telephone conversation initiated by the salesman. These investor 


-56/John Tricolils testimony is that 'We spent over three weeks and 
over $2,000 producing this piece of literatuee to show stockhold8rs, 
brokers, and any additional broker that we intended to have retail 
the stock. Sure I wanted assistance from other brokers on the stock. 
This was a legitimate company.'' At another point John Tricoli 
testified that "As I have previously testified, the report was 
printed to portray Diversified to the public. Now the public is 
anybody outside of our office. They could be brokers, they could 
be individual stock buyers, or they could be present stockholders." 
It was obvious that F. S. Johns was not engaging solely in trading 
transactions, it was engaging in a distribution within the meaning 
of Rule lob-6. 

I 



witnesses included Krais, Gawdun, Maley, .Hanus,Harris, Rekemeier, 


Motyka, Galle, Huysman, Pitchersky, Koester, and Malo. The sales- 


men, who urged the purchase of Diversified with whom these witnesses 

57/ 

talked, included Lang , Ponte, Casarella , Rein, ~ennerr Lflppe, 

Rower and John Tricoli, all employed by F. S. Johns. 


95. This Quarter Annual Report consisted of 11 pages (in- 


cluding the frontpiece and the back page) printed on heavy paper, 

58/ 	 59/ 

was prepared by John ~ricoli , Joseph 0nellZ Albert onello-and 
60/ 

Bernard coven-and is entitled "First Quarter 1962 Report to Stock- 

holders". 


96. The most important section of the Quarter Annual Report 


was its balance sheet, to which particular attention was drawn in 


the opening sentences of a communication addressed to the stockholders 


-57/ Bermer was a registered representative for F. S. Johns but was 
not named as a "cause" in the Commission's order. The testimony 
in this case is that there was considerable turnover at the 
F. S. Johns and salesmen came and went. Benner was the author 

of the "Fornntla for Success Bulletin," a false and misleading 

sales document described hereinabove. 


-58/ Joseph Onello has been referred to hereinbefore, and he and his 
family exchanged stock of Silver Springs Acres, Inc. for stock of 
Diversified. -

- -591 Albert Onellois a brother of Joseph Onello, and acted as a book- . keeper for Silver Springs Acres during 1961. 

-601 Coven is a practicing attorney admitted to the bar of New York (.. 	 State, and was general counsel and legal agent for Fidelity Registrar 
and Transfer Corporation. 



-6 1/ 
over the  s ignature  of Lawrence T r i c o l i ,  president  of Diversif ied.  

The background f a c t s  i n  add i t ion  t o  those already recounted leading 


t o  the  preparat ion of t h i s  repor t  may be described a s  follows: 


Albert  Onello, a brother of Joseph Onello, maintained the 


books and records of S i l v e r  Springs Acres a s  a bookkeeper during 


1961 under the  d i r e c t i o n  of  a c e r t i f i e d  public accountant. Up t o  

e a r l y  1962 the  only "book" of account, i f  i t  may be termed such, 


maintained by Divers i f ied  was a check book. A t  t h a t  t i m e  John 


h i c o l i  requested Albert  Onello t o  set up records f o r  Divers i f ied .  


Using t h e  check book Albert Onello prepared t h e  e n t r i e s  appearing 


i n  Divers i f ied ' s  books through March 31, 1962. Albert Onello 


stopped working f o r  Divers i f ied  near tke end of Apr i l ,  1962. 


Between February and Apri l  1962 John T r i c o l i  and Joseph Onello asked 

62l  

Albert Onello t o  i n d i c a t e  t o  them the  f inanc ia l  condit ion of ~ i v e r s i f i e d y  

and Alber t  Onello then drew up t r i a l  balances f o r  Diversif ied and 


S i l v e r  Spring but never prepared any f inanc ia l  statements nor was 


- There were-other f a l s e  and highly misleading statements i n  t h i s  
document which w i l l  a l s o  be described here inaf ter .  

-621 Albert  Onello, a t  one point ,  t e s t i f i e d  t h a t  '%ctually I never 
kept the  books and records. I was never employed a s  an accounta?t 
for  these  people. I was more o r  less attempting t o  a s s i s t  them 
a s  a baokkeeper. " 



he informed of  the  purposes for  which such t r i a l  balances were t o  

be employed. The f inanc ia l  statements contained i n  the  Quarterly 

Report were derived from the t r i a l  balances prepared by Albert 

One1 lo. 

97. The balance sheet  contained i n  t he  Quarter Annual Report 

is  f a l s e  and misleading i n  t h e  following respects: 

(a) The f i r s t  heading under Assets is "Current" and sets fo r th  

under "Cash" two Ztems .  The f i r s t  item under the  l a t t e r  heading 

i s  $10,256.60 as Demand Deposits with Bank, and the  second i t e m  

under "Cash" i s  i n  t he  amount of $15,011.00 and is called "In 

t rans i t . "  Note 1 t o  t he  balance sheet s t a t e s  t ha t  "In Transi t  

income is  due from contracts  signed and checks due a t  time of report ."  

The f a c t  is t h a t  a s  crf March 31, 1962 Diversif ied and S i l ve r  

Springs on a consolidated bas is ,  had cash deposi ts  t o t a l i ng  only 

$9,456.60 and the  "Demand Deposits with Bank" a r e  overstated by 

$800.00. F u r t h e m r e ,  nei ther  Diversif ied nor S i lve r  Springs had 

$15,011.00 o r  ,any o ther  "cash i n  t r a n s i t "  on March 31, 1962 and 

no such account o r  item is  re f lec ted  i n  the books and records of 

Divers i f ied  o r  S i l ve r  Springs. Further Albert Onello never indicated 
C 

any amount representing t h i s  i t e m  i n  h i s  t r i a l  balance furnished 

the  management. The i t e m  i s  f i c t i t i o u s .  

(b) Under 'tReceivables't Diversif ied s t a t e s  a s  an asse t  

"Installments Contract Receivable", i n  an amount of $106,136.43. 

http:$800.00
http:$106,136.43


I _ 

On March 31, 1962 Silver Springs and Diversified had installment 

contracts receivable in the amount of $89,046.43 which w&e payable 
\ 

over periods from 5 to 7 years, and a major part of the smaller 


amount referred to would not be payable inthe fitst Quarter of 


1962. The $106,136.43 set forth in the balance sheet includes 

> , $2 " i < * l  

$17,090 in umcellatiorm which was not subtracted &:the higher-

figure reported in the balance sheet. 

