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UNITED STATES OF AMERICA 

Bef cre t h e  


SECLRITLES AND EXCHMGE COMMISSION 


I n  t h e  Matter of 

HAYDEN LYNCH h CO. , INC. . 

134 South LaSal le  S t r e e t  

Chicago, I1l i n o i s  


( F i l e  No. 8-11990) 

RECOMMENDED DECISION 

BEFORE: Samuel Binder,  Hearing Examiner 

APPEARANCES: M e l v i l l e  B. Bowen, Jr. ,  B. Joan Holdridge and 
Michael J .  Lane, Esqs. ,  f o r  t h e  Div i s ion  of  
Trading and Markets 

Ralph G .  Schern, Eaq. f o r  Hayden Lynch & Co., Inc. 

Hayden Leason, p r o  se .  



The S e c u r i t i e s  and Exchange Commission (wCommission@l) 

i n s t i t u t e d  p r i v a t e  proceedings on June  19, 1964, pursuant  to 

S e c t i o n  15(b) of t h e  S e c u r i t i e s  Exchange Act of 1934 ("Exchange Acta0)  

to determine whether t h e  a p p l i c a t i o n  o f  Hayden Lynch h Co., Inc .  

("Hayden Lynchw o r  aaappi icanto ' )  t o  become r e g i s t e r e d  as a broker-

-1/ 
dealer should be gran ted  o r  denied. 

At t h a t  t i m e  Sec t ion  15(b)  provided i n  p e r t i n e n t  p i r t  t h a t :  

WThe Commission s h a l l ,  a f t e r  a p p r o p r i e t e  n o t i c e  and 
oppor tun i ty  f o r  hea r ing ,  by o r d e r  deny r e g i s t r a t i o n  . . . 
to any  broker o r  d e a l e r  i f  it f i n d s  t h a t  such d e n i a l  . . . i s  i n  
t h e  p u b l i c  i n t e r e s t  and t h a t  ( 1 ) ... any person d i r e c t l y  o r  
i n d i r e c t l y  c o n t r o l l i n g  ....such broker  o r  d e a l e r  whether 
p r i o r  o r  subsequent t o  becoming such ...(Dl has  w i l l f u l l y  
v i o l a t e d  any p rov i s ion  of t h e  S e c u r i t i e s  A c t  of 1933, as 
amended, o r  of t h i s  t i t l e  o r  of any r u l e  o r  r e g u l a t i o n  
thereunder . . ."  

The D i v i s i o n  of Trad ing  and Markets division*^) charged 

t h a t  Hayden Lynch Leason (a*Leasont*), t h e  p r e s i d e n t ,  a d i r e c t o r  and 

owner of 100 per  c e n t  of t h e  s t o c k  of  t h e  a p p l i c a n t ,  and i t s  c o n t r o l -

l i n g  person,  d u r i n g  t h e  per iod  from approximately September 1, 1959 

The Coramission's o r d e r  conta ined  a p rov i s ion  r e q u i r i n g  a p re l imina ry  
hea r ing  t o  determine whether i t  was i n  t h e  publ ic  i n t e r e s t  o r  f o r  
t h e  p r o t e c t i o n  of i n v e s t o r s  t o  postpone t h e  e f f e c t i v e  d a t e  of a p p l i -
c a n t ' s  r e g i s t r a t i o n  u n t i l  f i n a l  de te rmina t ion  of t h e  ques t i on  of 
d e n i a l .  Hcwever, a f t e r  a s t i p u l a t i o n  was en te red  i n t o  by t h e  a p p l i -  
c a n t  and counsel  f o r  t h e  D iv i s ion  of Trad ing  and Markets,  t h e  Com- 
miss ion ,  on J u l y  b ,  1964, i s sued  i t s  o rde r  pursuant  t h e r e t o  
provid ing  t h a t  r e g i s t r a t i o n  a s  a broker -dea le r  of Hayden Lynch & Co., 
I n c .  would be de fe r r ed  u n t i i  f i n a l  de te rmina t ion  by t h e  Commission 
whether  o r  no t  such r e g i s t r a t i o n  should be denied.  

-21 The Cornmission's o rde r  was i s s u e d  p r i o r  t o  t h e  r e c e n t  amendments t o  
t h e  Exchange Act and t h e  p rov i s ion  quoted is set f o r t h  as i t  appeared 
p r i o r  t o  i t s  amendment. 



to approximately April 1, 1960, had willfully violated Section 17(a) 


of the Securities Act of 1933 ("Securities Acttt) and Section lO(b) of 


the Exchange Act and Rules lob-5 and lob-6 adopted thereunder while 


engaged in the sale, purchase, and distribution of the Becurities of 


Amphibious Boats, Inc., a Texas corporation. A hearing with regard 


to these charges was held and was concluded on September 14, 1964. 


The Division filed o motion on October 13, 1964 in which, 

among other things, it sought to reopen the hearing and upon such 

rehearing to amend the Commission's order of June 19, 1964, by adding 

thereto allegations that Leason had willfully violated Section 5(a)(l) 

of the Securities Act and Section 15(c)(l) of the Exchange Act and 

Rules 15cl-2(a) and (b) adopted thereunder, in connection with trans- 

actions in the securities of Amphibious Boats, Inc., from approximately 

September 1, 1959, to approximately April 1, 1960, i.e., during the 

same period as that set forth in the Commission's order of June 19, 1964. 

In substance, the Division's motion was one to conform the 


pleadings to the proof which had already been adduced during the hearing 


which had been concluded earlier. 


The Division's motion was grantea by the hearing exminer 


over the opposition of the applicant and Leason, and an order was 


issued on October 27, 1964 which provided Leason and the applicant the 


opportunity to present rebuttal evidence at such reopened hearing con- 


cerning the additional allegations as well a8 the opportunity to file 




additional findings of fact, conclusions of lav, and a further brief 


at the conclusion of the reopened hearing related to such allega- 


-31 
tions. 

The hearing examiner issued a number of subpoenas at the 


request of Leason for witnesses who were called by him at the reopened 


hearing which was concluded on March 22, 1965. 


Voluminous proposed findings and conclusions and briefs 


were filed by the Division, the applicant and Leason after the con- 


clusion of the first hearing, and additional proposed findings and 


conclusions and supporting briefs were filed by all these parties 


following the conclusion of the reopened hearing. 


Principal Issues 


The principal issues in this proceeding are whether Leason 


willfully violated the provisions of Sections 5(a)(l) and 17(a) of the 


Securities Act, Sections lO(b) and LS(c)(L) of the Exchange Act, 


-3/ In this connection, it is noted that the briefs of the Division, the 
applicant, and Leason initially submitted herein prior to the re- 
opening of the hearing as well as those finally submitted contained 
arguments which were addressed to the problem whether Leason had 
violated the registration provisions contained in the Securities k t .  



and Rules lob-5, lob-6 and 15c l -2 (a )  and (b) adopted thereunder  i n  

connect ion wi th  t h e  s a l e ,  purchase and d i s t r i b u t i o n  of t h e  s e c u r i t i e s  

of Amphibious Boats ,  Inc .  acqui red  by Leason and Leason 6r Company and 

s o l d  t o  t h e  publ ic  i n  s e v e r a l  s t a t e s  dur ing  a per iod  extending from 

approximately September 1,  1959 to .approximate ly  Apr i l  1, 1960; and, 

i f  he v i o l a t e d  any o r  a l l  of such provis ions ,  whether i t  would be i n  

t h e  pub l i c  i n t e r e s t  t o  deny r e g i s t r a t i o n  as a broker -dea ler  t o  t h e  

a p p l i c a n t .  

The fo l lowing  f ind ings ,  conclusions,  and recommendations 

of  t h e  b e a r i n g  examiner a r e  based upon t h e  record  i n  t hese  proceedings,  

i nc lud ing  t h e  testimony of  t h e  wi tnesses  and t h e  e x h i b i t s  introduced 

d u r i c g  t h e  hear ing .  The h e a r i n g  examiner has  a l s o  f u l l y  considered 

al l  t h e  proposed f i n d i n g s  of f a c t  and conclusions of law and t h e  

Support ing b r i e f s  which have been f i l e d  i n  t h i s  proceeding. 

I, WILLFUL VIOLATIONS OF SECTION 5(a) (11  UNDER 
SECURITIES ACT 

1. The uncont rad ic ted  evidence i n  t h i s  case showe, among o t h e r  

t h i n g s  (1) t h a t  Leason acqui red  20,000 sha re s  of Amphibious s tock  i n  

-4/ 
October,  1959; (2 )  t h a t  50,000 newly i ssued  sha re s  of Amphibious were 

-4/ I n  d i scuss ing  t h e  evidence presented i n  t hese  proceedings by t h e  
Division.Leason, a t  page 7 of  h i s  r e p l y  b r i e f ,  da ted  December 16, 
1964 conceded t h a t  "Hayden Leaeon d i d  purchase 20,000 sha re s  o f  
s t o c k  i n  October 1959," 



i s sued  by t h e  Company on November 19, 1959 a t  a p r i c e  of $2.55 per  
5/ 

s h a r e  (i.e. at a p r i c e  s u b s t a n t i a l l y  below t h e  then  market price), 

Leason r ece iv ing  t h i r t y  thousand sha re s ,  t h e  balance being i s s u e d  

t o  fou r  persons des igna ted  by him as follows: Geary Lenson, 2,000 

s h a r e s ,  Glen Eeason, 5,000 shares ;  Arthur Thomson, 1,000 sha re s ;  
-6/ 

and Henry Steinmetz,  12,000 shares ;  and (3) t h a t  Amphibious pur- 

suan t  t o  a motion made on harch  14, 1960 a t  a board of d i r e c t o r s  

meeting by Leason ( t h e n  a d i r e c t o r  of Amphibious) r a t i f i e d  t h e  a c t i o n  

of  t h e  board i n  i s s u i n g ,  as of February 15, 1960, $75,000 i n  6% bearer  

debentures  immediately c o n v e r t i b l e  i n t o  common s tock  of t h e  company 
7 /  

at t h e  op t ion  of t h e  bearer  at t h e  rate of $2.50 per  s h a r e ,  ( i . e .  a t  

a p r i c e  which was s u b s t a n t i a l l y  below t h e  then market p r i c e  of t h e  

s tock) .  The Board 's  a u t h o r i z a t i o n  f o r  t h e  i s suance  of  t h i s  s t o c k  

provided t h a t  t h e s e  s h a r e s  were t o . b e  rece ived  by only  seven people 
-8/ 

who were t o  be members of  t h e  Board o r  t h e i r  designees.  Twelve 
I) 

-5 / See Hayden Leason Ex. 6. 

-6 /  See Divis ion  Exh ib i t s  35, 38, 56 and 57. 

-7/ Under Sec t ion  2 (3 )  of t h e  S e c u r i t i e s  Act t h e  s a l e  of debentures  
which a r e  immediately c o n v e r t i b l e  i n t o  common s tock  involves  a 
concurrent  o f f e r i n g  of t h e  underlying s tock .  

-8 /  See Div is ion  Exh ib i t s  36, 40. 



thouaand f i v e  hundred d o l l a r s  i n  such deben tu r e s  were i s s u e d  t o  

9/ 


Leason 6 CO.-and acidit ionti1 deben tu r e s  were a c q u i r e d  by f o u r  o t h e r  


pe rsons  who purchased t h e  s e c u r i t i e s  f o l l owing  t h e  recommendation 

of Leason. 

10/ 


2. The uncontradicted-evidence i s  t h a t  l e a s o n  p e r s o n a l l y  and  

Leason & Co., a b roke r -dea l e r  c o n t r o l l e d  by Hayden Leason 's  f a t h e r .  

-11/ 
a i d e d  and a b e t t e d  by Hnyden Leason, engaged i n  8 wide p u b l i c  d i s t r i -  

-9/ D i v i s i o n  E x h i b i t s  36, 40 and 59. 

-10/ Leason t s  c o n t e n t i o n s  as t o  t h e  a v a i l a b i l i t y  of exemptions from 

r e g i s t r a t i o n  under t h e  Act,  upon which he  r e l i e d  were wi thout  

merit and t hey  w i l l  be d i s cus sed  h e r e i n a f t e r .  None of t h e  s h a r e s  

of Amphibious was ever  r e g i s t e r e d  under t h e  S e c u r i t i e s  Act of 

1933. Leason cla imed t h a t  an  exemption under S e c t i o n  3 ( a ) ( l l )  


* 	
of t h e  Act was a v a i l a b l e  f o r  t h e  20,000 s h a r e  block he had ac -
q u i r e d  i n  October ,  1959; and t h a t  a " p r i v a t e  o f f e r i n g t '  exemp- 
t i o n  under S e c t i o n  4 ( 1 )  of t h e  Act was a v a i l a b l e  f o r  t h e  50,000 
s h a r e s  which had been i s sued  by Amphibious i n  November, 1959, 
and f o r  t h e  deben tures  and t h e  unde r ly ing  s t o c k  of Amphibious 
which had been i s s u e d  by t h e  company as of February 15,  1960. 
I n  a d d i t i o n ,  h e  c la imed t h a t  an  exemption under S e c t i o n  4 2 )  
of t h e  Act was a v a i l a b l e  f o r  h i s  t r a n s a c t i o n s  i n  ~ m p h i b i o u s  
s t o c k  made through Tegtmeyer & Co., a broker  d e a l e r  i n  Chicago, 
I1l i n o i s .  

