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T h i s  p u b l i c  p r o c e e d i n g  was i n s t i t u t e d  by a n  Order  of  t h e  

Commission on A p r i l  1 8 ,  1978 ( O r d e r )  p u r s u a n t  t o  S e c t i o n s  1 5 ( b )  

1/and 1 9 ( h )  of  t h e  S e c u r i t i e s  Exchange Act o f  1934- , (Exchange 

- A c t )  S e c t i o n  1 0 ( b )  o f  t h e  S e c u r i t i e s  I n v e s t o r  P r o t e c t i o n  Act 

2/o f  1970(SIPA)- and S e c t i o n s  203 (e )  and ( f )  o f  t h e  Inves tmen t  

A d v i s e r s  Act o f  1940 3/ ( A d v i s e r s  A c t )  t o  d e t e r m i n e  whe ther  t h e  

t h r e e  c o r p o r a t e  r e s p o n d e n t s  and v a r i o u s  i n d i v i d u a l  r e s p o n d e n t s  

w i l f u l l y  v i o l a t e d  o r  w i l f u l l y  a i d e d  and a b e t t e d  v i o l a t i o n  o f  t h e  

a n t i f r a u d  p r o v i s i o n s  o f  S e c t i o n  1 7 ( a )  of t h e  S e c u r i t i e s  Act of 

1933  ( S e c u r i t i e s  Ac t ) -  4 /  and S e c t i o n  1 0 ( b )  o f  t h e  Exchange Act 

and Ru le  lob-5 thereunderz ' ;  whe ther  t h e  r e s p o n d e n t  f i r m s  and 

v a r i o u s  i n d i v i d u a l  r e s p o n d e n t s  w i l f u l l y  v i o l a t e d  o r  w i l f u l l y  

a i d e d  and a b e t t e d  v i o l a t i o n s  of S e c t i o n s  1 5 ( b ) , ( c ) ( 3 )  and 1 7 ( a )  

o f  t h e  Exchange Act and s p e c i f i e d  R u l e s  t h e r e u n d e r ,  S e c t i o n s  204, 

206 (1 )  and ( 2 )  o f  t h e  A d v i s e r s  Act and Ru le  204-2(a)  t h e r e u n d e r  

and whe ther  any  r e m e d i a l  a c t i o n  i s  a p p r o p r i a t e  i n  t h e  p u b l i c  

i n t e r e s t .  
-. 

1/ 1 5 U . S . C .  § 7 8 2  ( b ) ;  1 5 U . S . C .  § 78 s ( h ) .-

2/ 1 5  U.S.C. 5 78 c  c c .-

3/ 1 5  U.S.C. § 80b-3e and f .- -
8 

4 /  1 5  U.S.C. § 77 q ( a ) .-

5/ 1 5  U.S.C. $ 7 8 j ( b ) ;  17  CFR 240.10b-5. -., 
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The Order ,  i n  e s s e n c e ,  c h a r g e s  t h a t  r e s p o n d e n t s  6/ S.C. 

A s s o c i a t e s ,  I n c .  (SCA), F i r s t  Sou th  C a r o l i n a  C o r p . ( F i r s t  S . C . ) ,  

C h a r l e s  D .  S t i l w e l l  ( S t i l w e l l ) ,  S tephen  C .  Coker (Coker ) ,  

Vincent  P .  Kane (Kane) and Joan  H .  Schumann (Schumann), (some- 

t i m e s  h e r e i n a f t e r  r e f e r r e d  t o  c o l l e c t i v e l y  as  t h e  remain ing  r e -

sponden t s )  d u r i n g  t h e  p e r i o d  between December 1975 t o  i n  o r  about  

December 1976 w i l f u l l y  v i o l a t e d  and w i l f u l l y  a i d e d  and a b e t t e d  

v i o l a t i o n s  o f  t h e  above no ted  a n t i f r a u d  p r o v i s i o n s  o f  t h e  Secur -  

i t i e s  Act and t h e  Exchange Act;  t h a t  d u r i n g  t h e  p e r i o d  from 