(c) There are two items under the heading "Deferred Ch<rges,'' 

i 

one labeled 'Wnamcrrtized Organization Expense" in the amount of 


$4,787.00, and the other labeled 'Wegotiable Market Securities." 


In contrast to these figurea in the balance sheet the evidence 

discloses that the unamortized organization expenses for Diversified 

and Silver Springs as of March 31, 1962 totaled $1,865.00. The 

figure reported on the balance sheet is more than double the 

Albert Onello did not know how the amount appearing 


in the balance sheet was derived. 
 -

As to the amount of $36,060.28 for "Negotiable Marketable 


Securities,"- the facts are that the negotiable securities owned 


by Diversified on March 31, 1962 were bought by Diversified from F. 


S. Johns at a cost to Diversified of $35,261.91, i.e. $798.37 less -
than reported in the Quarterly Report, and they were a current 

aseet, incorrectly described in the balance sheet -as aftdeferred 

(. amount expended 

http:$4,787.00
http:$1,865.00
http:$35,261.91


charge." More importantly, however, i s  t h a t  the use of a "cost 

valuation" i n  t h i s  f inanc ia l  statement was misleading s ince  these 

s ecu r i t i e s  had a market valuation a s  of March 31, 1962 of '$31,025.00, - 1 

approximately $5,000 below the  amount set fo r t h  i n  t h e  balance 


sheet ,  and t h a t  is a f a c t  which t h e  stockholders and proApective 


investors ,  t o  whom t h e  document was d i s t r i bu t ed ,  had a r i g h t  t o  


know. 


(d) Under t he  heading "Real Estate" the re  appeared two items 


t he  f i r s t  being a f igure  of $125,000 fo r  "Land (at  cost)"  and the  


second being a f igure  of $25,000 purporting t o  represent  "Improve- 


ments." The ac tua l  cos t  of t h e  land t o  S i l ve r  Springs whose stock 


was acquired by Divers i f ied  from the  Onello family was never d i s -  


closed. However, t h e  evidence developed during the hearing showed 


t h a t  S i l ve r  Springs' acreage was held subject  t o  three  mortgages, 


the  f i r s t  i n  t h e  amount of $20,140 held by Gibbs, the  second i n  t he  
-
amount of $24,860 held by Klendenning and t he  t h i r d  mortgage held 

by Evelfrn Onello, Joseph Onello's wife, i n  t h e  amount of $40,000, 

for  a t o t a l  of $85,000.00. The $125,000 valuation given t o  the  j 

land on S i l ve r  Springs'  books represented these mortgage debfs 

plus a c r e d i t  o r  value of $40,000 given by Diversif ied and S i lve r  Springs 

t o  181,200 shares  of o r i g ina l  i s sue  of Divers i f ied  stock received 

by Joseph Onello and h i s  family i n  exchange fo r  t h e i r  4,000 shares 

http:'$31,025.00
http:$85,000.00


I 

of Si lver  Springs. I n  connection.with the value given to  the shares 
( 

of Diversified stock, i t  w i l l  be.. recalled that  70;000 of such 181,200 

shares were transferred on March 6, 1962 by Joseph Onello t o  John 

Tr ico l i  and persons associated with him for a pr ice  of appraximately 

2 1 ~per share. There was no b a i s  for the $4O,OOQ figare above the , 
s: . 

&:** 
$85,000 i n  martgages cuntained i k  the  $US,000 , f 3 & the 

cost of land, nor is there any other reasonable basis for  s t a t ing  

that  the cost t o  Si lver  Springs or  Diversified was $125,000 for  the 

land held by Si lver  Springs. I n  connection with the land, the 

l i a b i l i t i e s  section o f t h e  balance sheet includes a figure of $78,280.00 

a s  a l i a b i l i t y  t o  "Imti tut ion.1 'lenders (secured by mortgage l iens  

cm Real Property)''. Hawever, indebtedness was not t o  any ins t i tu t iona l  

lender but t o  the  three above-named individuals. 

Further, by s ta t ing  a l i a b i l i t y  of 078,280 as against a f igure 

of $125,000 representing the alleged "cost" of Silver Springs1 land, 

Diversified presented a greatly exaggerated p i c t u r e j n  i t s  balance 

sheet of the equi ty  which i n  fact  existed in  regard t o  Si lver  Springs1 
6 3 /  

r e a l  e s t a t e  and the net  amoat of Diversifiedl's assets, 

-
Other figures i n  the balance aheet derived from the figure of 
$125,000 including an amount of $112,056.45 for  remaining unsold 
land ere  equally f a l s e  and misleading. 



The second item under the  heading 'Qeal Estate" i s  Labeled 

w I m p r o v ~ n t "and ca r r i e s  a f igure  of $25,000. The testimony is  
.%, 

t ha t  the  improvements . to  the land owned by $ilv;r Springs were $3,152.00. 

~ c c o r d i n g l y  t h i s  f igure  is  orers ta ted by $ 2 i ,  848iOO. 

98. The f igure  of $284,307.76 f o r  "Total Assets" is i n  the 
k 

circumstances highly exaggerated an8 is f a l s e  and misleading. 

99, Under the  "Liabi l i t ies t f  section of t he  balance sheet - .  
I ( 

there appears an item labeled "Accounts Payable (development, 

expenses, material ,  equipment)" i n  the  amount of $5,813.26. I n  

f ac t ,  however, the  obligation was not for the purposes represented 

i n  the balance sheet but instead represented the balance due on an 

obligation owed t o  Joseph Onello who paid par t  of S i lver  Springs' 

debt t o  the holder of the f i r s t  mortgage on the land. 

The l i a b i l i t i e s  sect ion of the balance sheet s t a t e s  the "Accrued 

In t e re s t  i n  Mortgages" a t  $2,280 when i n  fac t  the  accrued in t e r e s t  

payable on the  three mortgages amounted t o  $4,190.50 as  of March 31, 

1962, and the accrued i n t e r e s t  was understated by $1,910.50. 

100. The f igure  of $108,865.88 under t o t a l  l i a b i l i t i e s  i s  

f a l s e  and misleading. -
101. The balance sheet s e t s  for th  a f igure  of $29,240 as  

'Total  Contributed Capifel" when i n  fac t  nei ther  Diversified nor S i lver  

Springs had any contributed cap l t a l  a s  of March 31, 1962. This . 
sect ion of the balance sheet s t a t e s  the t o t a l  cap i t a l  surplus a t  

http:$3,152.00
http:$5,813.26
http:$1,910.50


$72,715.88 when, i n  f a c t ,  the  t o t a l  c a p i t a l  surplus f o r  Diversif ied 

and Si lve r  Spring on March 31, 1962 w a s  $39,825. 