-11/ The Commission i n  Bur ley  & Co., 23 S.E.C. 461, f n .  1, h e l d  ". . . 
t h a t  anyone who a i d s  and a b e t s  a n o t h e r ' s  v i o l a t i o n s  of a l a w  h a s  
h imse l f  v i o l a t e d  t h a t  law. Bogy v.  U.S., 96 F. 2d 734 (C.C.A. 6,  
1938);  Alexander v .  U.S., 95 F. 2d 873, 879 (C.C.A. 8, 1938);  
Greenberg v .  U.  S. ,  297 F. 45,  48 (C.C.A. 8 ,  1924) . . .I' I n  Henry 
F r i e d l a n d e r  e t  a l ,  2 S.E.C. 531, t h e  Commission s a i d  at  page 540, 
"Henry F r i e d l a n d e r  i s  shown by t h e  ev idence  t o  have induced ,  a i d e d  
and p a r t i c i p a t e d  i n  t h i s  v i o l a t i o n  of S e c t i o n  5 ( a )  of t h e  Secu r i -  
ties Act of  1933, and is  t h u s  a p r i n c i p a l  under  t h e  t e rms  of Sec-  
t i o n  332, Uni ted S t a t e s  Criminal  Code (Sec.  550 U.S.C.A., T i t l e  18). 
T h i s  s e c t i o n  r e a d s  i n  p a r t  as fo l lows :  'Whoever . . . a i d s ,  a b e t s ,  
c o u n s e l s ,  comtnnnds, i nduces ,  o r  p rocu re s  . . . t h e  commission of 
any o f f e n s e  de f i ned  i n  t h e  l a w  of  t h e  Uni ted S t a t e b  i s  a p r i n c i p a l . '  
Accordingly,  he iei l i a b l e  as such." ( C i t i n g  ca se s ) .  



12/ 
b u t  ioneof t h e s e  s e c u r i t i e s  between approx imate ly  September 1, 1959 

and  A p r i l  1, 1960. 

3. At tached  h e r e t o  and made a n  i n t e g r a l  p a r t  o f  t h e s e  f i n d i n g s  

are Appendices A through E i n c l u s i v e  which r e f l e c t ,  among o t h e r  

t h i n g s ,  t h e  w i d e  p u b l i c  d i s t r i b u t i o n  o f  u n r e g i s t e r e d  Amphibious s t o c k  
13/ 

made by Hayden ~eason-and by Leason 6 Co,, a i d e d  and a b e t t e d  by 
-14/ 

Hayden Leason. 

4. On November 19, 1959 ( t h e  same day  that Amphibious i s s u e d  

50,000 s h a r e s  t o  Hayden Leason and h i s  de s ignees )  Harvey G. Leason 

-12 /  I n  connec t ion  w i th  t h e  meaning of  t h e  t e rm " d i s t r i b u t i o n "  as 
employed here inabove ,  r e f e r e n c e  is  made t o  Oklahoma-Texas T r u s t ,  
2 S,E.C. 764, an  e a r l y ,  well-known, and f r e q u e n t l y  c i t e d  o p i n i o n ,  
i n  which t h e  Commission po in ted  o u t  a t  page 769 t h a t  lwDis t r i bu -  
t i o n '  a l t hough  no t  e x p r e s s l y  d e f i n e d  i n  t h e  Act comprises  t h e  
e n t i r e  p rocess  by which i n  t h e  c o u r s e  of a p u b l i c  o f f e r i n g  a 
b l o c k  of s e c u r i t i e s  is  d i s p e r s e d  and u l t i m a t e l y  comes t o  rest 
i n  t h e  hands of  t h e  i n v e s t i n g  p u b l i c  . . . It i s  a p roce s s  wi th -  
o u t  f i n i t e  boundar ies  and o f t e n  i n c l u d e s  one  o r  more ' r e d i s -
t r i b u t i o n s '  by which p o r t i o c s  of t h e  i s s u e  a r e  repurchased  from 
s p e c u l a t i v e  buyers  o r  s o - c a l l e d  'weak hands , '  w i t h  a view t o  
replacement  w i th  permanent inves to rs . "  

-13/ See p a r t i c u l a r l y  Appendices C  and D, 

-14/ These appendices  a r e  s e l f - e x p l a n a t o r y  and were s e t  f o r t h  as p a r t  
o f  t h e  D i v i s i o n ' s  proposed f i n d i n g s  and conc lu s ions  and suppo r t -  
ing b r i e f  f i l e d  h e r e i n .  Among o t h e r  t h i n g s ,  i t  should  be no t ed  
t h a t ,  c o n t r a r y  t o  Leason ' s  con t en t i ons  i n  h i s  b r i e f ,  t h e  f a c t s  
as t o  each one of t h e  s a l e s  end purchases  of  Hayden Leason per-  
s o n a l l y  and Leason & Co, of Amphibious s t o c k  s e t  f o r t h  i n  t h e s e  
appendices  w a s  d e r i v e d  from one or more of t h e  e x h i b i t s  r e c e i v e d  
i n  ev idence  i n  t h i s  proceeding.  



p r e s i d e n t  of  Leason 6 Cornpony, addressed  a letter t o  Wm. H. Tegtmeyer 

& Company (Tegtmeyer l ,  a b roke r -dea l e r  f i r m  i n  Chicago, which au tho r -  

ized t h a t  firm t o  open a n  account  f o r  Hoyden Leason s o  t h a t  he  cou ld  

t r a d e  i n  t h e  s e c u r i t i e s  of Amphibious Boats ,  Inc .  and t h e r e a f t e r  

Tegtmeyer i n  connec t ion  w i t h  t h e  s a l e  and purchase of  Amphibious 
-15/ 


s t o c k  a c t e d  as broker -dea le r .  f o r  Hayden Leason. S h o r t l y  a f t e r  


opening h i s  account  w i t h  Tegtmeyer, Leoson began s e l l i n g  and buying 
-16/ 

l a r g e  q u a n t i t i e s  o f  Amphibious Boat s tock .  

5. Char les  G. Scheuer ,  t h e  hend of  t h e  t r a d i n g  depar tment  f o r  

T e g t m e y e r , t e s t i f i e d  t h a t  t h e  on ly  customer who d e a l t  w i t h  h i s  f i r m  

i n  r e g a r d  t o  t h e  purchases  and s o l e s  of  Amphibious s t o c k  was Hayden 

Leason. He also t e s t i f i e d  t h a t  Tegtmeyer placed q u o t a t i o n s  i n  t h e  

"pink shee t s"  (Na t i ona l  Da i l y  Quota t ion  S h e e t s )  r e l a t i n g  t o  Amphibious 

s t o c k  and i n  t h i s  connec t i on  t h e  f i r m  would check t h e  market p r i c e  

of t h e  s t ock .  However, t h e  q u o t a t i o w  put  i n  t h e  p ink  s h e e t s  by Tegtmeyer 

were Always c l e a r e d  w i th  Hayden Leason. A t  t h e  time Tegtmeyer was a c t i n g  

f o r  Leason t h e  f i r m  d i d  no t  know he  w a s  a d i r e c t o r  o f  Amphibious and 

never  knew of any c l a i m  t h a t  any Amphibious s t o c k  had been i s s u e d  i n  

r e l i a n c e  upon a " p r i v a t e  o f f e r i n g "  exemption. 

6. I n  connec t ion  w i th  t h e  50,000-share i s s u e  o f  Amphibious s t o c k  

i n  November 	 1959 t h e  f a c t s  were t h a t  Hayden Leason approached Vernon 
17/ 

~hom~son - in  October 1959 and t o l d  him t h a t  t h e r e  would be a new s t o c k  

-IS/  E x h i b i t  30. 

-16/ See  p a r t i c u l a r l y  Appendices C and D a t t a c h e d  he r e to .  

-17/ Thompson w a s  a shop foreman i n  a p l a n t  t h a t  made k i t c h e n  c a b i n e t s  
and baa v e r y  l i t t l e  expe r i ence  i n  t h e  s e c u r i t i e s  b u s i n e s s  and had 
never  bought newly i s s u e d  s t o c k  p r i o r  t o  h i s  purchase of  Amphibious. 



o f f e r i n g  i n  t h e  nea r  f u t u r e .  Thompson t e s t i f i e d  t h a t  a f t e r  h i s  conver-

s a t i o n s  w i th  Leason he  borrowed monq from t h e  Con t inen t a l  I l l i n o i s  

Na t i ona l  Bank & T r u s t  Co. of Chicago and bought 5,000 s h a r e s  of  Amphi- 

b ious  s t o c k  on December 17,  1959 f o r  $3 a s h a r e  from Leason & Company. 

7; These 5 ,000 s h a r e s  were a p a r t  o f  t h e  30,000 s h a r e s  a cqu i r ed  

by Hayden Leason on November 19,  1959. T h e r e a f t e r  and on J anua ry  1, 

1960 Vernon Thompson and h i s  w i f e ,  A l i c e  Thompson, s i gned  a letter 

add re s sed  t o  Hayden Leason r e a d i n g  i n  p e r t i n e n t  p a r t  t h a t  "In connec-

t i o n  w i th  t h e  purchase  o f  5,030 s h a r e s  of  t h e  common s t o c k  of  Amphi- 

b ious  Boa ts ,  I nc .  which w e  have consummeted, . . ."they were t a k i n g  such  

"shares  f o r  investment  and no t  f o r  resale." Thompson d i d  not c o ~ p o s e  
-18/ 

t h i s  . letter but had r e c e i v e d  i t  from Hayden Leason i n  t h e  m a i l  and 
. . . .  . 

r e t u r n e d  i t  t o  him. A d e a l e r  con f i rma t ion  cover ing  s h a r e s  o f  Amphibious 

w a s  i s s u e d  t o  Vernon Thompson d a t e d  February 24, 1960 by Leason & 

-19/ 
Company c a r r y i n g  a n o t a t i o n  t h a t  "Hayden" w a s  t h e  sa lesman.  On t h e  

back of t h i s  con f i rma t ion  i n  Thompson's handwr i t ing  a p p e a r s  a n o t a t i o n .  

as t o  h i s  purchaees  and sales of  Amphibious s e c u r i t i e s  as fol lowa:  

Bought 12/ 17/59 5000 @ 3.00 T o t a l  15,000 

Sold- 1/11/60 1000 @ 
1/12/60 1000 @ 
1/22/60 1000 @ 
2/24/60 1000 @ 
2/26/60 1000 @ 

-18/ Div. Ex. 211. 

19/ Div. Ex. 210.-



6 ,  Thompson t e s t i f i e d  t h a t  t h e  5,000 sha res  which he obta ined  

were s o l d  t o  Leason and Company a t  t he  tfmes and a t  t h e  p r i c e s  ind ica t ed  

by t h e  n o t a t i o n  quoted hereinabove and t h a t  Hayden Leason was the  

person through whom h i s  s a l e s  of Amphibious were made a f t e r  Hayden 

Leason had informed hiffi of t h e  r ap id  r l s e  i n  the  market p r i c e  of t h e  

s tock .  

9. The t h i r d  block of Amphfbioue s e c u r i t i e s  descr ibed  hereinabove 

w e  B i s sued  when t h e  Board of D i rec to r s  of Amphibious i n  Harch 1960 

approved Hayden Leason's motion f o r  t h e  i ssuance  of $75,000 i n  62 bearer  

deben tu res  as of February 15, 1960 immediately c o n v e r t i b l e  i n t o  common 
-20/ 

s tock .  I n  connect ion with Leason's motion t o  i s s u e  t h e  $75,000 i n  

c o n v e r t i b l e  debentures ,  i t  i s  noted t h a t  t h e  co rpora t e  r e s o l u t i o n  

- r e s u l t i n g  therefrom included a provis ion  t h a t  such debentures were t o  

be d e l i v e r e d  t o  members of t h e  Board o r  t h e i r  designees. As a r e s u l t  

o f  Leason's a c t i v i t i e s  $27,500 i n  bearer  debentures  were converted on 

o r  about ) a r c h  25, 1960 i n t o  11,000 sha res  of common s tock  o f  Amphibious 

Boats. The records  of t h e  Texas Bank & Trus t  Company, t r a n s f e r  agent  

f o r  Amphibious, shows t h a t  c e r t a i n  of t hese  debentures  numbered 1 through 

S i n c l u s i v e  i n  t h e  amount of $2500 each were i ssued  i n  t h e  name of 

Lesson & Company by t h e  Texas Bank pursuant t o  t h e  d i r e c t i o n  of Amphi- 

bious Boats and were immediately converted i n t o  5,000 sha res  of Amphi- 

b ious  common stock.  These sha res  were then de l ive red  t o  Denson, Inc , ,  

-20/ Exh ib i t s  35,  56 and 59, 



a company not  o therwise  i d e n t i f i e d  i n  t h e  record .  

10. There  uas  no proof o r  evidence t h a t  e i t h e r  Leason B Co. 

or Denson took t h e s e  s e c u r i t i e s  f o r  investment and not  f o r  resale. 

11. Leaeon c a l l e d  Wi lber t  Cooper as a wi tness  i n  t h i s  proceeding. 

H e  t e s t i f i e d  r e l a t i v e  t o  h i s  a c q u i s i t i o n  of  Amphibious debentures ,  

t h e i r  conversion i n t o  common s t o c k  and t h e  d i s p o s i t i o n  of such s tock .  

12. Wi lber t  Cooper was i s sued  debentures  Nos. 12, 13, 14, 15 

-and 16 i n  t h e  amount of $2,000 each. These were converted i n t o  4,000 

-21/ 
s h a r e s  of s tock .  

13. Cooper was a member of an investment c l u b  t o  which Leason 

also belonged. Cooper bought h i s  debentures  fo l lowing  a  recommendation 

t o  buy such s e c u r i t i e s  maae by Hayden Leason. He r e c a l l e d  t h a t  t h r e e  

s t h e r  persons ,  a11 members of t h e  investment c lub ,  p a r t i c i p a t e d  i n  

t h e  purchase of t h e s e  s e c u r i t i e s  a t  t h e  t i m e  and t h a t  tlre "four . . . 
i n d i v i d u a l s  p r c h a s e a  them together ."  