November 1975 t o  d a t e  S t i l w e l l  Coker & Co., I n c .  ( r e g i s t r a n t )  

w i l f u l l y  v i o l a t e d  and t h e  remain ing  r e s p o n d e n t s  a i d e d  and a b e t t e d  

v i o l a t  i o n s  of  t h e  r e c o r d  keeping and r e p o r t i n g  r equ i r emen t s  o f  

S e c t i o n  1 7 ( a )  of  t h e  Exchange Act and v a r i o u s  s p e c i f i e d  R u l e s  

t h e r e u n d e r ;  t h a t  d u r i n g  t h e  p e r i o d  f rom March 1, 1975 t o  on o r  

about  December 1 7 ,  1976 r e g i s t r a n t  w i l f u l l y  v i o l a t e d  and t h e  

-6/ The Order  a l l e g e s  v i o l a t i o n s  a g a i n s t  - t h e  f o l l o w i n g  f i r m  
and p e r s o n s  whose c a s e s  have bzen de t e rmined  by t h e  
commission on t h e  b a s i s  o f  F i n d i n g s  and Orders  ImposiAg 
Remedial S a n c t i o n s  a s  r e f l e c t e d  i n  t h e  Commission s R e l e a s e s  
a s  no t ed :  S t i l w e l l  Coker & Co., I n c .  ( C h a r l e s t o n ,  Sou th  
C a r o l i n a ) ,  Exchange Act R e l e a s e  No. 14979, d a t e d  J u l y  1 9 ,  
1978, 15  SEC Docket 313; Howard Spencer  Hart (Beauf o r t  , 
Sou th  ~ a r o l i n a )  , A l f r e d  R .  Hughes, J r .  ( G r e e n v i l l e ,  Sou th  
C a r o l i n a ) ,  and Margaret  C .  Tho rna l  ( C h a r l e s t o n ,  South  
C a r o l i n a ) ,  Exchange Act R e l e a s e  No. 15286, d a t e d  October  31 ,  
1978, 1 6  SEC Docket 7 ;  Donald R .  Huffman ( D a l l a s ,  T e x a s ) ,  
Exchange Act R e l e a s e  No. 15481 d a t e d  J a n u a r y  8 ,  1979, 1 6  
SEC Docket 697. 



remain ing  r e s p o n d e n t s  a i d e d  and a b e t t e d  v i o l a t i o n s  o f  S e c t i o n  

1 5 ( c ) ( 3 )  of  t h e  Exchange Act and Ru le  1 5 ~ 3 - 1  t h e r e u n d e r  and 

t h a t  from A p r i l  1976 t o  t h e  p r e s e n t  r e g i s t r a n t  w i l f u l l y  v i o -  

l a t e d  and r e s p o n d e n t s  S t i l w e l l ,  Coker and Kane a i d e d  and a -

b e t t e d  v i o l a t i o n s  o f  S e c t i o n  1 5 ( b )  o f  t h e  Exchange Act and 

Rule  1 5 ( b ) ( 3 )  t h e r e u n d e r .  The Order  f u r t h e r  c h a r g e s  t h a t  from 

September 30,  1976 t o  December 1976 SCA w i l f u l l y  v i o l a t e d  and 

r e s p o n d e n t s  F i r s t  S . C  ., S t i l w e l l , Coke??, Kane and Schumann a i d e d  

and a b e t t e d  v i o l a t i o n s  o f  S e c t i o n  204 of t h e  Adv i se r s  Act and 

Rule  204-2(a) t h e r e u n d e r  and S e c t i o n  206 (1 )  and ( 2 )  o f  t h e  Adv i se r s  

Act .  