102. DiversifLed's balance sheet  was  f a l s e  and inisle&ding a s  ' a  
, 

whole ur it rmteriakly overstated t he  a s se t s  and understated t he  

l i a b i l i t i e s .  

103. The CbIIsolldated Statement of Earnlngs app&+dring i n  

Divers i f ied 's  Quarterly Report is f a l s e  and misleading i n  the 

'following respects: 

(a) Real e s t a t e  s a l e s  a r e  s t a ted  at $78,165 when i n  f a c t  such 

s a l e s  f o r  the  quar ter  ended March 31, 1962 were $45,927.45. The 

s a l e s  a r e  overstated by $32,237.55. 

(b) Under "Cost of Sales" the re  appears an  i t e m  labeled "Un- 

real ized Consolidated Income (Note 4)". Note #4 reads l"Federal 

income t a x  l i a b i l i t y  on t he  unrealized p r o f i t s  has not been recorded 

due t o  the  expectat ion of repor t ing on t he  instal lment basis." 
-

The f a c t  i -e  t h a t  ne i the r  Divers i f ied  nor S i l ve r  Springs had 

any unrealized cansolidated incame fo r  the  f i r s t  quar ter  of 1962. 

The statement is fa lse .  

(c) The "Earnings"per share (estimated p r io r  t o  taxes) a r e  
* 

s ta ted  a t  17 cents.  

A s  has been pointed out above, both the  statement of incame 

and the  statement of exgenses on which earnings per share depended 

w e r e  highly f a l s e  a d  misleading and consequently the  earnings 

http:$45,927.45
http:$32,237.55


figure of 17 cents is also false. It may also be noted that 

Diversified's prospectus provided that "dividends are only available 

I I 
to conmhon stock shareholders after the payment of eight per cent I 

1 

I - (8%) dividend to preferred stockholders," and the Quarterly 

Report purports to reflect earnings which would be available to 

pay dividends 011 its coomaon stock. 

104, The tenth page of Diversified's financial statement 

states, among other things, that 'The information herein set forth I 
I 

I has been obtained from the books and records of your corporation, 

which we believe to be reliable and up to date." 

The statement is false and misleading. 

105. The back page of the Quarter Annual Report consists of 

a picture of an impressive looking building befitting a corporation 

with the impressive title of Diversified Funding. However, this 

picture could only serve to mislead gulliile investors as to the 
-

character of Diversified Funding, 

106. In addition, the Quarter Annual Report was false and 

misleading in many other respects. For example, the report repre-

sents that the Company's registrar and transfer agent was Fidelity-
Registrar and Transfer Curporation when in fact the latter never 

acted in such capacity and in fact had informed John Tricoli that 

Diversified did not meet the requirements to obtain its services. 



The r e k r t  a l s o  set fo r th  t he  name of Union Center Bank, Union, 
c 

New Jensey under Financial  References when i n  f a c t  Diversi-fied 

had never had any connection wieh such bank. The Quarter Annual 

Report 'stated t h a t  "Sale of these  l o t s  Lgwned by S i l ve r  Spring 

~ c r e s T- ind ica te  on pre liminary survey approximately $630,000.00 

i n  gross revenues from which s h w l d  be deducted the expenses of 

development sa le$  and taxes. Management est imates net  p ro f i t  from 

t h i s  venture of approximately $250,000. OO.ll 

The statement was wr i t t en  by Joseph Onello, with the  yss is tance  

of John T r i c o l i  and was without any basis i n  f a c t .  

7 There a r e  o ther  f a l s e  and misleading statements i n  t h i s  

document bvt it appears t o  t he  Hearing Examiner t ha t  the  evidence 

considered and discussed hereinabove is  s u f f i c i e n t  t o  show the  

general character  o£ the  Quarterly Report and t o  show t h a t  it was 

permeated with highly f a l s e  and misleading statements. 
-

108. The tenth  f a l s e  and misleading piece of l i t e r a t u r e  which 

w i l l  be d e a l t  with here i s  an undated "Special Notice," headed 

"Stockholders Approve Board of Directors  Dividend and Acquisi t ion -

Recommendation" which re la ted  t o  "Rights on Divers i f ied  Funding Lnc. 
64/ . 

Dividend. "-

64/ John T r i co l i  and Lang used t h i s  Special  Notice i n  s e l l i n g  Diversi--
f ied  i n  the  l a t t e r  pa r t  of May 1962 t o  Paul Capi te l la ,  who w a s  a 
witness i n  t h i s  proceeding. 



The f i r s t  paragraph s t a t ed  tha t  "A 107, Stock Dividend w i l l  

be paid t o  the  holders of t he  Common Stock a s  of June 20, 1962. 

This qeans t o  get  t h e  dividend you must own stock on o r  before 

II t h i s  date." 
I 
I I 

, The f ac t  is  t ha t  no such dividend was ever discussed, o r  

authorized by the  board of d i r ec to r s  o r  paid by Diversif ied and 

t he  statement is  without any foundation. 

The second paragraph quoted Divers i f ied  cornoman a t  $2 per 

share 'but t he  no t ice  i s  misleading i n  not d isc los ing tha t  t h i s  

f igure  was a r b i t r a r i l y  fixed by F, S. Johns and John T r i co l i  and t h i s  

p r ice  was control led  by and sole ly  dependent on John T r i co l i ' s  

support. 

The four th  paragraph s t a t e s  t h a t  'The Rights w i l l  s t a r t  t rading 

around June 15, 1962. The option s t a r t s  t h e  day t he  Rights s t a r t  

t o  trade," 

The statement i s  f a l s e  because the re  were no r igh t s  and no 

options and none was ever authorized by t he  board of Diversif ied.  

The f i f t h  paragraph s t a t e s  t h a t  'The money from the  Rights 

goes d i r e c t l y  t o  Divers i f ied  Funding, Inc." This statement is  a l so  
* 

f a l s e  and misleading and fo r  the same reasons as  apply t o  the  p r i o r  

paragraph of t h e  not ice .  

- 109. Divers i f i ed ' s  s e l l i n g  l i t e r a t u r e  contained mater ia l ly  
I 

f a l s e  and misleading statement concerning i t s  management, operations, 



profits, assets, liabilities and capital, earnings, dividends, 

the stabilityofthecompany, rights offerings, registrar and , 

transfer agent, financial references and the return on invest- 

ment. Such literature also contained uhwarranted predictions 

of price rises which were without foundation (except in the sense 

of prioe rises resulting from an unlawful raanipulation of the 

aver-tEe-counter market (through the employment of fictitious 

quotati- in the pink sheets) about which no disclosure was made. 