14. The documentary evidence i n  t h i s  connect ion shows t h e  i s suance  

of a $5,000 debenture  t o  Frank Beazley, a $12,500 debenture  t o  J ack  A. 

Tucker and a $12.500 debenture  t o  I. Harko. Beazley converted h i s  

debenture  t o  2,000 s h a r e s  of s t ock ,  and Tucker and llarko each converted 

-22/ 
t h e i r  debentures  i n t o  5,000 s h a r e s  of s tock .  A l l  convers ions  took 

p l a c e  on March 25, 1960. A l l  t h e s e  s e c u r i t i e s  were subsequent ly  s o l d  

PO t h e  publ ic .  

-21/ Div. Exhib i t  56. 

-22/ I b i a .  



- - 

1 5  Cooper t e s t i f i e d  t h a t  wh i l e  Leason t o l d  him t h e s e  debentures  

were t o  be h e l c  f o r  investment he d i d n ' t  " th ink  Lhis i  i n t e n t  was t o  

ho ld  t h e s e  debentures  f o r  s e v e r a l  years .  The i n t e n t  w a s  t o  ho ld  it 

a n d  watch t h e  market and s e e  i f  t h e r e  w a s  e movement i n  t h e  common 

s t o c k  p r i c e ,  a t  which t ime t h e  i n t e n t  w a s  t o  sell." According t o  t h e  

wi tness  t h i s  i s  what he meant when he took t h e  s t o c k  f o r  investment .  

H e  l a t e r  t e s t i f i e d  t h a t  h i s  i n t e n t i o n  when he  took t h e  s t o c k  was 

t h a t  i f  t h e  market showed a good rise he would se l l  it. He a l s o  s t a t e d  

t h a t  h e  bought t h e  s t o c k  t o  make a p r o f i t  as q u i c k l y  as p o s s i b l e  and 

t h a t  s o  f a r  as he  w a s  concerned t h e r e  w a s  no d i f f e r e n c e  between t a k i n g  

for investment and t a k i n g  f o r  a qu ick  p r o f i t .  Cooper a l s o  t e s t i f i e d  

t h a t  a t  t h e  t ime h e  bought t h e  c o n v e r t i b l e  debentures  he  had a 

conve r sa t i on  with Leason and Leason t o l d  him t h a t  ". . . t h e  s t o c k  

was good, t h a t  i t  would move, t h a t  t h e  debentures  were be ing  s o l d  a t  

a good p r i c e ,  t h a t  w e  should expect  to sel l ,  conver t  and sel l  i n  t h e  

n e x t  few days and t h a t  t h e r e  could be a rise i n  t h e  near  f u t u r e  . . , .81 

16. In  connect ion wi th  t h e  r e l a t i v e  s i z e  of Leason's ope ra t i ons  i n  

Amphibious, i t  should be kept  i n  mind t h a t  i n  October 1959 Amphibious on ly  
-23/ 

had 53,000 sha re s  ou ts tanding .  Leason 's  October,  1959 a c q u i s i t i o n  con-

s t i t u t e d  approximately 40% of t h e  company's then  ou t s t and ing  s tock .  Fur ther  

t h e  next  t ime Amphibious increased  i t s  au thor ized  c a p i t a l i z a t i o n  w a s  i n  

-23/ See Div. Ex. 35, Minutes of s t ockho lde r s '  meeting of June 8, 1959. 



November 1959 when t h e  company i s sued  and Leason and h i s  des ignees  

acqu i r ed  50,000 a d d i t i o n a l  shares .  

17. The tes t imony of P h y l l i s  Kathar ine Altman (Altman), a 

s e c r e t a r y  employed by Leason & Co., who a l s o  a c t e d  i n  a supe rv i so ry  

c a p a c i t y ,  and took d i r e c t i o n  from Hsyden Leason and h i s  f a t h e r  i s  

Impor tan t  no t  on ly  i n  r ega rd  t o  Leasonas  persona l  a c t i v i t i e s  i n  

d i s t r i b u t i n g  t h e  s t o c k  of Amphibious bu t  a l s o  i n  r ega rd  t o  h i s  a c t i v i -  

t ies i n  a i d i n g  and a b e t t i n g  Lesson 6 Co. i n  t h e  d i s t r i b u t i o n  of such 

s e c u r i t i e s .  I n  t h i s  connec t ion ,  Altuun t e s t i f i e d  t h a t  Hayden Leason 

-2 4 /  
had prepared two brochures  each e n t i t l e d  "Dont Niss t h e  Boat," 

-2 5 /  
recommending t h e  purchase of t h e  s t o c k  of Amphibious Boats.  The 

p r i n c i p a l  d i f f e r e n c e  between t h e  f i r s t  and t h e  second brochures  w a s  

t h a t  t h e  f i r s t  showed a c u r r e n t  market p r i c e  f o r  t h e  s t o c k  of $3 per 

s h a r e  and t h e  second brochure showed a market p r i c e  of $6 per sha re .  

She  f u r t h e r  t e s t i f i e d  t h a t  t h e  custom and p r a c t i c e  a t  Lesson 6 Co. 

w i t h  r ega rd  t o  t h e  p repa ra t i on  of r e p o r t s  was t h a t  I1. . . whoever s t o c k  

It w a s ,  whoever had t h e  g r e a t e s t  i n t e r e s t  i n  i t ,  would p repa re  t h e  

r e p o r t  because t hey  knew t h e  most about i t ,  and they  would e i t h e r  d i c -  

t a te  i t ,  o r  w r i t e  i t  o u t  on a r e g u l a r  l e g a l  s i z e d  pad, and I would 

t y p e  it o u t  on tha t . " [ s ic )  X r s .  Altman f u r t h e r  expla ined  t h a t  Hayden Leeson 

r e q u e s t e d  her  t o  mai l  o u t  r e p o r t s  on Amphibious, and t o  mail a h i g h l y  

-24/ D i v i s i o n ' s  Exh ib i t s  1 and 2. 

-25/ The f a l s e  and mis lead ing  c h a r a c t e r  of  t h e s e  brochures  w i l l  be  
d i s cus sed  h e r e i n a f t e r  . 



l a u d a t o r y  and mi s l ead ing  article on  Amphibious Boa ts  e n t i t l e d  "New 

Roadable Boat Kicking Up Spray" which appeared i n  t h e  December 1959 

-26/ 

i s s u e  o f  T rade r s  Graphic.  T h i s  art icle appeared i n  T r a d e r s  Graphic  


f o l l owing  a conve r sa t i on  between Hayden Leason and Henry S t e inme tz  

-27/ 

o f  T r a d e r s  Graphic.  On December 7, 1959 Leason & Co. was b i l l e d  by 


0-T-C P u b l i s h i n g  Co. " A t t :  Pir . Hayden Leasonam f o r  $40.00 f o r  t h e  

fponso r sh ip  o f  Amphibious Boats  . . . i n  t h e  December i s s u e  o f  

-28/ 
T r a d e r s  Graphic  by 6-T-C R t b l i s h i n g  Cornpury.'' Leason 6 Co. was 

b i l l e d  f o r  a n  a d d i t i o n a l  $148.00 on .December 22, 1959 f o r  2,000 

r e p r i n t s  o f  t h e  a r t i c l e  on  Amphibious Boa ts  from t h e  December i s s u e  
-29/ 

o f  t h e  T r a d e r s  Graphic .  These r e p r i n t s  were mai led t o  b roke r s  

and  customers  o f  Leason 6 Co., as were t h e  b rochures  d u r i n g  t h e  pe r i od  

when Leason was d i s t r i b u t i n g  Amphibious s e c u r i t i e s .  Approximately 

9,000 c o p i e s  of t h e s e  b rochures  were p r i n t e d  and mai led  o u t  by Leason -30/ 
6 Co. The u n c o n t r a d i c t e d  ev idence  is t h a t  t h e s e  b rochu re s  were fre-

q u e n t l y  mai led o u t  a t  t h e  s p e c i f i c  r e q u e s t  and d i r e c t i o n  of Hayden 

Leason. 

-26/ D i v i s i o n ' s  E x h i b i t s  11 and 12, 

-27/ As has  been no ted  i n  t h e  t e x t  he re inabove ,  S te inmetz  o b t a i n e d  
12,000 s h a r e s  of .Qnphibious s t o c k  through Hayden Leason i n  Novem- 
be r  1959 a t  $2.55 per s h a r e ,  i . e . ,  a p r i c e  s u b s t a n t i a l l y  below 
t h e  t h e n  market p r i c e  o f  t h e  s tock .  

-28/ D iv i s i on  Exh ib i t  14. 

-29/ D iv i s i on  Exh ib i t  15. 

-30/ D i v i s i o n ' s  E x h i b i t s  9 and 10. 



- 18. Section 5(a) of the  Securit ies Act makes it unlawful in the absence of 

an exemption from regis t ra t ion  f o r  any person t o  make use of the  mails o r  means 

of i n t e r s t a t e  commerce, t o  s e l l  secur i t ies  which are not registered in accord-

ance v i t h  the  provisions of the Act, Leason fa i led  t o  establ ish tha t  such an 
3v 

exemption from regis t ra t ion  under the Act was available, 

19,leason claimed t h a t  he was ent i t led  t o  s e l l  the  20,000 shares of 

Pmphibious stock which he acquired i n  October, 1959, without regis trat ion,  on 

the  ground tha t  such securi t ies  were exempt pursuant t o  Section 3(8)(11) of 

the  Act. 

20, The fac ts  in t h i s  connection were t h a t  Amphibious had issued common 

stock in September, 1959 which it offered through Texas underwriters, 

Amphibious was a Texas corporation and the  principal basis f o r  claiming the 

exemption was t h a t  the securi t ies  were being offered only t o  residents of the  

S t a t e  of Texas. Counsel f o r  Amphibious had written an opinion t h a t  an exemp 

t i o n  from registrat ion under the  Securi t ies  Act was available pursuant t o  

Section 3 ( a ) ( l l )  based upon the  express premise tha t  the en t i r e  stock issue 

was  being offered by a Texas corporation and would be offered t o  and purchased 

only by born f ide  residents of the S ta te  of Texas, Hayden Leason, however, was 

a resident of the S ta te  of I l l i n o i s  and by October, 1959 had purchased 20,000 

shares which represented approximately 40%of all the shares of the company 

which had been issued up t o  t h a t  t h e .  

21. Isasonts br ie fs  f i l ed  in this proceeding made it c lear  tha t  he under-

stood tha t  a Section 3(a) (11) exemption w a s  only available on the terms posited 

3u Bernptions from the  general policy of the  Securit ies Act requiring registra-
t ion  are s t r i c t l y  construed against the c h a t  of such an exenption and the 
burden of proof i s  on the claimant; t o  establish his claim, See S.E,C, v, 
W s t o n  purina Co,, 346 U.S. 119 (1953); S,E.C, vo Sunbeam Gold Mines CO,, 
95 F. 2d 6% ( C  .A. 9, 1935);Gilligan, Will & Co. v. S.E .C .,270 F. 2d 461 
(c,A. 2, 1959), cert .  denied 3b1 U.S. 890; YO C t i l ~ ~ p e r ,270 F'o 2d 2a 
(C .A. 2 ,  1959) 



by counsel, i,e, the entire issue hed to be offered and sold only to 


residents of Texas and it is reasonable to assume that Leason vas aware 


.that he was a resident of IlUnois, In any event there was no exemption 


under Section 3(a)(11)or any other section available for this issue, 


22. As long ago as May 29, 1937, in Securities Act Release No, U59, 17 

CF'R Section 23J.,U59 the Coxnissianls general counsel had pointed out in 

connection with Section 3(a) (ll) that "In any consideration of the exemption, 


it is essential to appreciate that ifs application is thus expressly limited 


to cases in which the entire issue of securities is offered and sold exclusive- 


to residents of the state in question ,..To give effect to the fundamen- 
tal purpose of the exemption it is necessary to take the view that if the 


exemption is to be available it is clearly required that the securities at the 


the of completion of ultimate distribution shall be found only in the hands 

of investors withfn the state, . . 
that if during the course of distribution any underwriter, any 


distributing dealer (whether or not a member of the formal selling 

or distributing group), or any dealer or other person purchasing 

securities from a distributing dealer for resale were to sell such 

securities to a non-resident, the exemption would be defeated, More-

over, since under Section 3(a) (ll) the exemption is applicable only 

if the entire issue is distributed under the circumstances specified, 

any such sales to a non-resident in connection with the distribution 

of the neu issue uould destroy the exemption as to all securities 

which are a part of that issue, This is true regardless of whether 

such sales are made directly to non-residents or directly through 

residents who purchased with a view to resale and thereafter sold to 

non-residents. .. 

23. This release further states that .,. 
if the securities were resold but a short tine after their ac- 

quisition, this fact, although not conclusive, would strengthen the 
inference that their original purchase had not been for investment, 
and that the resale therefore constituted a part of the process of 
primary distribution; and a similar inference would naturally be 
created if the seller were a security dealer rather than a non-pro-
fessional, , , 



24. The Codssion agein emphasized the limitations of Section 3(a) (11) 

in Securities Act Release No, 4386 (~uly12,1961). In discussing Section 

3(a) (11)the Commission stated that, ,, 

Not only the original sale but any further transactions effected 
as part of the process of distribution to the public must be limited 
to residents. It should be emphasized, therefore, that the exemption 
is not necessarily avaiLable simply because initial sales are confined 
t4 residents of the state, If m y  person whether or not a professional 
underwriter or dealer, purchases the securities offered with a view 
to resale and does, in fact, resell them to non-residents, such person 
may be a statutory underuriter engaged in transactions forming a part 
of the distribution to investors. Where, as a result of such a chain 
of transactions, the process of distribution is not completed prior to 
the time the securities ere acquired by non-residents, the exemption is 
not available to the issuar or to any person participating in the dis-
tribution, , 

25. These views regarding the limitations of Section 3(a) (ll) have been 

sustained by the Commission and the Coarts (see cases cited in Securities Act 

26. Leason was a resident of Illinois in October, 1959, at the time he 

purchased 20,000 shares which had been issued in September, 1959, and Leason 

distributed these shares directly after he acquized them. His claim that 

Section 3(a)(11)afforded an exemption from registration was without merit. 