I n  a d d i t i o n  t h e  Order a l l e g e s  t h a t  on December 1 7 ,  1976 

r e s p o n d e n t s  S t  i l w e l l ,  Coker and Kane were e n j o i n e d  from v i o l a t i n g  

t h e  a n t i f r a u d  p r o v i s i o n s  o f  t h e  S e c u r i t i e s  Act and t h e  Exchange 

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

C a r o l i n a  and t h a t  on t h e  same d a t e  t h e  Court  e n t e r e d  a consen t  

Order  a d j u d i c a t i n g  t h e  cus tomers  o f  r e g i s t r a n t  t o  be i n  ~ e e d  o f  

p r o t e c t i o n  under  t h e  p r o v i s i o n s  o f  SIPA and appo in t ed  a t r u s t e e  

f o r  r e g i s t r a n t  p u r s u a n t  t o  t h e  p r o v i s i o n s  of  t h a t  Act .  

A f t e r  a p p r o p r i a t e  n o t  i c e ,  h e a r i n g s  were he ld  i n  C h a r l e s t o n ,  . 
J 

Sou th  C a r o l i n a .  A l l  of  t h e  r ema in ing  r e s p o n d e n t s  were r e p r e s e n t e d  

-	 by c o u n s e l .  Proposed f i n d i n g s  of  f a c t  and c o n c l u s i o n s  o f  l aw  and 

s u p p o r t i n g  b r i e f s  were f i l e d  by t h e  D i v i s l o n  o f  Enforcement 

( D i v i s i o n )  and r e s p o n d e n t s  SCA, Coker and Schumann. Respondents  



F i r s t  S .C. ,  S t i l w e l l  and Kane have no t  f i l e d  proposed f i n d i n g s  

of f a c t  o r  b r i e f s .  A s  i n d i c a t e d  i n  n o t e  6  s u p r a ,  t h e  c a s e s  

a g a i n s t  s e v e r a l  of  t h e  r e s p o n d e n t s  charged  i n  t h e  Order  w i t h  

a v a r i e t y  o f -  v i o l a t i o n s  have been conc luded .  Accord ing ly ,  any 

f i n d i n g s  t h a t  w i l l  n e c e s s a r i l y  be made h e r e i n  r e l a t i n g  t o  t h o s e  

r e s p o n d e n t s  i n  l i g h t  of t h e i r  involvement i n  t h e  conduct and 

a c t i v i t i e s  which a r e  t h e  s u b j e c t  o f  c h a r g e s  a g a i n s t  t h e  remain ing  

r e s p o n d e n t s ,  w i l l  have no a p p l i c a t i o n  t o  t h e  r e s p o n d e n t s  whose 

c a s e s  have been de t e rmined .  

The f i n d i n g s  and c o n c l u s i o n s  h e r e i n  a r e  based upon t h e  

r e c o r d  and upon o b s e r v a t i o n  o f  t h e  demeanor o f  t h e  v a r i o u s  

w i t n e s s e s .  The s t a n d a r d  o f  p roof  a p p l i e d  t o  t h e  a n t i f r a u d  

c h a r g e s  i s  t h a t  r e q u i r i n g  proof  by c l e a r  and conv inc ing  ev idence_  7/  

A s  t o  t h e  remain ing  c h a r g e s ,  t h e  preponderance  o f  t h e  ev idence  

s t a n d a r d  of  proof  i s  a p p l i e d .  

-7/ I n  C o l l i n s  S e c u r i t i e s  C o r p o r a t i o n  v S.E.C. 562 F2d 820, 
dec ided  August 12 ,  1977, as amended on d e n i a l  o f  r e q u e s t  f o r  
r e h e a r i n g  September 23, 1977,  t h e  Court  o f  Appeals  f o r  t h e  
D i s t r i c t  o f  Columbia C i r c u i t  h e l d  t h a t  i n  a Commission ad- 
m i n i s t  r a t  i v e  p roceed ing  where c h a r g e s  o f  v i o l a t  i o n s  o f  t h e  
a n t i f r a u d  p r o v i s i o n s  of t h e  s e c u r i t i e s  laws a r e  made and 
where t h e  s a n c t i o n  may i n v o l v e  an  e x p u l s i o n  o r  s u b s t a n t i a l  
su spens ion  o r d e r ,  t h e  " c l e a r  and conv inc ing  s t a n d a r d  of  proof1'  
should  be a p p l i e d .  Though i t  i s  r ecogn ized  t h a t  t h e  ConmLssion 
c o n t  inue  s t o  a s s e r t  i n  o t h e r  p r o c e e d i n g s  t h a t  t h e  prepondemnce 
o f  ev idence  s t a n d a r d  i s  l e ~ a l l v  s u f f i c i e n t  i n  i t s  administrative 