I 

i 
I 

ORAL REPRESENTATIONS BY THE ALLEGD "CAUSES" EMPWYED 
BY F. S, JOIWS 

I 110. The evidence adduced by the Division in this hearing 

establishes that, in addition to mailing or causing the mailing of 

the above described false and misleading sales literature to persons 

to wham they sold Diversified securities, the salesmen employed by 

F. S. Johns atade oral false and misleading statements and omitted to 

state material facts during the period from January 24, 1961 to 

June 20, 1962 about Diversified's operations, dividends, earnings, 

assets liabilities and capital, management, listing on the "Big 

Boardt' and on the American Stock Exchange, stock splitting, registrar 

and transfer agent, and financial references. In addition they 

made false and misleading statements to the effect that Diversified 

might take over or run a bank in Nassau, and that a hotel or motel 

was being developed by Diversified in Ocala, Florida, and that 

\ -

I 



Diversified had an interest in a shopping center in Florida, In 

I * addition the most persistent and frequent misrepresentation made 

1 by F. S. Johns1 salesmen was that there would be a spectacular 
m 

increase in the price of Diversified stack in a short time. There 
* 

was no basis for making such a representation and it was false 

and misleading. ._ + j 

111. Fmty three witnesses testified that they were sold 
. - '  L l  

I 
I 
I 

Diversified stock by 13 different salesmen emplayed by F. S. Johns, I 
i 

(eight of whom are alleged to be causes in this proceeding) by I 
I -
I ' 

means of false and misleading oral representations. Another witness 1 
I 

; 
bought Diversified stock from ~oklrrs,a salesman employed by Ellis 

Securities. All forty-four purchasers of Diversified securities 
651 

testified in these proceedingsnconcerning the matters set forth 

in paragraph 110 herein. These witnesses were not contradicted by 

any testimony offered by any of the respondents- or by any other 

- --A*.. - - --- -
65/  These witnesges were Henry Slack, Paul Capitella, Antoinette Malo,-

M&chael Stiso, Harry L. Hoffman, Jr., Hans Koester, Georgine Hadjisavas, 
Siegfried Krahforst, Mildred Motyka, Charles Hanus, Jack Hughes, 
Charles McLaughlin, Mrs. Charles Furlong, Martin Munnich, Bert 
Lottman, Henry Geiser, Alex Galle, Robert Hildreth, William 
-Domenico,James R. Summers, Richard Fleischer, Henry D'eMatteirs, 
John Gawdun, John Hein, Roland Roedler, Robert Harris, John L. * 

Huysman, Daniel Covine, Joyce Covine, Robert Krais, John Benedict, 
Anny Benedict, Chester Czyzewski, Harold Dentsman, Norbert Bartell, 
William Kvietkus, Agnes Walmsley, Nicholas Juliano, Ernest Galaida, 
Harry Rekeaseier, Meyer Pitchersky, Margaret Siebert, Harry Sylvester, 
George Haley. The testimony of all these witnesses is fully credited. 

The fourteeq aalesmetx who sold Diversified to the above named in-
dividuals were John Tricoli, Lawrence Tricoli, Harry Rower, Aaron Lichten-
stein, also-knownas Aaron Lang, Salvatore Faciponti, also known 
as Sa1 Pcmti, : E l  Ronald Lappe, Lucas D. Casarella, George Rein, all 
of whola are alleged ftcauses,"Ash, Benner, Laskowitz, Hocklin, and 
Pulnick, who were also F, S. Johns1 salesmen made false and mis-
leading statements regarding Diversified in selling Diversified 
stock to Mrs. Charles Furlong, Galle, Harris, Kvietkus, Daniel 

(Cont'd,) 



testimony in this record. 


112. Many of the witnesses who purchased Diversified had 


received in the mail and sometimes in person one or more pieces 


of false and misleading sales literature distributed by F. S. Johns during 


its distribution of Diversified. This literature together with the 


oral misrepresentations and the false and misleading quotations in 


the pink sheets were all part of an integrated campaign to part 


.gullible investors from their money by selling them Diversified stock. 

The record shows that ac least 25 purchasers, or more than half received 

one or more of the fraudulent pieces of literature described herein- 

above. Stack received the Offering Circular, the prospect^:,, 

News Release dated August 21, 1961, and the Quarter Annual Report. 

Capitella received the undated Special Notice. Malo received the 

Quarterly Report and two brochures relating to Silver Springs Acres. 

Hoffman received the June 1961 letter. Koester received the Quarterly 

Report and literature on Silver Springs Acres. Hatjisavas received 

the Special Bepart. Krahforst received the prospectus. Motyka received 

the June 1961 letter and the August 21, 1961 News Release. Hanus 

-
-65/ (Contimuttion from prev. page) 

a d  Joyce Covine, Bartell, and Juliano. Poulos, who was employed 
by Ellis Securities sold Diversified to Hadjisavas but these six 
salesmen are not alleged nar is it requested that they be found 
to be "causes. " 



received t h e  Prospectus, t h e  Special  Research Report $1.50, the  

News lease of August 21, 1961 and a 4 page brochure and a 1 page 
j 
I 

i 
f l y e r  purporting t o  descr ibe  S i l y e r  Springs Acres. kkmnich received I 

1 

t h e  Formula f o r  Success Bul le t in .  Gal le  received t h e  Quarterly Report, 

and t h e  4 page brochure and 1 page f l y e r  purporting t o  descr ibe  

S i l v e r  Springe. Sunaners received t h e  Quarterly Report tlnd t h e  iI 

2 


1 
prospectus. Ggwdun received the Quar ter ly  Report. Harr is  received 

I 

the  Quar ter ly  Report and 2 brochures describing S i l v e r  Springs. 

Huysaan received t h e  Quarterly Report. Krais received t h e  Quarterly 

Report. John Benedict received the  Prospectus. Anne Benedict received 

t h e  undated News Release and t h e  New Release dated August 21, 1961. 

Czyzewski received a Prospectus. Dentsman received a Prospectus, 

and the  Quar te r ly  Report. Galaida received t h e  News Release dated 

August 21, 1961 and t h e  undated News Release. Rekemeier received 

the  ~ ~ a r t e r l y  Pitchersky received t_he ~ u a r t e r l y  Report. Report. 

Juliana received l i t e r a t u r e  r e l a t i n g  t o  Divers i f ied  from F. S. Johns 

but could not r e c a l l  t h e  l i t e r a t u r e  which he received. 