27. hasonla claims to an exemption from registration for other securities 

of dmphibicus which he acquired ar-d distributed are also without merit, 

28. The first clause of Ssction 4(1) of the Securities Act exempts ntrans-

actions by any person other than an isscer, underwriter, or dealer." Section 

2(ll)' of the Securities Act, in pertinent part defines the term nundervritern 

"The tern 'underwriter' mesns any person who has purchased from 
an Issuer with a view to, or offers or sells for an issuer con-
nection with, the distribution of any security, or participates or 
bas a direct or indirect participation in any such undertaking, or 
participates or has a participation in the direct or indirect under-
vriting of any such undertaking. ,,w 



- < 

29. This sect icn  goes on to state,  

WAS used in  t h i s  paragraph, t he  term 'issuer' s h a l l  include 
i n  addition t o  aa issuer, any person d i r ec t ly  o r  indi rec t ly  con- 
t roUing o r  controlled by the  issuer,  o r  any person under d i r ec t  
or indirect  comon control with the  issuer," 

30. A person who purchases stock from an issuer  with a view t o  its dis-

t r ibu t ion  is an ffunderuriter,n and sa l e s  made by such a person without 

r eg i s t r a t ion  h such circumstances const i tute  violations of Section 5(a) 

of the  Act where the mails or  means of in t e r s t a t e  cammerce are empioyed, 

S,E,C. v, Saphier, 1SEC Judicial  Decisions, 290, 293. 

31. b a s o n  claims t h a t  the  secur i t i e s  when issued by Amphibious were 

issued upon the  basis  of an opinion by Douglas Bergman, its general counsel, and  

t h a t  a wprivate offeringfg exemption was available. 

32, Berginan" opinior,, however, was  predic'ated upon the  proposition t h a t  

a limited nunher of persons would acquire the  secur i t ies  and that those who 

*olr t h e  secur i t ies  would take them f o r  investment and not resale,  

33. Leason and those dssignated by him who received Amphibious secur i t i e s  

resold them t o  the public. Their act ion in so  doing was wholly inconsistent 

with the  basis upon which counsel f o r  the  company had expressed h is  opinion 

as t o  the ava i l ab i l i t y  of a "private offeringn exemption under Section 4(1) 

of the  Act, Bergman's opinion would not support a conclusion tha t  an ex-

emption w a s  available where the persons who acquired the secur i t ies  were 

only taking the  stock i n  the hope and expectation of making a quick p r o f i t  

on a r i s e  in the market price of the  stock and who in f a c t  sold t h e i r  stock 

very short ly  a f t e r  acquiring it, Insofar as Leason was coccerned, it w a s  

c l e a r  t h a t  he w a s  simply taking fo r  d is t r ibut ion  a?=fwas an u n t i e m i t e r  

w i t h i n  the meaning of Section 2(11) of the  Act, 



.* 
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34. bason, under these circums4aces could not i n  good f a i t h  have 

~e?Aedupon Bergman's opbion to support a claim for  exemption since he 

was making a public distribution of the stock and not taking for investment. 

Leason could not i n  good fa i th  place any reliance upon ti c h i n  for a npr imte  

offeringn exemption vhere resales pursuant t o  his recommendation, occurred 

simply because there was a dramatic r i s e  in the  stock. The stock issued in 

November, 1959 and February, 1960 by Leason, was resold almost h e d i a t e l y  

-after its issuance t o  members o f t h e  public who had no special relationship 

t o  the issuer, were relatively unsophisticated and were w h o l l y  lacking in 
3 u  

h v l e d g e  of the issuer's affairs. Under no c i r c d t a n c e s  could they be con-

sidered persons who did  not need the disclosure requirements of the Securi- 
--331 

t i es  ~ c t .  Leason's claim that an exemption under Section 4 ( 1 )  was avail-

a b l e  could only be considered an afterthought following a course of conduct 

uholly inconsistent with the opinion expressed by counsel for the company. 

35, Isason also claimed that  his  sales of Banpfiibious securities through 


Tegtmeyer vere exempt from registration under Section ~ ( 2 )of the Act, 


3 6 , Section ~ ( 2 )exempts w&akers transactions, executed upon customers ' 

orders on any exchange or in the open or counter market, but not the 


solici tat ion of such orders, 


37. The broker's exemption does not extend t o  the sel l ing c~stamer and 


therefore w a s  not available t o  Leason, The position that  the Section 4(2 )  


3 d  See testimony of Vernon Thompson and Wilbert Cooper, 

33/ Robineth & Co,, Securities Exchange Act Release No. 7386, 9ugust U,1964; 
S.E,C, v, Ralston Purina Co,, 346 U,S. 119 (1953) ; G i l l i m  W i l l  & COO, 38 
S,E.C. 388 (1958); sffld 267 F. 2d ~ 6 1  2,(C.A. 1950); cert, den, 361 USS. 
896; Securi-ties Act Release NO, 4622 ( ~ u l y17, 1963); Advanced ~esearch  
Associates, Inc., 1,630 ( ~ u ~ u s t  Securities Act Release No. 16, 1963). 
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I 

. /  ' 

exemption is  limited to t h e  broker's part of the transaction was established 

early in the history of the adruinistration of the Act by the Federal Trade 

-34/ 

Commission. The exemption i s  not available when the se l l e r  i s  acting as  

an underwriter or  an issuer,  and particularly when, as in  t h i s  case, the 

stock was the subject of an aggressive sel l ing campaign, the orders cannot 

be said t o  have been unsolicited. 

38. There was no basis f o ~  exemption was available the  claim that a 

under Section 3(a) (ll) o r  4 ( l )  o r  4(2)of the Act fo r  a Y  of the  h p u b i o u s  

s e c u r i t i e s  which were sold by Leasot o r  Leason & Co, aided and abetted by 

Leason. 

39. It should be noted tha t  k a s o n  d2d not test i fy himself i n  this pro-

ceeding and the witnesses he produced in rebuttal  did not refarbe the 

evidence presented by t3e Division, Iiis claims t h a t  exemptions from 

-registration were available t o  him and t h a t  he had not violated the anti-  

h.aud and anti-manipdative provisions under the  Securi t ies  Acts were made 

in h i s  proposed findings and br iefs  and i n  statements during the hearing 

when he was not under oath and was acting a s  his own counsel. 

40. Despite Leason(s often rei terated claims made (not under oath) during 

t h e  course of the hearing tha t  the provisions of the  Securi t ies  Acts afforded 

an exemption f o r  all the substantial  blocks of securi t ies  of Amphibious which 

he sold t o  the public an^ tha t  he was act5ng in good f a i t h  and never had 

any intention t o  violate  the Securities Acts, when he was called a s  a wi t -

ness by counsel f o r  the Division during the hearing, he refused t o  answer a 

single question bearing upon the charges of misconduct contained in the order 

h i t i a t i n g  t h i s  proceeding, Instead, he claimed h i s  privilege against self- 

incrimination, 

34/ See Securities Act Release U1 (1934). It is a lso  implicit  in Rule 133(d) 
and (e) under the Act. . 



41. The questions directed t o  b a s o n  by Division counsel pertained t o  

. the allegedly fraudulent se l l ing  material  distributed by 	him t o  the public 

fo r  the purpose of making sales of the  stock of Amphibious Boats, Inc. in 

his account a t  Winirun H, Tegtmeyer and Compmy, a registered broker-dealer 

situated in Chicago I l l ino i s ;  the  manipulation of the market price of 

Amphibious Boats, Inc,, stock; Leason's knmledge of the  f inancial  con- 

d i t i o n  of Amphibious Boats, Inc,; and various other questions v i t h  respect 

t o  h i s  a c t i v i t i e s  in the  sa le  and dis tr ibut ion of Amphibious Boats, Inc,, 

stock* Hayden Leason a l so  ref'used t o  s t a t e  on the basis  of h i s  privilege 

under the Fi f th  Amendment t o  the  Constitution whether or  not he had f i l e d  

on behalf of Hayden Lynch & Co,, Inc,, t he  broker-dealer application in-

volved in this proceeding, or  whether o r  not his signature appeared 

fhereon o r  whether h i s  middle name was Lynch o r  whether he was the 

president of Hayden Lynch and Company, Inc, 

42. W e  no inference tha t  Leason violated the  provisions of the 

Securi t ies  Act is  at t r ibuted t o  Leason by reason of h i s  assertion of 

his constitutional r ights ,  the f ac t  remains t h a t  the  Division's allega- 

t i o n s  against him were amply supported during the hearing by credible 

evidence and by the  fur ther  f a c t  t h a t  neither Leason nor m y  of the 

witness1 produced by him gave any evidence which reasonably could be 

considered t o  be contradictory of the substantial  evidence introduced 

i n  the  record t h a t  he had in f a c t  violated each one of the allegations 
3 I /

eontaiaed i n  the Cornmission's order, 

31/ 	The evidence re la t ing  t o  the anti-fraud and anti-manipulation provisions 
o f t h e  Securit ies Acts were a l so  =ply swported a?d w i l l  be discussed 
hereinafter, 



43. It should a l so  be noted that the  evidence regarding Lsasonrs 

. - a c q d s i t i o n  and disposition of his Amphibious stock vas t o  a very large 

degree documentary in character consisting of the minutes of the Board 

of Directors and stockholders and stock t ransfer  records of the Texas 

Bank and 'Ihrst Co,, t he  stock t ransfer  agent f o r  Amphibious, The 

accuracy of these minutes and records was amply suppr ted  by t e s t b o n y  

which was uncontradicted and is credited, The testinony of those t o  

whom Ieason sold stock and who resold t o  the  public vas a lso  uncontra- 

-d ic ted  and i s  credited, a s  is the  testimony of the  other witnesses who 

t e s t i f i e d  during the  Division's d i r e c t  case, 

44. b a s o n  claimed throughout the  hearing and in h i s  br i s fs  (which 

were adopted by the  applicant) not only t h a t  he had not violated the 

--Securi t ies  Acts but t h a t  even 	if he did, he did not intend t o  do so, He 

elaimed i n  substance t h a t  the  Division had not established that he in-

tended t o  violate  the law and t h a t  it was necessary t o  prove such in tent  

t o  es tabl i sh  willfulness under Section 15(b), The same contention has 

been repeatedly rejected by the Commission and the courts, See Hughes v, 

S,E,C,, 85 U,S, App, DOC, 56, 64, 174 F, 2d %9, 9'7'7 (1949); Schuck v e  

S.E.C ., 105 U.S, App. DOC. 72, 264 F, 2d 358 (1959) ; Norris & Hirschberg ve 

S,E,Ct, 85 U.S. App, DOC, 268, 177 Fo 2d 228 (1949) ; T a ~ e r  v* S*E*Ct, 2 

C i r , ,  344 F. 2d 5 (1965) ;Gilligan, W i l l  & Co, v, S .E,C,,2 C i r ,  267, F, 

2d 461; Thompson Ross Securit ies Co,, 6 S.E.C. 7711,1122-23 (1940) ; 

Van Blstyne Noel & Co,, 22 S.E,C, 176 (1946); The Whitehall Cormration, 

38 S .E,C, 259, 270 (1938) , The contention advanced by Leason was most 



.recently made in Gearhart & O t i s .  Inc,, e t  a1 v, S.E,C, e t  a1 decided 

June  30, 1965 by the  Court of Appeals f o r  the Dis t r i c t  of Columbia. 

The Court held in Gearhart & O t i s  tha t :  

'This argument a s  t o  the defini t ion of 8wilful ly '  under 
Section 15(b) has been rejected by t h i s  court, by the Second 
Circuit, and by the Commission. In fac t ,  we are c i ted  t o  no 
case wherein it has  been accepted, and we have found none. 
"It has been unif'ormly held t h a t  'wilfully1 in t h i s  context 
means intent ional ly committing the ac t  which const i tutes  the  
violation, There is no requirement tkt the actor  a l so  be 
aware t h a t  he is violat ing one of the Rules o r  Acts.' Taper v, 
Securi t ies  & Exchaae Comission, supra Note 16, 344 F, 2d 
at (~oo tno tes  ornitted) 

45. The o f t  repeated contentious of Leason and the  applicant urging 

%he employment of a def ia i t lon  of "wilflzlnessn f o r  Section 15(b) pur- 

poses wholly inconsistent with the views expressed by the Court of 

Appeals in Gearhart & O t i s  a r e  rejected a s  erroneous, 

46. One more comment on Leason's contentions during the hearing and 

in hfs brief a s  t o  the  law applicable t o  t h i s  proceeding appears a p p r o p  

r i a t e ,  Leason and the  applicant contended tha t  it was the duty of the 

Division and the Commission, and possibly Douglas L. Bergman who was 

geneml counsel and secretary f o r  hphibious,  not only t o  know t h a t  he 

w a s  se l l ing  unregistered secur i t ies  in violation of Section 5(a) of the 

Act a t  the  time t h a t  he was se l l ing  such securi t ies  but it was a lso  the 

duty of the Commission, the Division or  possibly Bergman t o  c a l l  such 

f a c t s  t o  Leason's a t tent ion pr ior  t o  the  issuance of the Commission's 

order of June 19, 1964 (See Leason's br ief ,  pages 20, 21, 22, 33, 39, 

40 and 46 and pages 1and 7 of the  applicant s ~ r i e f) , Neither the appli- 

can t  nor Leason c i ted  any authority for  t h i s  untenable contention, but it 

i s  possible t h a t  they may have had references t o  Sectior. 9(b) of the 

0 



Mmi_F.istrative Procedure Act, I n  any event,, this contention t h a t  some 

form of warning o r  not if icat ion was required t o  be served upon him pr ior  

t o  the ins t i tu t ion  of t h i s  proceeding is without merit e i ther  under 9(b) 

of the gdministrative Procedure Act o r  Section 15 of the Exchange Act. 