r o c e e d i n g s ,  Steadman s e c u r i t i i s  C o r p o r a t i o n  e t  a l . ,  Investment 
FomPany Act o f  1940 R e l e a s e  No. 9830. June  30.  1977.  1 2  SEC --
~ o c k e t - 1 0 4 1 ,  a p p e a l  pending i n  t h e  c o u r t  of A p p e a l s - f o r  t h e  
F i f t h  c i r c u i t  ,-~ h a r l e sW. s teadman v  S.E.C. NO-. 77-2415, it 
i s  b e l i e v e d  t h a t  t h e  a p p r o p r i a t e  c o u r s e  i n  t h e  i n s t a n t  c a s e ,  
i n  l i g h t  o f  t h e  c h a r g e s  i n  t h e  Order  of  v i o l a t i o n s  of  t h e  
a n t i f r a u d  p r o v i s i o n s  of  t h e  Exchange Act and t h e  Securities Act, 
i s  t o  a p p l y  t h e  C o l l i n s  s t a n d a r d  w i t h  r e s p e c t  t o  t h e  f r a u d  
c h a r g e s .  



The Respondent s 

R e g i s t r a n t ,  a Sou th  C a r o l i n a  c o r p o r a t i o n  o r g a n i z e d  June  

19 ,  1975 ,  r e g i s t e r e d  w i t h  t h e  Commission a s  a b r o k e r - d e a l e r  

p u r s u a n t  t o  S e c t i o n  1 5 ( b )  o f  t h e  Exchange Act ,  e f f e c t i v e  as  

o f  October  9 ,  1975.  I t s  p r i n c i p a l  p l a c e  o f  b u s i n e s s  was i n  

C h a r l e s t o n ,  Sou th  C a r o l i n a .  R e g i s t r a n t  succeeded t o  t h e  b u s i -

n e s s  of  S t i l w e l l ,  Coker & Co. Inves tment  S e c u r i t i e s ,  a l i m i t e d  

p a r t n e r s h i p  formed i n  June  1973.  R e g i s t r a n t  was a member o f  

t h e  N a t i o n a l  A s s o c i a t i o n  of S e c u r i t i e s  D e a l e r s ,  I n c  ., (NASD) 

a n a t i o n a l  a s s o c i a t i o n  r e g i s t e r e d  pu r suan t  t o  S e c t  i o n  15A o f  

t h e  Exchange A c t .  A s  no t ed  above t h e  Uni ted  S t a t e s  D i s t r i c t  

Court  f o r  t h e  D i s t r i c t  of  Sou th  C a r o l i n a  appo in t ed  a t r u s t e e  

f o r  t h e  r e g i s t r a n t  p u r s u a n t  t c  t h e  p r o v i s i o n s  o f  SIPA. Reg-

i s t r a n t ' s  r e g i s t r a t i o n  as a b r o k e r - d e a l e r  was revoked on J u l y  

8/1 9 ,  1978.-

SCA was o r g a n i z e d  J u l y  10 ,  1975 u n d e r t h e  laws o f  Sou th  

C a r o l i n a .  I t s  p r i n c i p a l  place of b u s i n e s s  was i n  C h a r l e s t o n ,  

Sou th  C a r o l i n a .  SCA i s  r e g i s t e r e d  as  a n  inves tment  a d v i s e r  

p u r s u a n t  t o  S e c t  i o n  203 ( c )  o f  t h e  Adv i se r s  Act which r e g i s t r a t i o n  

became e f f e c t i v e  September 4 ,  1975.  