113. This s a l e s  l i t e r a t u r e  was received by the  above named 

purchasers during a period when F. S. Johns' salesmen weremaking 

o r a l  f d l s e  and misleading statements t o  them. I n  many cases f a l s e  

and misleading representa t ions  w e r e  mad^ ta customers by more 

than cme salesman. Frequently a f t e r  one salesman had ef fec ted  a 

s a l e  of Divers i f i ed  stock,  he o r  another salesman would approach 



- 66 -
the same customer and sell hi; additional shares of Diversified. 

(a) JohnA. Tricoli, Jr. 

114. John A. Tricoli, Jr. in offers and sales of Diversified 

made false and misleading statements to Slack, Capitella, Malo, 

Stiso, Hoffman, Kcrester, Krahforst, Motyka, Mrs. Charles Furlong, 

Munnich, Geiser, Hildreth, Summers, Hein,Roedler, Joyce Covine, &*-

McLaughlin, Dentsman and Sylvester, While John Tricoli testified 

under subpoena served upon him by the Division, he did not contradict 
" I  

the testimony of any of these witnesses who testified as to the false 

and mibleading statements which he had made to them. 

115. John Tricoli represented to Malo that the price of 

Diversified was expected to go up 10 points in 3 or 4 months; repre-

sented'taMotyka that if she held Diversified for 2 or 3 years it 

was going to double or triple; represented to Munnich and Roedler 

that the stock would go to $6 in a very short time; and represented 

to Mrs, Charles Furlong shortly before October 9, 1961 that Diversified 
-

'%ill go to $-5 Elefore the end of the year." John Tricoli also falsely 

represented to Malo, Motyka, Furlong Hildreth, and Dentsman that the 

Diversified Stock he was offering them was priced at the market 

without disclosing that the market price was raised to an artifickally 

high level in major part through a manipulative effort in which F. 

S. Johns was a principal participant. At a meeting of Diversified's 

stockholders in January or February 1962 John Tricoli was asked by 



6 

one of t h e  stockholders how a c e r t a i n  f igure  was ar r ived a t  i n  

s e l l i n g  a stock,  and haw the  market was kept. a t  t h a t  level i f  only 
% 

one brokerage house handled t h e  secur i ty . , '  Jlohn T r i c o l i  answered 

that he had representa t ives  a l l  over. H e  a lga  sa id  t h a t  i f  one 

-
af  h i s  r epresen ta t ives  went i n t o  a brokerage firm down South in- 

d ica t ing  a d e s i r e  t o  sel l  1000 u n i t s  and asked for"a quatat ion,  

t h a t  brokerage f i rm would have t o  c a l l  F. S. Johns fo r  a quata t ion 

because I?. S. Johns was t h e  only one making the  market. Since F. S. 

Johns knew who t h e  person inquir ing w a s  by the  l a rge  amount involved, 

and s ince  F, S, Johns knew t h a t  the  t r ansac t ion  would never take 

place, F. S. Johns gave that brokerage f irm a higher quotation than 

the  p r i c e  a c t u a l l y  being paid f o r  the  stock, John T r i c a l i  sa id  t h i s  

s o r t  of th ing would keep t h e  market high and a l s o  i n t e r e s t  the  

brokerage f irm who wants t o  get  i n t o  it. This explanation of how 

F, S. Johns kept t h e  p r i ce  of  Divers i f ied  a t  a f i c t i t i o u s  o r  an 

a r t i f i c k l l y  high l e v e l ,  while f a r  from complete w a s  r e f l e c t i v e  of 

F. S. Johns' 	 purpose and served t o  appeal t o  the  cupidi ty  of a group 

of unsophist icated inves tors .  

Further i n  about June 1962 John T r i c o l i ,  a t  another Divers i f ied  . 
- -	

stockholders'  meeting, sa id  t h a t  a h o t e l  or  motel was being developed 

i n  the  Ocala, F lo r ida  area  which Divers i f ied  was going t o  be par t  

- a o f ,  t h a t  a bank i n  Nassau may be taken over or  r u n  by Divers i f ied ,  

and a two cent  dividend might be paid t o  stockholders a t  t h i s  t i m e .  

I 

There was no bas is  f o r  any of these  representa t ions  and they w e r e  a l l  

f a l s e  and misleading. 



I 

I 

i 

. - . - -
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1s. John Tricoli had rro reasoaable basis for making the 

predictions uf spectacular increases in the price of Diversified 

which he did ice or for making the representations referred to -

hereinahve a d  such predictians and representations vere false and 

[ 
I 

I 

misleadfng. 

1
1 

117. 'in addition to these dsrepresentations John Tricoli 

made false and misleading statements to Slack relating to Diversified's 

i-arrents in other corp.nies and the dividends ta be expected bg 

investars from Diversified; to Xalo in representing that Diversffied 

wuuld be underwriting other colapantes ; to Hotyka in representing 

~ 

I 

I 

that Diversified mufd show a profit in no time at all and im further 

representing to her that one of Diversified's companies was a car 

rental firm and that Standard Oil was one a£ the companies that used 
661 

their care ; to Mumrich in representing that Diversified BIfght be or 

could be listed on the American Stock Exchange and about the dividends 

that Diversified was going to pay; to Stisa in reWeaenting that 

Diversified was going to purchase a controlling interest in three 

companies which were doing business and had contracts with the 

government, that F, S. Johns couldn't disclose the names of the 
Z 

661 Motyka replied that if Diversified was good enough for Standard-
Oil it was good enough for her. 



companies because if Diversified's competitors heard about it, 

. they vuld get a controlling interest first; and that ance the 

stock is sold and Diversified takes this cont~olling interest, 

there's no telling where the stock will, go; to Capitella in repre- 

senting that Diversified would pay a 10% dividend and to Krahforst 

in representing that Diversified might merge with King Cola Corpora- 

tion. There was no reasunable basis for making any of these 

representations and they were false and misleading. 

1 
1 

I 

i 
i 
1 
i 

(b) Lawrence Tricoli 

118. Lawrence Tricoli in offers and sales of Diversified made 

false and misleading statements to Krahforst, Hughes, Lottman, 

Geiser, Domepico, Galaida, and Daniel Ccrvine. 