See Schuck v. S.E ,C ., (supra) and Ster l ing Securit ies Cornmy, 37 S.E.C., 

837 where somewhat similar contentions were rejected, 

47. The w i U U  violations of Section 5 of the Securi t ies  Act by Leason 

resulted i n  a widespread dis tr ibut ion of unregistered securi t ies  of 

Amphibious throughout the nation, The evasion of the regis trat ion re- 

quirements cannot be considered a mere "technical violation." It is a 

very serious matter, The C o u r t  of Appeals f o r  the Second Circuit in 

U.S, v. Doyle C .C .He ( ~ o c k e t  No. 29750) ( ~ e d e r a l  Securit ies I a w  Reports 

C.C.H. paragraph 91547) in an opinion issued on June 28, 1965 emphasized 

. the seriousness of a violation of the regis trat ion provisions under the  

Securi t ies  Act, In U.S. v, Doyle, the  defendant pleaded gui l ty  t o  only 

one count of an eleven count indictment charging him with offenses under 

the. Securit ies Act of 1933. This count related solely to  a violation of 

t h e  regis trat ion provisions under the  Securit ies Act. 

48. The Court i n  its opinion stated, among other things, that:  

'The prison sentence of three years, with execution 
suspended a f t e r  serving three months, and probation fo r  a 
year must be coilcecied t o  be modest a s  conpared with the 
five year maximum allowed by 15 U.S,C, Sec, 77X, Although 
Doyle's t r i a l  counsel chose t o  c a l l  the f a i lu re  t o  regis te r  
a technical violation, counsel can hardly be unaware of the 
close connection between a w i l f u l  fa i lure  t o  r eg i s t e r  
secur i t ies  and t h e i r  fraudulent sale,  which this court has 
often pointed out, United States  v. Crosbv, 294 F, 2d 928, 
944-45 (2 CIR .  1961), cert. denied, 368 U,S, 954 (1962); 
United States  v. Fenjamin, 328 U.S. F, 2d 854, 864 ( 2 CIR.), 
-*cert denied, 377 U.S. 953 (1964).n 



49. The c l o s e  connec t ion  between t h e  f i l f u l  f a i l u r e  t o  r e g i s t e r  

t h e  s t o c k  o f  Amphibious and b t r  f r n u d u l e n t  s a l e  1s v i v i a l y  i l l u s t r a t e d  

by t h e  f a c t s  of t h i s  c a se .  

WILNLL VIOLATIONS OF THE ANTI-FRAUD 
AND AKT I-KANIPULATION PROVISIONS OF 
THE SELVRITIES ACTS 

50. The D iv i s i on  charged t h a t  t e a s o n  had v i o l a t e d  t h e  p r o v i s i o n s  

of S e c t i o n  17 (a )  of  t h e  S e c u r i t i e s  A c t  and S e c t i o n s  10 (b )  and 1 5 ( c ) ( l )  

o f  the  Exchange A c t  and Rules  lob-5. lob-6,  and 1 5 ~ 1 - 2  (17 CFR 240.10b-5, 

Lob-6 and 15cl-2)  the reunder .  

51. The e f f e c t  of t h e s e  p r o v i s i o n s ,  as a p p l i c a b l e  h e r e ,  is  t o  uiake 

un lawfu l  t h e  u s e  o f  t h e  mails o r  f a c i l i t i e s  of  i n t e r s t a t e  commerce, 

i n  connec t i on  with  t h e  purchase  o r  s a l e  o f  any  s e c u r i t y  by means of  

a dev i ce  t o  de f r aud ,  an u n t r u e  o r  mis lead ing  s t a t emen t  o f  a m a t e r i a l  

f a c t ,  o r  any act,  p r a c t i c e ,  or c o u r s e  o f  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 a customer ,  o r  by means o f  

any  o t h e r  man ipu l a t i ve  o r  f r a u d u l e n t  dev i ce .  

52. The D iv i s i on  p r e sen t ed  ev idence  showing t h a t  Hayden Leason had 

prepared  and mai led s e l l i n g  l i t e r a t u r e  t o  i n v e s t o r s  c o n t a i n i n g  f e l s e  

and mis lead ing  s t a t e m e n t s  concern ing  Amphibious a o a t s '  p a t e n t  r i g h t s ,  

i t s  backlog o f  o r d e r s ,  i t s  ba l ance  s h e e t ,  and t h e  p r o f i t s  o f  t h e  

company and had a l s o  mnde unwarranted p r e d i c t i o n s  as to  f u t u r e  p r o f i t s  

and  i n c r e a s e s  i n  t h e  market p r i c e  o f  i t s  s tock .  



53. The f a l s e  and misleading s ta tements  were contained p r i n c i p a l l y  

i n  t h r e e  documents. Two of t h e s e  documents were e n t l t l e d  "Don't Miss 

t h e  Boat" and t h e  t h i r d  document was e n t i t l e d  "New 'Roadable' Boat 

Kicking Up Spray". Both of t h e  documents e n t i t l e d  "Don't Miss t h e  Boat" 

were prepared by Hayden Leason. Although t h e r e  were a number of  d i f -

f e rences  between these  two documents, t h e  p r i n c i p a l  d i f f e r e n c e  between them 

( a s i d e  from t h e  l a t e r  enlargement of t h e  f a l s e  and misleading state-

ments i n  t h e  e a r l i e r  brochure) w a s  t h a t  i n  t h e  earlier ve r s ion  t h e  p r i c e  

o f  Amphibious s tock  w a s  $3 per share ,  and i n  t h e  l a t e r  ve r s ion  t h e  p r i c e  

was $6 per share.  The p r i n c i p a l  reasons  f o r  t h e  higher  market p r i c e  

were t h e  continued c i r c u l a t i o n  of. f a l s e  and misleading l i t e r a t u r e  and 

t h e  manipulat ive a c t i v i t i e s  of Leason i n  buying and s e l l i n g  Amphibious 

s e c u r i t i e s  while  engaged i n  making a d i s t r i b u t i o n  of such s tock.  

55.  Hayden Leason not  on ly  prepared both ve r s ions  of 8'Don8t H i s s  

t h e  Boat" but w a s  a l s o  ins t rumenta l  i n  causing t h e  f a l s e  and mislead- 

i n g  a r t i c l e  e n t i t l e d  "New 'Roadable' Boat Kicking Up Spray" concerning 

Amphibious Boats, Inc. t o  be p r i n t e d  i n  t h e  December 1959 i s s u e  of t h e  magazinr 

c a l l e d  Traders  Graphic. Subsequently t h e  magazine furn ished  Leason 6 Co. 

v i t h  lists of names of persons who wrote t o  i t  fol lowing pub l i ca t ion  

of  i ts  a r t i c l e .  

55. Leason & Co. purchased r e p r i n t s  of t h e  latter a r t i c l e  and 

Leason & Co. and Hayden Leason caused t h i s  a r t i c l e  t o  be d i s t r i b u t e d  

through t h e  mails t o  t h e  inves t ing  p l b l i c  and broker-dea lers  throughout 

t h e  country with t h e  $6 per s h a r e  ve r s ion  of "Don't k i s s  t h e  Boat8'. 



56. During the period when these false and misleading pieces of 

literature were being widely distributed by them, both Leason 6 Co. 


and Hayden Leason were engaged in the distribution of Amphibious 


Boat stock and were purchasing and selling substantial volumes of 


-36/ 
such stock. 

57. The Commission pointed out in Landau Company et al, 40 S.-E.C. 

1119 (1962) at page 1125 that: 


*@Bule lob-6 prohibits trading by persons interested in 

a distribution, and declares it to be a manipulative or 

-deceptive device for any broker or dealer participating . . . < 

in a distribution of any security to bid-for or purchase 

for his own account any such security, either directly 

or indirectly through an intermediary. A broker or dealer 

.lay be engaged in a distribution, in the sense of a 

major selling effort in his own behalf, notwithstanding 

the fact that the number of shares involved represent 

only a small part of the total number of shares outstanding. 

There is no evidence here of any substantial activity in 

the stock by others during the period in question. More-

aver, in any event, there is no question that there was 

a major selling effort insofar as Scott Taylor itself 

was concerned. It sold a relatively large number of 

shares of one issuer in a period of a few months to many 

public investors throughout the United States through the 

use of long distance telephone calls and high pressure 

sales tactics involving numerous fraudulent representati~ns.~ 


56. There can be no question but that the activities of Hayden 

Leason and Leason 6 Co., Inc. in buying and selling a large number 

of Amphibious shares in the Over-the-counter market, while circulating 


high pressure false and misleading sales literature at the same time 


and the concomitant use of stock quotations in the"pink sheetd'had as 


-36/ During this same period Tegtmeyer & Co., Hayden Leason's broker, 
was placing quotations on Amphibious stock in the "pink sheets" 
after clearing such quotations with Heyden Leason. 



- prima purpose as wide a d i s t r i l u t i o n  of t h e  s tock  as poss ib l e  a t  

-
r a p i d l y  ascending l e v e l s  a pprpose which was achieved by Leason 6 

.Co. and Hayden Leason. This  a c t i v i t y  w a s  proscribed by Sect ion  

l o b  of t h e  Exchange Act and Rule Lob-6 adopted thereunder .  The concept 

of t h e  tern! "d i s t r ibu t ion"  has  a somewhat d i f f e r e n t  and l a r g e r  conno-

be t ion  under t h e  Exchange Act than i s  commonly a t t r i b u t e d  t o  such term 

under t h e  S e c u r i t i e s  Act. The Commission h a s  r e f  e r r e d  t o  g 'd is t r ibut ion"  

i n  Rule lob-6, i n  terms of  "a major s e l l i n g  e f f o r t "  and has  i d e n t i f i e d  

as two b a s 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 a d i n g  t r a n s a c t i o n s  "the magnitude of t h e  o f fe r ing"  and 

-37/ 
" 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 s  and s e l l i n g  methods u t i l i z e d . "  

59. Both vers ions  of "Don't h i s s  t h e  Boat" contained urgent  recom-

mendations t o  i n v e s t o r s  t o  purchase Amphibious stock. These recommenda- 

t i o n s  were based, t o  a s u b s t a n t i a l  degree,  on r e f e r e n c e s  t o  or  com-

par isons  with s tocks  of o t h e r  boat companies which had enjoyed e x t r a -  

o r d i n a r i l y  r a p i d  and spec tacu la r  i n c r e a s e s  i n  t h e  market p r i c e s  c f  

t h e i r  outs tanding  s e c u r i t i e s .  The c l e a r  purpose of t h e s e  comparisons 

W a s  t o  convey t o  t h e  r eade r s  o f  t h i s  a'hard se l l* '  l i t e r a t u r e  t h e  f a l s e  

and misleading impression t h a t  purchasers  of Am~hibious Boats s tock  

would enjoy similar "shor t  term apprec ia t ion"  and "long term growth1'. 

-37/ Gob Shops of America, Inc . ,  39 S.E.C. 92 (19595; Bruns Nordeman & 
Co., 40 S.E.C. b52 (19611; "Rule lob-6: The Spec ia l  S tudy ' s  
Rediscovered Rule" by former Cormnissioner Jack N. Whitney 11, 
Michigan Law Review, Vol. 62,  No. 4,  February 1964. 



60. The u s e  by Heyden Leason of t h e  names of  t h e  boa t  companies 

aet f o r t h  i n  h i s  s e l l i n g  l i t e r a t u r e  s e t t i n g  f o r t h  t h e  spec t ac r i l a r  

I n c r e a s e s  i n  t h e i r  sales f i g u r e s  and t h e  tremendous i n c r e a s e  i n  t h e  
-38/ 

market  p r i c e  o f  t h e i r  s e c u r i t i e s  was f r a u d u l e n t  and mis lead ing  

p a r t i c u l a r l y  because of t h e  omiss ion  of  s t a t e m e n t s  t h e r e i n  e x p l a i n i n g  

the material d i f f e r e n c e s  which e x i s t e d  between t h e  o t h e r  companies 

a m e d  i n  "Don't K i s s  t h e  Boat" and Amphibious. I n  a d d i t i o n ,  t h i s  

material i s  h i g h l y  mi s l ead ing  s i n c e  it omi t t ed  t o  po in t  o u t  t h a t  

t h e r e  w a s  no a s s u r a n c e  t h a t  t h e  performance o f  t h e  s e c u r i t y  be ing  

o f f e r e d  would d u p l i c a t e  o r  be similar t o  t h e  market performance of  
- -39/ 

the companies r e f e r r e d  t o  i n  t h e  s e l l i n g  l i t e r a t u r e ,  

61.  While Leason o f f e r e d  t h e  t es t imony  of a number o f  w i t n e s s e s  

o n  r e b u t t a l ,  t h e s e  w i t n e s s e s  d i d  n o t  o f f e r  any ev idence  which c o n t r a d i c t e d  t h e  . . 

v e r y  s u b s t a n t i a l  ev idence  oP h i s  s e r i o u s  and  numerous v i o l a t i o n s  o f  t h e  

S e c u r i t i e s  Acts i n t roduced  by t h e  D iv i s i on  du r ing  t h e  proceeding.  I n s t e a d  

Leason  t ook  t h e  p o s i t i o n ,  p r i n c i p a l l y  i n  t h e  b r i e f s  h e  f i l e d  i n  t h e  

p roceed ing ,  t h a t  h e  had v a r i o u s  exemptions from t h e  r e g i s t r a t i o n  p r o v i s i o n s  

-381 G. J. M i t c h e l l ,  Jr. Co., Exchange Act Re lease  No. 6433, December 13 ,  
1960; See Kay a r u n e i i ,  Exchange Act Re l ea se  No. 6913, October  15, 1962; 
I r v i n g  Grubman, Exchange A c t  Release No. 6546, May 15, 1961; The 
Whiteha l l  Corpora t ion ,  38 S.E.C. 259, 266-7 (1958);  L i f e  Sha re s  Trad ing  
Corpo ra t i on ,  Exchange Act Release No. 7211, J anua ry  8, 1964. 