S t i l w e l l ,  a t  a l l  r e v e l a n t  t i m e s ,  was c h i e f  e x e c u t i v e  o f f i c e r  

o f  r e g i s t r a n t ,  chairman o f  i t s  board of d i r e c t o r s ,  and from t h e  

d a t e  o f  r e g l s t r a n t  ' s  o r g a n i z a t i o n  u n t i l  A p r l l  1 0 ,  1976 w a s  president 

o f  r e g i s t r a n t .  He and Coker formed t h e  l l m i t e d  p a r t n e r s h i p  which 

was t h e  p r e d e c e s s o r  of r e g i s t r a n t .  S t i l w e l l  w a s  a l s o  vice-president 

8/ See  f o o t n o t e  6  s u p r a-



and s e c r e t a r y  of SCA and a  s h a r e h o l d e r  o f  r e g i s t r a n t  and SCA. 

Coker,  a t  a l l  r e l e v a n t  t i m e s ,  was e x e c u t i v e  v i c e - p r e s i d e n t  

and s e c r e t a r y  o f  r e g i s t r a n t  and p r e s i d e n t  and t r e a s u r e r  o f  SCA. 

He was a d i r e c t o r  and s h a r e h o l d e r  o f  r e g i s t r a n t  and SCA. He 

and S t  i l w e l l  formed r e g i s t r a n t  ' s p r e d e c e s s o r .  

Kane, s i n c e  on o r  abou t  A p r i l  1 0 ,  1976 ,  was p r e s i d e n t ,  

c h i e f  o p e r a t i n g  o f f i c e r  and -ex o f f i c i o  a member o f  t h e  board  

o f  d i r e c t o r s  o f  r e g i s t r a n t .  

F i r s t  S.C. was i n c o r p o r a t e d  unde r  t h e  laws o f  Sou th  C a r o l i n a  

on F e b r u a r y  9,  1976,  t o  a c t  a s  a  h o l d i n g  company f o r  r e g i s t r a n t  

and SCA. F i r s t  S  . C .  was h e l d  o u t  t o  b e  t h e  p a r e n t  c o r p o r a t i o n  of  

r e g i s t r a n t  and SCA. The re  i s  no e v i d e n c e  however t h a t  any o f  

r e g i s t r a n t ' s  s t o c k  was e v e r  i s s u e d  t o  SCA. The re  a r e  a  g r e a t  

many documents i n  e v i d e n c e  r e f l e c t i n g  t r a n s a c t i o n s  between F i r s t  

S.C. and  r e g i s t r a n t  which e s t a b l i s h  t h a t  t h e  o p e r a t i o n s  and a c -

t i v i t i e s  and some o f  t h e  p e r s o n n e l  o f  F i r s t  S.C. and  r e g i s t r a n t  
-

were i n t e r m i n g l e d .  S t i l w e l l  was p r e s i d e n t  and t r e a s u r e r  and 

Coker was v i c e - p r e s i d e n t  and s e c r e t a r y  o f  F i r s t  S  . C .  

Schumann was engaged by r e g i s t r a n t  f rom abou t  A p r i l  1976 

t o  abou t  December 1 0 ,  1976 a s  a  M c o n s u l t a n t " .  On J u n e  1, 1976,. 
t h e  NASD was a d v i s e d  i n  w r i t i n g  by r e g i s t r a n t  t h a t  Schumann was 

a u t h o r i z e d  t o  speak  on b e h a l f  of  r e g i s t r a n t  t o  t h e  s t a f f  o f  t h e  

NASD on m a t t e r s  " r e l a t i v e  t o  t h e  1933  and 1934 A c t s  a s  w e l l  a s  

t h e  R u l e s  o f  F a i r  P r a c t i c e  and t h e  Uniform P r a c t i c e  Code". On 

J u l y  2 1 ,  1976,  t h e  A t l a n t a  Reg iona l  O f f i c e  of  t h e  Commission was 