119. Lawrence Tricoli made false and misleading statements 

to Galaida in that he represented to him that if he bought Diversified 

stock he could double his mney, that Diversified was a better invest- 
-

ment than any other security he had, and that Diversified would pay 

dividends; in that he represented ta Domenico that Diversified 

. was going to increase in value and the price was going up; in that 

he represented to Daniel Covine that Diversified was a sound business, -
+ 

that the price would go up, and you could make some money, in that' 

he tepresented to Geiser that if he bought Diversified he could 

not go wrong, it was a good stock, and you could make a little money 

on it; in that he represented to Krahfarst that Diversified stock 
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3 

was dokng very w e l l ,  that  Diversified was merging with Si lver  - . .  s : . . . LL 

~ p r i & s  Acres which was building houses on two acre lots or  bett=$ 

that  t i e r e  were a few shares. of cosmm stock left;.@Q, could s e l l  ' 

only a certain amount' per E$ t&r and could sel& &ahforst. only.J * 

100 shares; by the turn of the year the stock &ul4 be open& . 

traded and should break then; and it would 'be the l a p t  chanck.,to. < 

invest more money i n  Diversified; i n  that  a t  a mee\ing of stock- 

'holders i n  January or February 1962 which Hughes st-tended Lawrence .,!fricoli 
I . 

pregidd as president of Diversified and stated that  the outlook,for 

biversif ied was magnificent and that Diversified had done much 

bet ter ' than  anyoxre had anticipated. Lawtence Tr icol i  a l so  falsely 

represented tu  Lottman that he was offering Diversified a t  the 

*bet & t h a t  dieclasing that  the market price was, raised t o  an 

a r t i f i c l a l l y h i g h  level i n  majar part through a manipulative ef for t  

in which F, S. Johns was a principal participant. 

Althbugh bwrence Tricol i  appeared i n  these proceedings 

no evidence was presented i n  contradiction of the testimony o r  

exhibits received i n  evidence, 

(c) Rower 
C 

120. The rmwntradicted t e s t i m y  is that  i n  offering and 

se l l ing  s r w k  of D-iveraified Rawer made fa l se  and misleading s ta te-

mts  ZsGapitella, Kmater, Hqbes, Muxmich, Lottman, Geiser, 

TEeischr,  ,Bpedle, Wahsley and Seibert , a l l  of whose testimony 



was u n c o n t r a d i c t e d  and i s  c r e d i t e d .  

121.Rower r e p r e s e n t e d  t o  Koes te r  t h a t  t h e  p r i c e  of D i v e r s i f i e d  

would go t o  $21; to '  Hughes t h a t  t h e  l a t t e r  cou ld ,  wi thou t  a doubt ,  

a n t i c i p a t e  a r e t u r n  o f  100, perhaps  200 p e r c e n t  on h i s  o r i g i n a l  

d o l l a r  of inves tment  by t h e  end of t h e  y e a r ,  t h a t  D i v e r s i f i e d  would 

double  o r  perhaps  t r i p l e  Pn p r i c e ,  t h a t  Hughes would g e t  350 o r  

400 p e r c e n t  r e t u r n  on h i s  inves tment ,  and t h a t  w i t h i n  a month o r  two 

months Hughes would double  o r  t r i p l e  h i s  inves tment ;  t o  W ~ n n i c h  t h a t  

D i v e r s i f i e d  had p o t e n t i a l  and would r e a c h  $6 p e r  s h a r e  by May, 1962 

and would be worth  between $10 and $15 w i t h i n  a y e a r  o r  a y e a r  and 

a  h a l f .  Rower i n  u r g i n g  G e i s e r  t o  buy a d d i t i o n a l  s h a r e s  of D i v e r s i f i e d  

r e p r e s e n t e d  t h a t  he could g e t  a  b igger  p r i c e  f o r  t h e  s t o c k  i n  6  o r  

7  months, t h a t  i t  would go up t o  5 ,  6 ,  7 ,  8  o r  9  d o l l a r s  i n  a  reason-

a b l e  t ime and t h a t  he should make a l o t  of money by buying more 

D i v e r s i f i e d  s t o c k .  Rower r e p r e s e n t e d  t o  F l e i s c h e r  t h a t  D i v e r s i f i e d  

was going up and would be a h o t  i t e m  soon. l o w e r  t o l d  Roedler i n  

t h e  f a l l  o f  1961 t h a t  i f  he  bought D i v e r s i f i e d  and i f  he could s e e  

h i s  way t o  hold  on t o  t h e  s t o c k  f o r  a coup le  of months p a s t  Chr is tmas 

i t  would p robab ly  h i t  $6 p e r  s h a r e .  Rower t o l d  Walmsley i n  November 

1961 t h a t  w h i l e  D i v e r s i f i e d  was t h e n  s e l l i n g  a t  $2.50 p e r  Share i t  

had every  p r o s p e c t  of going up t o  $10 per  s h a r e  w i t h i n  a few months. 

The f o l l o w i n g  month Rower t o l d  Walmsley t h a t  D i v e r s i f i e d  was going 

from $2-112 t o  $3-112 w i t h i n  a couple  o f  weeks and then  i t  would go 

up f a s t  t o  $8 o r  $10 p e r  s h a r e ,  and t h a t  D i v e r s i f i e d  was going up 

a l l  t h e  t ime.  
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There was no reasonable basis f o r  these representations,  and 

they were all f a l s e  and misleading. , 

Lam. Rower made many other f a l s e  and misleading statements i n  

sell in^ Diversified stock including the following statements made 

t o  Koester. 
67/ 

L23.0ne day a f t e r  Koester had bought various s ecu r i t i e s  fo r  $6,362.50- 

througB F. S. Johns i n  accordance with the suggest5ons of Lapp=, one 
i 

of its regis tered representatives,  Rower to ld  Koestf'er t o  buy dkfferent  

secur ihies  than those he bought through Lappe and &ester wsuld"&e 

$1500 before the year i s  over." Among the s ecu r i t i e s  recommended by 

Bower was Diversified. Koester sold the secur i t i es  bought f-rom Lappe 

and received s l i g h t l y  l e s s  than he paid f o r  them and on October 11, 

1961 purchased 1100 shares of Diversified a t  $2 per share. Rower 

told Koester the market price fo r  Diversified was $2 per shace. 

Shortly a f t e r  being assured by Rower tha t  the price had already gone 

up t o  2 - 3 / 8  and would go up more Koester bought 100 more shares of 
-

Diversified a t  2-3/8 on December 8, 1961. -Shortly thereaf ter  Rower 

told Koester t o  s e l l  the other stocks he owned and buy more shares 

of Diversified because i t  was a very good stock and wouLd go up t o  

21. On March 27, 1962 Koester purchased 300 Diversified a t  5-1/4. -
P 


-67/ Koester, a factory worker came t o  F. S. Johns' t o  buy telephone 
stock. Lappe told him i n  October 1961 tha t  telephone stocks 
were no good today and purchased on h i s  behalf 100 Lanolin 
Plus, 100 Botany Industr ies ,  100 General U t i l i t i e s  and 100 
Eaizabethtown Water. 