-3@/For example, i n  bo th  v e r s i o n s  o f  "Don't Miss t h e  Boat1' Leason r e f e r r e a  
t o  t h e  s i m i l a r i t y  o f  t h e  s t o c k  of G la s spa r  t o  t h e  s h a r e s  o f  Amphibious 
Boa ts .  I n  t h i s  connec t i on ,  Leaaon s t a t e d  t h a t  "Glasspar ' s  s h a r e s  which 
s o l d  f o r  $1.50 as r e c e n t l y  as 1956 r eachea  a h igh  of $36.75 t h i s  year"  
(19591. Leason t h e n  r e f e r r e d  t o  t h e  " s t r i k i n g  p a r a l l e l  [o f  ~ m ~ h i b i o u s ]  
to t h e  e a r l y  c a p i t a l i z a t i o n  o f  Glasspar  Company.It 



I 

(d i scussed  hereinabove)  and t h a t  i n  prepar ing  h i s  b rochures  he  had employed 

s e l l i n g  l i t e r a t u r e  d r a f t e d  by a person named Townsend k i l l e r  (Respondent 's  

Ex. 17) r e l a t i n g  t o  Amphibious Boats ,  and had r e l i e d  upon t h e  c o r r e c t n e s s  

o f  t h e  s t a t emen t s  about  Amphibious contained i n  k i i l l e r ' s  l i t e r a t u r e .  

62. Townsend h i l l e r  w a s  c a l l e d  as a wi tnes s  by counsel  f o r  Hayden 

Lynch, t h e  a p p l i c a n t ,  Leason's wholly owncd company. Killer t e s t i f i e d  

t h a t  h e  had been employed by James C. Tucker & Co., a broker -dea le r  

.of Aus t in ,  Texas,  dur ing  1959 and had been r eques t ed  t o  prepare  a 

r e p o r t  on Amphibious Boats a t  about  September 1, 1959 by R. L. kcLeod, a 

d i r e c t o r  of  Amphibious and t h e  p re s iden t  of James C. Tucker & Co. The 

purpose of h i l l e r ' s  r e p o r t  (despondent 's  Ex. 17) w a s  t o  a i d  t h e  d i s t r i -  

bu t ion  of Amphibious s t o c k  under t h e  company's c la im of a n  exemption from 

r e g i s t r a t i o n  pursuant  t o  S e c t i o n  3 ( a ) ( l l )  of t h e  A c t .  
. -

63. Miller t e s t i f i e d  t h a t  Hayden Leason r eques t ed  permission t o  u s e  

h i s  r e p o r t  i n  connect ion wi th  t h e  s e l l i n g  l i t e r a t u r e  which Leason w a s  

t hen  prepar ing .  I n  t h i s  way Leason obta ined  from hi l ler  permission t o  

use s e l l i n g  l i t e r a t u r e  being d i s t r i b u t e d  o s t e n s i b l y  under an i n t r a s t a t e  

exemption f o r  u se  i n  a n  i n t e r s t a t e  d i s t r i b u t i o n  of t h e  same i s s u e  of  

Amphibious s tock .  Hayden Leason then used material p o r t i o n s  of  Tucker ' s  

r e p o r t  as p a r t  of  h i s  brochure,  "Don't bliss t h e  Boat", which w a s  d i s -

t r i b u t e d  n a t i o n a l l y .  

6%. H i l l e r  f u r t h e r  t e s t i f i e d  t h a t  he had ob ta ined  t h e  in format ion  

conta ined  i n  h i s  r e p o r t  concerning Amphibious Boats  i n  some te lephone  

conve r sa t i ons  which he had had wi th  E. Richard Verr i l l ,  t h e  t hen  p r e s i d e n t  



of Amphibious Boats. Miller did not testify that he had any personal 


knowledge of the operations of hphibious Boats or that he had made 


any independent investigation or effort of any kind to determine whether 


the highly optimistic representations contained in his selling litera- 


ture were correct or not. Further, there is no evidence that Leason 


made any independent investigation or effort to ascertain whether the 


representations he was making were true and correct. In fact, Leason's 


contentions indicate clearly that he made no such effort. 


65. The brochure entitled "Don't Hiss the Boat" was issued over the 

name of Leason 6 Co. both Leason 6 Co. ana Hayden Leason owed a duty 

co investors to find out whether the representations they were making 


in these brochures had any reasonable basis before publishing and 


circulating thousands of them to the public. 


66. Hagden Leason cannot hide behind the claim that the representa- 


tions made in the selling literature were based on information transmitted 


to Townsend Miller by Verrill. So far as Leason was concernea hiller's 


statements on Amphibious were hearsay at best, and Leason had the oppor- 


tunity to ascertain what the facts really were before publishing and 


-40/ 
distributing this false and misleading information to the public. 

67. Leason's self-serving statements in this proceeding were not 


made under oath but were made only in briefs and in declamatory remarks 


-40/ Investment Service Co., Exchange Act Release No. 6884, August 15, 
1962; Keith Richard Securities Corp., 39 S.E.C. 231, 236 (1959). 



. made when he  was a c t i n g  as h i s  own counsel  dur ing  t h e  hea r ing  and they 
-41/ 


are no t  evidence and cannot be taken  as having any p roba t ive  va lue .  


68.  While Leason presen ted  no evidence t o  r e b u t  t h e  D i v i s i o n ' s  


evidence concerning t h e  f a l s e  and misleading s t a t emen t s  conta ined  i n  


h i 6  a d v e r t i s i n g  l i t e r a t u r e ,  h e  claimed i n  h i s  b r i e f  t h a t  h e  be l ieved  


a t  t h e  t ime  t h a t  he  w a s  c i r c u l a t i n g  thousands of  cop ie s  of t h i s  sales 


l i t e r a t u r e  t h a t  t h e  s t a t emen t s  conta ined  t h e r e i n  were t r u t h f u l ,  and 


h e  contended t h a t  i t  fol lowed t h a t  he  was a c t i n g  i n  good f a i t h  and not  

-42/ 

i n  v i o l a t i o n  o f  any o f  t h e  p rov i s ions  o f  t h e  S e c u r i t i e s  Acts. 

69. The f a c t  of  t h e  ma t t e r  is t h a t  t h e  f a l s i t y  o f  c e r t a i n  of t h e  

s t a t emen t s  conta ined  i n  "Don't Miss t h e  Boat" were d i r e c t l y  brought t o  


h i s  a t t e n t i o n  whi le  he was d i s t r i b u t i n g  h i s  f a l s e  and misleading bro- 


-43/ 
c h u r e s  bu t  he cont inued  t o  c i r c u l a t e  them'anyway. I n  a d d i t i o n ,  Leason 's  

claims of  good f a i t h  which, i f  t hey  e x i s t e d  at a l l ,  were reached without  

r ea sonab le  b a s i s  and cannot  l awfu l ly  be made t h e  fulcrum f o r  t h e  f a l s e  


and misleading s t a t emen t s  and p r e d i c t i o n s  i n  t h e  l i t e r a t u r e .  


-41/ The p r a c t i c e  on t h e  p a r t  of  some broker -dea le rs  t o  send ou t  over  t h e i r  
own names ma te r i a l  prepared on behalf  of i s s u i n g  companies has  been 
a d v e r s e l y  commented upon i n  t h e  S p e c i a l  Study Report ,  P t .  3, Ch. 8 I X ,  
pp. 76-86. 

-421 These con ten t ions  were wholly i n c o n s i s t e n t  w i th  t h e  meaning of  
l lwilfulness"  under S e c t i o n  l 5 ( b )  of t h e  Exchange A c t .  See Gearhar t  & 
O t i s ,  supra.  

-43/ For example, see d i s c u s s i o n  h e r e i n a f t e r  concerning r e p r e s e n t a t i o n s  

concerning p a t e n t  r i g h t s .  




. 70. Furthermore, when Leason was s e l l i n g  Amphibious s tock  he w a s  

under a n  o b l i g a t i o n  t o  make known t o  t h e  people he  was urg ing  t o  buy 

such s e c u r i t i e s  t h e  adverse  f a c t o r s  r e l a t e d  t o  such s e c u r i t i e s .  

71. I f  Leason d i d  not  have enough i n f o r m t i o n  as t o  t h e  f a c t s  


necessary  t o  reach  an informed judgment as t o  t h e  s e c u r i t i e s  he  was 


peddl ing ,  t hen  i t  was misleading f o r  him t o  make t h e  s ta tements  con-


t a i n e d  i n  h i s  a d v e r t i s i n g  l i t e r a t u r e .  


72. Both ve r s ions  of  "Don't h i s s  t h e  Boat" s t r o n g l y  D'recommended 


t h e  purchase of AhPHIBIOUS SOATS, INC. s tock  a t  market f o r  p o t e n t i a l  


s h o r t  t e r m  p r i c e  a p p r e c i a t i o n  and long term growth." 


73. The first ve r s ion  bear ing  a c u r r e n t  market p r i c e  of $3.00 

per  s h a r e  was d i s t r i b u t e d  dur ing  t h e  period from on o r  about  October 20,  

1959 t o  about  December 15, 1959. The second v e r s i o n  bear ing  a c u r r e n t  

market p r i c e  of  $6.00 per s h a r e  w a s  d i s t r i b u t e d  from on o r  about  

December 15, 1959 t o  about March 31, 1960. 

74. Leason & Co. and Hayaen Leason d i s t r i b u t e d  t h e s e  two r e p o r t s  


by t h e  u s e  of t h e  mails t o  t h e  i n v e s t i n g  pub l i c  and t o  broker d e a l e r s  


throughout t h e  country.  


75. Both t h e  e a r l i e r  and l a t e r  ve r s ions  of "Don't Miss t h e  Boat" 

r ep re sen ted ,  among o the r  t h i n g s ,  t h a t  Amphibious had "A pa t en ted ,  

f u l l y  t e s t e d  a i rp l ane - type  r e t r a c t a b l e  wheel assembly, which e l i m i n a t e s  

t h e  need f o r  a boat t r a i l e r ,  w i l l  be o f f e r e d  b u i l t  i n t o  its boa t s  a s  

an o p t i o n a l  f e a t u r e ,  g i v i n g  t h e  company a n  imagina t ive ,  popular product -



i n  a d d i t i o n  t o  a  complete l i n e  of convent ional  f i b e r g l a s s  boats." 

76. The f a c t  was t h a t  Aarphibian d i d  not  have clear t i t l e  t o  any 

"patented" wheel assembly. According t o  Douglas Bergman, t h e  company's 

g e n e r a l  counse l ,  "We [ ~ m ~ h i b i o u s  1nc.1 had neverBoats ,  accepted  t h a t  


t i t l e  [ t o  t h e  p t e n t ]  . I4  Bergman, i n  f a c t  expressed  t h e  op in ion  t o  t h e  


board of  d i r e c t o r s  t h a t  Amphibious d i d  no t  have good t i t l e  t o  t h e  


p a t e n t  a t  a meeting h e l d  on October 27, 1959 and t h e  "patent"  was d i s - 


.cussed a t  l eng th  a t  such meeting. 

77. The minutes  of t h i s  board meeting of October 27, 1959 were r e a d  

t o  Hayden Leason a t  h i s  s p e c i f i c  r e q u e s t  on December 9 ,  1959 a f t e r  he  

.had become a d i r e c t o r .  Accordingly,  by December 9 ,  1959 a t  t h e  latest ,  

Rayden Leason knew f u l l  yel l  t h a t  t h e  s ta tement  concerning Amphibious' 

ownership o f  a p a t e n t  on a ' @ f u l l y  t e s t e d  a i r p l a n e - t y p e  r e t r a c t a b l e  wheel 

assembly" conta ined  -in h i s  s e l l i n g  l i t e r a t u r e  was f a l s e  b u t  he  cont inued  

t o  c i r c u l a t e  i t  t o  t h e  pub l i c  f o r  months t h e r e a f t e r .  

78, I t  may a l s o  be  ~ o t e a  t h a t  an accountan t  f o r  t h e  company t e s t i -  

f i e d  dur ing  t h e  hea r ing  t h a t  "through t h e  c o r p o r a t e  minutes  and d i s -  

c u s s i o n  wi th  t h e  a t t o r n e y  . . . i t  was a r r i v e d  a t  t h a t  t h e  pa t en t  

cou ld  be circumvented o r  t h e r e  r e a l l y  was no b e n e f i t  t o  t h e  company" 

and  t h a t  t h e  conlpany "had no i n t e n t i o n  of paying" a r o y a l t y  on any 

pa t en t .  Fu r the r  Bray, who became p r e s i d e n t  of ~ m p h i b i o u s  i n  January ,  

1960 at  t h e  r e q u e s t  of  Hayden Leason t e s t i f i e d  i n  r ega rd  t o  t h i s  

a l l e g e d  pa ten ted  gea r  f o r  Amphibious t h a t  t h e r e  was no p u b l i c  acceptance  

of Amphibious b o a t s  because ". . . when people bought t h e s e  b o a t s  o r  

t r i e d  them o u t  t hey  were heavy, they  a r e  much heav ie r  than  t h e  o r d i n a r y  
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b o a t ,  and i ts  j u s t ,  t h e  American people  l i k e  something f a s t ,  and 

i f  t h e i r  f r i e n d s  have a b o a t ,  a l i g h t  boa t  w i t h  a 24,  25 horsepower 

boa t ,  t h e  Amphibious goes  much slower than  t h e  o t h e r  one ,  and people  

j u s t  d o n ' t  l i k e  t h a t  . . .18 

79. Amphibious never  i n  f a c t  developed o r  had a boa t  w i t h  a comrner-

cia1 r e t r a c t a b l e  wheel assembly.  The models which had such an  assembly 

were never  pu t  i n  contmercial p roduc t ion  by Amphibious. 