C 

s e n t  a similar l e t t e r  i n f o r m i n g  t h e  Commission s taff  t h a t  Schumann 

was a u t h o r i z e d  t o  s p e a k  f o r  r e g i s t r a n t .  S c h m a n n  m a i n t a i n s  s h e  

w a s  engaged by r e g i s t r a n t  on a c o n s u l t i n g  b a s i s  t o  h e l p  r e o r g a n i z e  

r e g i s t r a n t ' s  p r o c e d u r e s ,  was p a i d  $100 p e r  d a y  a s  a c o n s u l t a n t  and 

w a s  n o t  a n  " a s s o c i a t e d  pe rson"  o f  r e g i s t r a n t  as  t h a t  t e r m  i s  d e f i n e d  

i n  t h e  Exchange A c t .  

O r g a n i z a t  i o n  o f  r e g i s t r a n t  - Background 

I n  t h e  s p r i n g  of 1973  S t i l w e l l  and Coker ,  who were b o t h  employed 

by a b r o k e r a g e  f i r m ,  d e t e r m i n e d  t o  fo rm a p a r t n e r s h i p  f o r  t h e  pur -  

p o s e  o f  e n t e r i n g  t h e  b r o k e r a g e  b u s i n e s s  on t h e l r  own. Between them, 

t h e y  i n t e r e s t e d  f i v e  i n d i v i d u a l s  i h t o  i n v e s t i n g  $10,000 e a c h  f o r  a 

50% i n t e r e s t  i n  t h e  p a r t n e r s h i p ,  becoming l i m i t e d  p a r t n e r s , /  t h e  

o t h e r  50% o f  t h e  p r o f i t s  was t o  be  s h a r e d  e q u a l l y  between t h e  two 

g e n e r a l  p a r t n e r s ,  S t i l w e l l  and Coker,  n e i t h e r  o f  whom made any 

c a p i t a l  c o n t r i b u t i o n .  The p a r t n e r s h i p  n e v e r  o p e r a t e d  p r o f i t a b l y .  

S u b o r d i n a t e d  l o a n s  were  o b t a i n e d  t o  p e r m i t  r e g i s t r a n t  t o  meet i t s  
-

n e t  c a p i t a l  r e q u i r e m e n t s .  By s p r i n g  o r  summer o f  1975  l o s s e s  

approx imated  $75,000.  R e g i s t r a n t  was o r g a n i z e d  i n  J u n e  1975  t o  

s u c c e e d  t o  t h e  p a r t n e r s h i p .  The l i m i t e d  p a r t n e r s  were  e a c h  t o  

r e c e i v e  5 ,000 s h a r e s  o f  common s t o c k  o f  r e g i s t r a n t  f o r  t h e i r  i n --
t e r e s t  i n  t h e  p a r t n e r s h i p .  I n  a d d i t i o n  100,000 s h a r e s  o f  con-

v e r t i b l e  p r e f e r r e d  s t o c k  a t  $1.00 p e r  s h a r e  was s o l d  t o  s e v e n  i n -

d i v i d u a l s ,  most o f  which was p a i d  f o r  i n  t h e  fo rm o f  p r o m i s o r y  

n o t e s ,  s e c u r e d  by v a r i o u s  s e c u r i t i e s  g i v e n  as c o l l a t e r a l  t o  s e c u r e  

-9/ The 1i m i t ed p a r t n e r  was respondent 'Howard Spencer H a r t  ( H a r t )  . The 
other persons were George C . Evans (Evans), Carole W. Rivers. ( ~ i v e r s )  . 
William Mikell (Mikell) and Th3mas Gibson (Gibson). 
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1
t h e  n o t e s . -  o/ 

From i t s  i n c e p t i o n  r e g i s t r a n t  c l e a r e d  i t s  t r a n s a c t i o n s  on  a  

f u l l y  d i s c l o s e d  b a s i s  t h r o u g h  E l k i n s ,  S t r o u d ,  S u p p l e e  ( E l k i n s ) ,  

a  r e g i s t e r e d  b r o k e r  d e a l e r  i n  P h i l a d e l p h i a ,  P e n n s y l v a n i a .  Some 

t i m e  i n  March 1976  r e g i s t r a n t  s t a r t e d  c l e a r i n g  some t r a n s a c t i o n s .  