In  Apr i l  1962 Rower t o l d  Koester t h a t  D ive r s i f t ed  wanted t o  buy a 

supermarket i n  F lor ida ,  and Divers i f ied  would do p r e t t y  good. Rower 

to ld  Koester t h a t  t he  market p r i c e  on Apr i l  13, 1962 f o r  Divers i f ied  

w a s  4-114 	 and Koester bought 200 sha res  a t  t h a t  pr ice .  La te r ,  Koester 

exchanged 	some of h i s  Divers i f ied  s tock  f o r  l o t s  i n  F lor ida .  

124. Rower's s tatements  a s  t o  the  p r i c e  and the  market p r i c e  of 	 1 
I 

I 
I 

Divers i f ied  were f a l s e  and misleading i n  t h a t  he made such statements  

without d i s c l o s i n g  t h a t  such p r i ces  were a r b i t r a r i l y  f ixed by F. S. 

I 

Johns, and t h a t  such market a s  e x i s t e d ,  was one which w a s  a t  a r t i f i c i a l l y  

h igh  l e v e l s  i n  major p a r t  through a manipulat ive e f f o r t  i n  which F. S. 

Johns was 	a p r i n c i p a l  p a r t i c i p a n t .  I n  a d d i t i o n  a l l  the  o the r  

r ep resen ta t ions  made t o  Koester by Rower were f a l s e  and misleading.  
t 

; c . .  	 125. Hughes had o r i g i n a l l y  made a purchase of 100 u n i t s  of 
1 


. . 	 Diver s i f i ed  through Lappe on March 13, 1961. Beginning i n  the  summer, 1961 

through February 1962 Rower telephoned Hughes 25 o r  30 times. In  add i t ion  -
t o  the  f a l s e  and misleading s tatements  about a spec tacu la r  i nc rease  

i n  the  p r i c e  of Divers i f ied  made by Rower and recounted hereinabove, 

Rower a l s o  to ld  Hughes t h a t  Divers i f ied  was going along very  we l l ,  

b e t t e r  than a n t i c i p a t e d ,  t h a t  t he re  were more reques ts  f o r  the  s tock-
-	 than was a v a i l a b l e  a t  p r i c e s  of $5 t o  $6 t o  $7 per share  and t h a t  


due t o  the  f a c t  t h a t  he w a s  one of the  i n i t i a l  purchasers of Divers i f ied  


- * he might be given an opportuni ty t o  purchase a t  a s p e c i a l  p r i c e  below 

t h a t  which was being asked. Towards the  end of 1961 Rower mentioned 
t 

t h a t  t he  s tock  of ~ i v e r s i f i e dmight s p l i t .  A l l  of Rower's r ep resen ta t ions  



were false and misleading. 


E26. In addition to Rower's false and misleading statements 


concerning a spectacular rise in the price of DiversifLed he also 


told Munnich in March 1962 that Diversified's earnings statement 


was coming out and it showed Diversified was in a pretty good 


position, that the stock had potential, would go up in price and 


Munnich and his wife should buy more shares. A few days later 


Ruwer told Munnich that Diversified's earnings report was favarable 


and earnings were a lot better than in previous years. Later Rower 

I 

told Munnich that due to acquisitions which had already been made, 1 

the earnings would be fantastic. As a result of these statements 


Munnidh bought additional shares of Diversified. There was no 


basis .for these statements and they were all false and misleading, 


127. In March or April 1962 Lottman asked Rower "What have you 

got that's good, that you think I can make some money on." Rower 1 
recommended Diversified and sold 500 shares of Diversified c m o n  -

to him at 2-3/8 per share, and received a confirmation from Johns 

in the mail. Lottman was not told what F. S. Johns was paying for 

Diversified at that time or how it had "rigged" the over-the- 

counter market in the stock. Thereafter Lawrence Tricoli made -
additional false and misleading statements to Lottman and sold 

him additional shares of Diversified. 



128. Rower told Geiser in the summer of 1961 that Diversified 


was a good investment, that if he kept it a little while he would 


make a little money on it later, and that within six or seven 


h 
months he would get a bigger price for the stock. As a result, 


* 
~eiser bought 100 units of Diversified at $5.00 per unit on July 3, 


1961. A few days later Rower called Geiser and told him to buy more 


stock now when it is low and it will go up a few points in a reason- 


able time. As a result Geiser bought 200 more units at $5 per unit 


on July 7, 1961. 


129. The representations were without basis and were false and 

mis lead ing . 
130. Rower called Fleischer on the telephone approximately six 

times towards the end of 1961. Rower told Fleischer at that time 


that Diversified was to be a hot item soon, would be listed very 


shortly, that all stock goes up when it is listed, and that Diversified 

-

was investing in other firms. As a result Fleischer purchased 40 


units of Diversified at $5 per unit. All of these representations 


were false and misleading. 


131. Rower cbntinued to telephone Fleischer on a monthly basis. -
In the course of these telephone conversations Rower said that 


Diversified was expected to pay a 6% dividend, it was a good stock, 


it was going to be listed and it was going up. Fleischer bought 


additional shares of Diversified. 

1 

132. There was no basis in fact for Rower's representations, 


and they were all false and misleading. 




I 

133. Roedler was o r ig ina l ly  John T r i c o l i ' s  customer. Sub-
I 

sequent&y Rower told Roedler he was taking over several  of ~ r q o l i ' s  
' 

a~counts .  Rower f i r s t  suggested tha t  Roedler purchase Packer Super- 
I 

market since i t  would go from eight  t o  twelve. Roedler sold q i s  
I 

Packer Supermarket a t  twelve and l e f t  a l l  the proceeds in  h i s  account 

with F. S. Johns. About the middle of October, 1961 Rower cal led 

Roedler and told him t h a t  he had another good stock cal led Diversified, 

t ha t  Diversified was a small business investment corporation, t ha t  

the money accumulated by Diversified would be used t o  help other  

_--
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companies with f inancia l  problems, tha t  Diversified had a couple of 

investments tha t  looked very good, t ha t  it had grea t  growth potent ia l ,  

t ha t  Roedler would be very impressed when he heard who e l s e  was in-

I 
I 

~ 
I 

volved an t h i s  stock' and t h a t  he would give him a Christmas present 

of one point .  Roedler told Rower tha t  he was involved i n  the purchase 

of a  new home and he would need h i s  money by the end of December and 

Rower said he could get h i s  money out i n  a few days. Rower a l so  sa id  

tha t  i f  Roedler could see h i s  way c l ea r  t o  hold on t o t h e  stock fo r  

a couple of months past Christmas, it would probably h i t  s ix .  Rower 

a l so  told Roedler t ha t  the market fo r  Diversified a t  the time of h i s  

purchase was $2-114. Rower never told Roedler t h a t  Diversified had 

no earnings. 
* 

134. There was no basis  i n  f ac t  fo r  the representations made by 

Rower and' they were a l l  f a l s e  and misleading. In addition, Rower's 

statement a s  t o  the market pr ice was f a l se  and misleading i n  t h a t  

he fai led t o  disclose tha t  such market pr ice was a r b i t r a r i l y  fixed 

by F. S. Johns and was s e t  a t  an a r t i f i c i a l l y  high leve l  i n  major 

par t  through a manipulative e f f o r t  i n  which F. S. Johns was a  

pr incipal  part ic ipant .  