80. The r e p r e s e n t a t i o n s  i n  "Don't hiss t h e  Boat" r e g a r d i n g  t h e  

e x i s t e n c e  of a p a t e n t  owned by t h e  company and t h e  omiss ion  t o  p o i n t  

o u t  t h e  adve r se  f a c t o r s  i n h e r e n t  i n  t h e  Amphibious wheel assembly 

s u c h  a6 t h e  r e d u c t i o n  i n  t h e  speed  o f  a boa t  brought  abou t  by i t s  

i n s t a l l a t i o n  and t h e  consequent  l a c k  o f  p u b l i c  a ccep t ance  o f  t h e  b o a t ,  

-made t h e  s e l l i n g  l i t e r a t u r e  p repared  by Leason f a l s e  and mis lead ing  

i n  v e r y  m a t e r i a l  r e s p e c t s .  

81. The earlier v e r s i o n  of  "Don't Miss t h e  Boat" ( G i v i s i o n  Ex. 1 )  

s t a t e d  t h a t  "From t h e  beg inn ing ,  sales have o u t s t r i p p e d  p roduc t i on ,  

and  t e n t a t i v e  o r d e r s  f o r  over  2,500 boa t s  are due t o  a b s o r b  c u r r e n t  

p roduc t i on  f o r  some t ime  t o  come. . . ." The l a t e r  v e r s i o n  (Div. Ex. 2 )  

which was d i s t r i b u t e d  du r ing  t h e  pe r i od  &en Leason had become a d i r e c t o r  

of  t h e  comgany end i t s  c o n t r o l l i n g  s tockholdhr  i n c r e a s e d  t h e  f i g u r e  from 

2,500 b o a t s  t o  5,000 boa t s .  Triders Graphic  r e p o r t e d  t h a t  "With some 

5,000 o r d e r s  now on hand, cove r ing  bo th  i t s  "Amphibian" and conven t i ona l  

wPa l c~n ' '  models, t h e  company ha s  launched a f u l l - t h r o t t l e  p roduc t i on  

d r i v e  t o  meet snowbal l ing  demand." 



82.  Both v e r s i o n s  of "Don't Miss t h e  Boat" s t a t e d  t h a t  " h p h i b i o u s  

Boa ts ,  Pnc. ,  d e s p i t e  i t s  youth ,  a l r e a d y  h a s  proven i t s  a b i l i t y  t o  produce 

and s e l l  i t s  produc ts .  A l l  b o a t s  have been s o l d ,  s a l e s  c o n t r a c t s  are 

on hand f o r  a11 b o a t s  t o  be  produced i n  t h e  n e a r  f u t u r e ,  and t h e  

company is producing a f u l l  l i n t  o f  bo th  convent iona l  b o a t s  and t r a i l e r -  

boa t  combinat ions  f o r  t h e  1960 season." (Emphasis a p p e a r s  i n  "Don't 

Mss t h e  Boato'. 

83. The a r t i c l e  i n  T r a d e r s  Graphic  c a r r i e d  t h e  fo l lowing  s t a t emen t :  

'@Capacity of  t h e  new p l a n t  on  a two- sh i f t  b a s i s  i s  e s t ima t ed  

st from 5,000 t o  8 ,000 b o a t s  a y e a r ,  depending on model mix,and number 

of molds employed." A t  a l a t e r  p o i n t ,  t h e  a r t i c l e  s t a t e d  t h a t ,  "Spurred 

by t h e  s i ze  o f  i t s  o r d e r  back log ,  t h e  company had adopted  produc t ion-  

l i n e  methods i n  i t s  new p l a n t .  . . .'I 

84. While t h e s e  and similar s t a t e m e n t s  were being c i r c u l a t e d  by 

Hayden Leason and Leason & Co., Amphibious w a s  having s e r i o u s  q u a l i t y  

c o n t r o l  problems w i th  i t s  conven t i ona l  t y p e  b o a t s ,  and had no workable 

amphibian. Moreover, t h e r e  w a s  no backlog of o r d e r s  nor had any  

-44/ 
p r o d u c t i o n - l i n e  methods been adopted.  

65.  Both v e r s i o n s  of ?Don't Miss t h e  Boat" s e t  f o r t h  t h a t  " ~ r e s i b e n t  

Verrill  h a s  s e t  a p r o f i t  o b j e c t i v e  f o r  t h e  company a t  a minimum of $100 

p e r  boa t  on s m a l l e r  models and u p  t o  $200 per  boa t  on l a r g e r  niodels. . . . t t  

-44/ The Company had f r a n c h i s e  agreements  r e f e r r i n g  t o  t h e  number of  b o a t s  
which t h e  d e a l e r  would a c q u i r e  from Amphibious i n  t h e  f u t u r e  b u t  t h e s e  
were n o t  f i r m  o r  a c t u a l  o r d e r s  f o r  b o a t s  t o  be sh ipped  a t  any  s p e c i f i c  
t i m e ,  and Amphibious' management d i d  no t  c o n s i d e r  them o r d e r s  ( s e e  
t es t imony  of  Bray, p r e s i d e n t  of  ~ m p h i b i o u s ) .  



86. Both v e r s i o n s  of "Don't k i s s  t h e  Boat" c o n t a i n e d  t h e  f o l l o w i n g  

s t a t e m e n t s :  

"The above r e c o r d s  i n v i t e  some i n t e r e s t i n g  c o m p a ~ i s o n s  
w l t h  t h e  o u t l o o k  f o r  t h e  272,000 s h a r e s  o f  APiPHIBIOUS 
BOATS, I K C . ,  c u r r e n t l y  p r i c e d  i n  t h e  $5.00 r a n g e .  The 
company's announced p r o d u c t i o n  s c h e d u l e  o f  100 b o a t s  d u r i n g  
October  (annua l  r a t e  o f  1,200) cou ld  r e a s o n a b l y  be expec ted  
t o  be a minimum f o r  t h e  f u t u r e ,  b e a r i n g  i n  mind t h e  sub- 
s t a n t i a l  backlog o f  o r d e r s  and e a r l y  sales s u c c e s s e s .  Again 
u s i n g  t h e  company's p r e d i c t e d  minimum p r o f i t  o b j e c t i v e  o f  
$100 per  b o a t ,  n e t  on a 12 month t o t a l  o f  1 ,200 b o a t s  would 
amount t o  $120,000, o r  abou t  50 c e n t s  pe r  s h a r e .  Being even 
more p e s s i m i s t i c  and c u t t i n g  t h a t  f i g u r e  i n  h a l f ,  t h e  p o s s i -  
b i l i t i e s  f o r  p r i c e  a p p r e c i a t i o n  on AMPHIBIOUS BOATS s t o c k  
are impress ive .  On t h i s  g r o s s l y  minimized b a s i s ,  AMPHIBIOUS 
s t o c k  c u r r e n t l y  i s  s e l l i n g  f a r  lower on a n  e s t i m a t e d  t i m e s  
e a r n i n g s  b a s i s  t h a n  t h e  19 t i m e s  p r e d i c t e d  e a r n i n g s  f o r  
G l a s s p a r ,  n e a r l y  30  t i m e s  p r e d i c t e d  e a r n i n g s  f o r  P e a r s o n ,  
and  a p r i c e  o f  $4.50 p e r  s h a r e  f o r  Wizard o f  Tennessee ,  organ-  
ized a t  $2 per  s h a r e  las t  y e a r  and which e x p e c t s  o n l y  t o  
b r e a k  even t h i s  y e a r .  

"Should t h e  s a l e s  o r  p r o f i t  margins  o f  A),PHIBIOUS BOATS 
r i se  above t h e  b a r e  minimums used f o r  comparison . . . o r  
s h o u l d  t h e y  merely  e q u a l  company e x p e c t a t i o n s  . . . t h e  pros-  
p e c t s  are s t a g g e r i n g .  For i n s t a n c e ,  i t  i s  e s t i m a t e d  t h a t  
p r o d u c t i o n  c a p a c i t y  o f  t h e  p r e s e n t  p l a n t  i s  20 b o a t s  per  day 
or a n  8 hour  s h i f t ,  o r  approx imate ly  450 b o a t s  per  month. 
Assuming t h i s  l e v e l  o f  p r o d u c t i o n  f o r  o n l y  10 months, t h e  
ccmpany would e a r n  a n  e s t i m a t e d  $450,000 b e f o r e  t a x e s  and 
$225,000 a f t e r  t a x e s  -- i n  e x c e s s  of $.80 p e r  s h a r e  e a r n i n g s .  
Apparen t ly ,  s a l e s  a r e  no problem f o r  t h e  p r e s e n t  s i n c e  t h e  

' 	 company a l r e a d y  h a s  t e n t a t i v e  o r d e r s  f o r  more t h a n  5 ,000  b o a t s ,  
o r  a l l  of i t s  p r e s e n t  p roduc t ion  c a p a c i t y .  P l a n s  t o  meet t h e  
demand f o r  t h e  company's p r o d u c t s  i n c l u d e  f u t u r e  p l a n t  s i tes  
f i rs t  i n  t h e  a r e a s  o f  I n d i a n a ,  N e w  York, F l o r i d a ,  and  C a l i f o r -  
n i a .  The company i s  a l r e a d y  embarked on an  a g g r e s s i v e  s e a r c h  
f o r  a c q u i s i t i o n s  which would complement i t s  l a r g e  o r d e r  back- 
l o g ,  and a t  p r e s e n t  is a c t i v e  i n  n e g o t i a t i o n s  w i t h  two such 
companies. The f u t u r e  s a l e s  and e a r n i n g s  f o r  MIPHIBIOUS 
a p p e a r  b r i g h t  indeed." (Underscor ing i n  "Don't b.iss t h e  Boat") 

The a r t i c l e  i n  T r a d e r s  Graphic  c o n t a i n e d  similar s t a t e m e n t s .  



87. The f a c t  was t h a t  t h e  company was lo s ing  money on every  boat 

it  was manufactur ing,  was having d i f f i c u l t y  s e l l i n g  i t s  boa t s ,  and 

t h e r e  was no reasonable  b a s i s  t o  j u s t i f y  any o f  t h e  quoted s t a t emen t s  

r ega rd ing  t h e  o r d e r  backlog o r  t h e  p red i c t ed  l a r g e  p r o f i t s .  

88. The brochures c a r r i e d  a balance s h e e t  da t ed  September 30,  1959. 

T h i s  ba lance  shee t  was used wi thout  i n d i c a t i n g  t h a t  s a i d  ba lance  s h e e t  

w a s  unaudi ted  and t h a t  t h e  i n v e n t o r i e s ,  molds, p l a n t  equipment and 

small t o o l s ,  d e l i v e r y  equipment, o f f i c e  equipment, p l a n t  development 

costs and leasehold  improvements had been s i g n i f i c a n t l y  w r i t t e n  down 

and t h e  p a t e n t  and engineer ing  and r e t r a c t a b l e  gea r  had been w r i t t e n  

off on t h e  November 30,  1959 a u d i t e d  balance s h e e t .  

89.  The s ta tement  i n  both ve r s ions  of "Don't h i s s  t h e  Boat" 

t o  t h e  e f f e c t  t h a t  ",. , on a comparative b a s i s ,  t h e  s t o c k  of 

Amphibious Boats ,  Inc.  appears  g r o s s l y  undervalued" w a s  u t t e r l y  without  

b a s i s  p a r t i c u l a r l y  s i n c e  t h e  company had not  been a b l e  t o  develop i t s  

key product ,  i ,e . ,  an amphibious boa t ,  and was l o s i n g  money on every  

boat i t  made, and its s t o c k  had a book v a l u e  of  on ly  87 c e n t s  per sha re .  

90. I n  connec t ion  wi th  a n  analogous s ta tement  t h e  Commission i n  Heft,Kahnc 

I n f a n t e ,  Inc., S e c u r i t i e s  Exchange Act Release  No. 7020 (February 11, 

1963) h e l a  t h a t :  

8 



"A p r e d i c t i o n  by a s e c u r i t i e s  d e a l e r  t o  an  i n v e s t o r  t h a t  
t h e  p r i c e  of t h e  s t o c k  i n  a n e w ,  u n t r i e d  s p e c u l a t i v e  
v e n t u r e  i s  l i k e l y  t o  i n c r e a s e  m a t e r i a l l y  o r  w i t h i n  a 
s h o r t  pe r i od  of t ime  i m p l i e s  t h a t  t h e r e  i s  a n  adequa t e  , 

f ounda t i on  f o r  such  p r e d i c t i o n  and t h a t  t h e r e  a r e  no 
known f a c t s  which make such a p r e d i c t i o n  dangerous  o r  
u n r e l i a b l e .  There  i s  i n h e r e n t  i n  t h e  dea le r -cus tomer  
r e l a t i o n s h i p  t h e  impl ied  r e p r e s e n t a t i o n  t h a t  t h e  cus-  
tomer w i l l  be  d e a l t  wi th  h o n e s t l y  and f a i r l y  and t h a t  
r e p r e s e n t a t i o n s  r e s p e c t i n g  a s t o c k  which t h e  d e a l e r  
recommends a r e  r e a sonab ly  made on t h e  b a s i s  o f  knowledge 
and  c a r e f u l  c o n s i d e r a t i o n .  I n  t h e  c a s e  o f  a new, u n t r i e d  
e n t e r p r i s e  such as USC wi th  a product  n o t  y e t  produced 
or t e s t e d  i n  t h e  market ,  w i th  no r e l i a b l e  c o s t  d a t a  o r  
sales expe r i ence ,  p r e d i c t i o n s ,  made by a b roke r -dea l e r  
f o r  t h e  purpose of induc ing  customer purchases  of s t o c k ,  
of s u b s t a n t i a l  sho r t - t e rm  p r i c e  r i s e s  i n  t h e  s t o c k  and 
of annua l  e a r n i n g s  per  s h a r e  almost e q u i v a l e n t  t o  t h e  
i n i t i a l  o f f e r i n g  p r i c e  o f  t h e  s h a r e s  cannot  p o s s i b l y  
be j u s t i f i e d . "  

91. The ba l ance  s h e e t  used  i n  bo th  v e r s i o n s  o f  "Don't Miss t h e  '' 

Boatu1 con t a ined  numerous i t e m s  as a s s e t s  which were w o r t h l e s s  and 

v h i c h  were t h e r e f o r e  w r i t t e n  o f f  by t h e  accoun t an t s  f o r  t h e  company 

I n  t h e  November 30, 1959 a u d i t .  

92 .The  ba l ance  s h e e t  employed i n  t h e  b rochures  was unaud i t ed  bu t  

t h i s  f a c t  w a s  no t  d i s c l o s e d  i n  t h e  b rochures .  Although c o p i e s  o f  t h e  

November 30, 1959 a u d i t e d  s t a t emen t  were d e l i v e r e d  t o  t h e  company f o r  

e a c h  d i r e c t o r ,  t h e s e  f i n a n c i a l  s t a t e m e n t s  which m a t e r i a l l y  modif ied 

t h e  unaud i t ed  s t a t emen t  were n o t  employed i n  t h e  c o p i e s  of "Don't Miss 

t h e  Boat" c i r c u l a t e d  t h e r e a f t e r  bu t  i n s t e a d  Leaeon con t i nued  t o  employ 

t h e  unaud i t ed  and mis lead ing  ba l ance  s h e e t .  

93. .In S.E.C. v. F. S. J o h n s ,  207 F. Supp. 566 (D .N . J . ,  1962) t h e  

c o u r t  s a i d  at  page 573: 



* 

, 
'The f i n a n c i n g  o f  a c o r p o r a t e  e n t e r p r i s e  by t h e  s a l e  
-ofs t o c k  t o  t h e  p u b l i c  i s  a f e r t i l e  f i e l d  f o r  t h e  
p r a c t i c e  o f  d e c e p t i o n .  The purchase r  r e c e i v e s  a 
p i e c e  o f  paper f o r  h i s  inves tment  and must r e l y  i n  
l a r g e  d e g r e e ,  as t o  t h e  worth  o f  i t ,  upon r e p r e s e n -  
t a t i o n s  made w i t h  r e s p e c t  t o  t h e  n a t u r e  and v a l u e  o f  
t h e  i n t e r e s t  h e  h a s  a c q u i r e d  i n  t h e  c o r p o r a t e  b u s i n e s s  

"The s t a n d a r d s  o f  conduct  p r e s c r i b e d  f o r  t h i s  t y p e  o f  
b u s i n e s s  cannot  be  w h i t t l e d  away by t h e  excuse  t h a t  
f a l s e  s t a t e m e n t s  made were i n a d v e r t e n t l y  m d e  w i t h o u t  
i n t e n t  t o  d e c e i v e ,  o r  by r e l i a n c e  upon t h e  l i t e ra l  
t r u t h  o f  a s t a t e m e n t  which,  i n  t h e  l i g h t  o f  o t h e r  
facts n o t  d i s c l o s e d ,  i s  n o t h i n g  more t h a n  a h a l f - t r u t h .  
Nor may r e f u g e  be sought  i n  t h e  argument t h a t  r e p r e -  
s e n t a t i o n s  made t o  i n d u c e  sale of s t o c k  deal t  merely  
w i t h  f o r e c a s t s  o f  f u t u r e  e v e n t s  r e l a t i n g  t o  p r o j e c t e d  
e a r n i n g s  and t h e  v a l u e  of t h e  s e c u r i t i e s ,  excep t  t o  
l h e  e x t e n t  t h a t  t h e r e  i s  a r a t i o n a l  b a s i s  f rom e x i s t -  

. i n g  f a c t s  upon which such f o r e c a s t  can be made, and 
a f a i r  d i s c l o s u r e  o f  t h e  material f a c t s .  The e lement  
o f  s p e c u l a t i o n  i s  i n h e r e n t  i n  s t o c k  i n v e s t m e n t s ,  b u t  
t h e  i n v e s t o r  i s  e n t i t l e d  t o  have t h e  o p p o r t u n i t y  t o  
e v a l u a t e  t h e  r i s k  o f  l o s s ,  as a g a i n s t  t h e  hope of a 
. l u c r a t i v e  r e t u r n ,  from t r u e  s t a t e m e n t s  o f  t h e  f i n a n -  

c ia l  s t a t u s  o f  t h e  c o r p o r a t e  e n t e r p r i s e  i n  whfch h e  

As a c q u i r i n g  a n  i n t e r e s t . "  


94. The u n c o n t r a d i c t e d  ev idence  i n  t h i s  case d i s c l o s e s  t h a t  

Leason  a c q u i r e d  s u b s t a n t i a l  b l o c k s  of Amphibious s e c u r i t i e s ,  s o l d  

them t o  t h e  p u b l i c  i n  numerous states wi thou t  r e g i s t r a t i o n  under  

t h e  S e c u r i t i e s  A c t ,  and i n  t h i s  c o n n e c t i o n  p repared  and c i r c u l a t e d  

g r o s s l y  f a l s e  and  m i s l e a d i n g  b r o c h u r e s  and r e p r i n t s  of a r t i c l e s  

u r g i n g  t h e  p u b l i c  t o  buy Amphibious B o a t s ,  Inc .  s t o c k  and  at t h e  

same t i m e  a l s o  engaged i n  a manipu la t ion  o f  t h e  o v e r - t h e - c o u n t e r  

aoarket i n  t h e  s t o c k  by c a u s i n g  b i d s  to be p laced  i n  t h e  p ink  s h e e t s  

for such  s e c u r i t i e s  and by buying a n d  s e l l i n g  s u b s t a n t i a l  volumes 



of the stock during the course of the distribution of such securities. 


95. The transactions of Hayden Leason and Leason 6 Co. in the 

over-the-counter market qepresented a major portion of the outstanding 

stock, In every instance of the transactions outlined in Appendices A 

ana B, with one exception, Hayden Leason acted as the agent for Leason 

d Co,, Inc. 

96. In this connection, the purchase and sale blotters of Leason 6 

Co, (Div. Ex, 71) reflect that from the time that Hayden Leason and 

Leason & Co. started trading in the stock the stock w r e  than~doubled 

its price within a few months, and then went down to about $3 per share. 

Since there were during this entire period only 293,100 shares of 

Amphibious Boats stock outstanding, it is evident that the activity 

of Hayden Leason and Leason 6 Co., Inc. in the market had a manipulative 

effect upon the price of the stock. In this connection, it is interesting 

to note that as Leason pointed out at page 22 of his brief, "Division8 

Exhibit 231 is the customer's ledger for Hayden Leason at Tegtmeyer & Co. 

during the period November 25 through September 2, 1960. This ledger 

shows something like over 1000 individual trades, ranging in size, 

anywhere from 5 shares of Amphibious Boats, all the way up to 5000 shares 

of Amphibious Boats stock purchased and sold by klr. Shure while trading 

this stock as agent for Hayden Leason." 

97. There can be no question on the evidence in this record but that 


the activities of Hayden Leason and Leason 6 Co., Inc. in the market for 




Amphibious Boats ,  Inc. s t o c k  were w i l l f u l  and t h a t  t h e  b i d s  and pur- 

chases  were d i r e c t e d  a t  ob ta in ing  t h e  very e f f e c t  they had, namely, 

i n c r e a s i n g  t h e  p r i c e  of ~ m p h i b i o u s  Boats s tock.  

CONCLUSIONS OF LAW 

A. The d i s t r i b u t i o n  of both ve r s ions  "Don't Miss t h e  Boat" 

and t h e  r e p r i n t s  of t h e  a r t i c l e  i n  Traders  Graphic t o  t h e  i n v e s t i n g  

pub l i c  and t o  broker -dea lers  throughout t h e  count ry  was i n  w i l l f u l  

v i o l a t i o n  of Sec t ion  17(a)  of t h e  S e c u r i t i e s  Act of 1933 and of Sec-

t i o n  10(b)  of  t h e  S e c u r i t i e s  Exchange Act of 1934 and Rule 10b-5 

promulgated thereunder ,  as we l l  as Sec t ion  l 5 ( c ) ( l )  of t h e  S e c u r i t i e s  

Exchange Act of 1934 and Rules 15cl-2(a)  and (b )  promulgated t h e r e -  

unde r ,  i n  t h a t  they  were d i s t r i b u t e d  by Hayden Leason and Leason & Co., 

Inc. v i t h  f u l l  knowledge of t h e  m a t e r i a l  mi s rep resen ta t ions  conta ined  

t h e r e i n  and omissions t o  s t a t e  ma te r i a l  f a c t s  necessary i n  o r d e r  t o  

make t h e  s t a t emen t s  made, i n  t h e  l i g h t  of  t h e  circumstances under 

which they  were made, not  misleading. 

B. The purchases and s a l e s  of s tock  of Amphibious Boats ,  Inc. 

by Hnyden Leason through Wm. H. Tegtmeyer & Co. were i n  w i l l f u l  v i o l a t i o n  

of  Sec t ion  10 of t h e  S e c u r i t i e s  Exchange Act of 1934 and Rule 13b-6, 

promulgated thereunder ,  i n  t h a t  such purchases and s a l e s  were made by 

persons who were p a r t i c i p a t i n g  I n  t h e  d i s t r i b u t i o n  of s e c u r i t i e s  i n  

Amphibious Boats ,  Inc. 

C. The s a l e  of t h e  s t o c k  of Amphibious Boats ,  Inc.  caused by 

Hayden Leason were i n  w i l l f u l  v i o l a t i o n  of Sec t ions  5 ( a ) ( l )  of t h e  



S e c u r i t i e s  Act o f  1933 i n  t h a t  t h e r e  was no r e g i s t r a t i o n  s t a t emen t  i n  

e f f e c t  w i th  t h e  S e c u r i t i e s  and Exchange Commission as t o  t h e  common 

s t o c k  of  Amphibious E o a t s ,  I nc .  

RECOmENDAT ION 

In view of t h e  numerous, s e r i o u s ,  and  w i l l f u l  v i o l a t i o n s  o f  t h e  

S e c u r i t i e s  Acts  found here inabove ,  it i s  r e s p e c t f u l l y  recommended t h a t  

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

a n d  f o r  t h e  p r o t e c t i o n  of i n v e s t o r s  t o  deny t h e  a p p l i c a t i o n  of  Hayden 

-45/ 
Lynch & Co., Inc .  t o  become r e g i s t e r e d  as a b roke r -dea l e r ,  and ( 2 )  f i n d -  

i n g  Hayden Leason t o  be  a c a u s e  f o r  t h e  d e n i a l  o f  t h e  a p p l i c a t i o n  of 

-46/ 

Hayden Lynch & Co., Inc .  


Resp t f u l l y  submi t t ed ,  

&@z2r 
d. Samuel Binder  

Hear ing Examiner 

Washington, D. C. 

J u l y  26,  1965 


-45/ I n  P i e r c e  v .  S e c u r i t i e s  and Exchange Commission, 239 F. 2d 160,  
163-164 ( C . A .  9 ,  19561, t h e  Court  s t a t e d :  

"Denial  o f  r e g i s t r a t i o n  is  n o t  t o  b e  r ega rded  as a p e n a l t y  
imposed on t h e  b roker .  To t h e  c o n t r a r y ,  i t  i s  b u t  a means 
t o  p r o t e c t  t h e  p u b l i c  i n t e r e s t .  15 U.S.C.A. §780(b) ;  Wright 
v. S e c u r i t i e s  and Exchange Commission, 1940, 2 C i r . ,  112 F. 
2d 89 ,  94; Smolowe v .  Delendo Corpo ra t i on ,  1940, U.C.N.Y., 
36 F. Sup?. 790. The Commission i s  g iven  t h e  d u t y  t o  p r o t e c t  
t h e  pub l i c .  What w i l l  p r o t e c t  t h e  p u b l i c  must i n v o l v e ,  of 
n e c e s s i t y ,  a n  e x e r c i s e  of d i s c r e t i o n a r y  de te rmina t ion ."  

4 W ~ ot h e  e x t e n t  t h a t  t h e  proposed f i n d i n g s  and conc lu s ions  and suppor t -  
i n g  b r i e f s  submi t ted  by t h e  E i v i s i o n  of T r sd ing  and k r k e t s ,  Hayden '	l e a s o n ,  and  Hayden Lynch 6 Co. a r e  i n  accord  w i th  t h e  views expressed  
h e r e i n  t h e y  a r e  s u s t a i n e d  and t o  t h e  e x t e n t  t h e y  a r e  i n c o n s i s t e n t  
t h e r e w i t h  t h e y  are e x p r e s s l y  o v e r r u l e d -  
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