135. During'December 1961 Roedler spoke t o  Rower and to ld  him he 

needed money and wanted t o  s e l l  h i s  s tock  and Rower to ld  him the re  
* 

was no market %or the  s tock  and he couldn' t s e l l  i t .  

% 	 136. Rower telephoned Walmsley i n  November 1961 and to ld  her  he 

had been with F. S. Johns f o r  many years  and would l i k e  t o  s e l l  * 

h e r  a very good s tock  ca l l ed  Dive r s i f i ed ,  t h a t  it would be a very 

good money making prospect and she should buy a s  much as she could, 

t h a t  he cou ld  g e t  it f o r  h e r  a t  $2-112 per  sha re  a n d ' i t  had every 

prospect of going up t o  $10 per  share  wi th in  a' few months. 

137. A l l  of Rower's r ep resen ta t ions  were without foundation 

and were f a l s e  and misleading. 

138. Walmsley ordered 500 shares  a t  $2-1/2 per  share.' On December 14,  

1961 Rower t o l d  he r  t o  send him a check f o r  $1800 which she d id .  

Thereaf ter  she received a confirmation i n  the  mail  f o r  450 shares  

a t  2-3/8 f o r  a t o t a l  of $1,068.75. a 

139. Two weeks t h e r e a f t e r  Rower telephoned calmsley a t  he r  o f f i c e  

t o  t e l l  he r  t h a t  Divers i f ied  was going from $2-1/2 t o  $3-1/2 within 

a couple of weeks, t h a t  Divers i f ied  was a t e r r i f i c  company and a 

good investment,  t h a t  i t  would go up f a s t  t o  $8 o r  $10, and i t  

. -
was going 	on the  Big Board. 

140. There 	was no bas i s  i n  f a c t  f o r  any of these s tatements  and they 
$ 

were a l l  f a l s e  and misleading. 

http:$1,068.75
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141. & a r e s u l t  Walmsley mailed a check dated January 1, 196.2 

. . 
I 

1 


I 


f o r  $787 t o  F. S. Johns and received a confinnation from F, S, I 


- I 
I 


Johns f o r  250 shares of Diversif ied aq $3-112 per share. Rower 
I 


\ i 

\ I


to ld  h i r  t h a t  the  best  p r i c e  he could g e t  on Diversif ied was $3-112 - 1 

per shrjre s ince  it had gone dp from,,$2 J112. A week l a t e r  Wahsley 

1 

4 

cal1ed:Rower and asked how Diversif ied was doing and Rower s a i d  i t  

was going up a l l  the  time. Walmsley asked Rower how many shares of 
t B 

.Diversif ied she would g d t  and he sa id  1,000 shares.  She had 
. 

received confirmations f o r  only 700 shares and c e r t i f i c a t e s  f o r  only , 

450 shares and those were received i n  the  summer of 1962. 

142. Walmsley ca l l ed  Lawrence T r i c o l i  but he to ld  her  he could not  

do anything about the  shares owed t o  her s ince  the  books had been 

taken by the  S.E.C. 

143. During the f i r s t  two weeks of November, 1961 Rower t e l e -  

had a good stock i n  Divers i f ied ,  t h a t  F. S. Johns w a s  s e l l i n g  it t o  

i t s  s e l e c t  custon)ers, and he wanted her t o  be i n  on it. Except f o r  

the a s s e r t i p n  t h a t  he wanted Mrs. Sdebert i n  on i t ,  Rower's statements 

were without foundation and were f a l s e  and misleading. -

phonedVMrs. SiCbert four o r  f i v e  times. Rower to ld  he r  t h a t  he 

144. Mrs. S ieber t  $old Rower t h a t  she had a l i t t l e  money t h a t  she 

had inher i ted  from her  f a t h e r  and was keeping it t o  send her  son 

t o  college.  
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145. Rower to ld  he r  Divers i f ied  was j u s t  t he  th ing  f o r  her ,  t h a t  

he could guarantee t h a t  she would double o r  t r i p l e  he r  money, and 

she would only  have t o  keep i t  a few months, and she could s e l l  

i t  and g e t  h e r  money back. He a l s o  t o l d  h e r  on h i s  word of honor 

and h i s  Mother's honor she cou ldn ' t  l o s e - h . ~ rmoney. 

146. These s ta tements  were a l l  without  foundat ion and were f a l s e  

and misleading. 

147. Rower a l s o  t o l d  Mrs. S i e b e r t  t h a t  F. S. Johns w a s  having a 

con tes t  over t h e  Christmas hol idays and he had f i v e  ch i ld ren  and 

the  money would come i n  handy. 

148. A s  a r e s u l t ,  M r s .  S i ebe r t  purchased 400 shares  of Divers i f ied  

a t  2-318 on December 7,  1961, and received confirmation i n  t h e  1 

m a i l  but did n o t  r ece ive  h e r  c e r t i f i c a t e s  u n t i l  March o r  Apr i l  1962 a f t e r  

s e v e r a l  demands made upon F. S. Johns by h e r  husband and h e r s e l f .  
8 / 

149. In May 1963 John T r i c o l i  asked M r s .  S i ebe r t  i f  she had received -

a ques t ionnai re  from the  S.E.C. She t o l d  him she had received :such 

ques t ionnai re  and had to ld  the  t r u t h .  John T r i c o l i  then s a i d ,  

"You're n o t  making it very good f o r  u s  by f i l l i n g  i t  out  t h a t  way." 

150. (d) L ich tens t e in ,  a l s o  known a s  Lang + 

In e a r l y  May 1962, some e i g h t  months a f t e r  Rower had s e n t  

C a p i t e l l a  a con£ irmation f o r  200 shares  of  Divers i f ied  which c a p i t e l l a  