However, t h e  m a j o r i t y  o f  r e g i s t r a n t ' s  c u s t o m e r s  t r a n s a c t i o n s  con-

t i n u e d  t o  be  c l e a r e d  by E l k i n s .  I n  August 1976 E l k i n s  t e r m i n a t e d  

i t s  agreement  w i t h  r e g i s t r a n t  and t h e  f o l l o w i n g  month commenced 

d e l i v e r i n g  t o  r e g i s t r a n t  a l l  o f  t h e  s e c u r i t i e s  it  h e l d  b e l o n g i n g  

t 'o  r e g i s t r a n t ' s  c u s t o m e r s .  The Elkins t r a n s m i t t a l  f o r m s  s e n t  t o  

r e g i s t r a n t  i d e n t i f i e d  t h e  names and a c c o u n t  numbers o f  e a c h  o f  t h e  

c u s t o m e r s  who owned t h e  s e c u r i t i e s  and c o n t a i n e d  t h e  s p e c i f i c  c e r -

t i f i c a t e  numbers o f  t h e  s e c u r i t i e s  f o r w a r d e d  f o r  t h e  c u s t o m e r s  

a c c o u n t .  By t h e  m i d d l e  o f  O c t o b e r  1976 a l l  c u s t o m e r s  s e c u r i t i e s  

h e l d  by E l k i n s  had been f o r w a r d e d  t o  r e g i s t r a n t .  

V i o l a t i o n s  o f  t h e  a n t i f r a u d  p r o v i s i o n s  o f  t h e  S e c u r i t i e s  A c t ,  -
t h e  Exchange Act  and t h e  A d v i s e r s  Act 

Each o f  t h e  r e m a i n i n g  r e s p o n d e n t s  i s  c h a r g e d  w i t h  h a v i n g  w i l -

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

p r o v i s i o n s  of  t h e  S e c u r i t i e s  Act and t h e  Exchange A c t .  With r e s p e c t  

t o  t h e  A d v i s e r s  A c t ,  o n l y  SCA i s  c h a r g e d  w i t h  w i l f u l 1  G i o l a t i o n s  

and t h e  o t h e r s  o n l y  w i t h  a i d i n g  and a b e t t i n g  s u c h  v i o l a t i o n s .  

-10/  The p r e f e r r e d  s t o c k h o l d e r s  were Bonnie A .  W i l l i a m s ,  Henry J .  
Lee,  Beaman Bond, P e t e r  M .  K n o l l e ~  ( K n o l l e r ) ,  M a r g a ~ e t  S .  
Waring (Waring) , George E  .Z . Johnson  and D . J o a n  ~ e n n e d y  (Kennedy). 



The ev idence  i n  t h i s  c a s e  d e m o n s t r a t e s  i n  c l e a r  and conv inc ing  

f a s h i o n  t h a t  t h e  remain ing  r e s p o n d e n t s  engaged i n  and a i d e d  and 

a b e t t e d  i n  a c t s  and p r a c t i c e s  and a c o u r s e  o f  b u s i n e s s  which o p e r a t e d  

a s  a f r a u d  and d e c e i t  upon i t s  cus tomers ,  upon pe r sons  who made 

subord ina t ed  l o a n s  t o  r e g i s t r a n t  and upon r e g i s t r a n t ' s  s h a r e h o l d e r s .  

The r e c o r d  f u r t h e r  e s t a b l i s h e s ,  i n  s i m i l a r  f a s h i o n ,  t h a t  i n  

connec t ion  w i t h  o f f e r i n g  and s e l l i n g  and e f f e c t i n g  

t r a n s a c t i o n s  i n  s e c u r i t i e s  o b t a i n e d  monies  and p r o p e r t y  by means 

of f a l s e  and m i s l e a d i n g  s t a t e m e n t s  o r  omis s ions  t o  s t a t e  m a t e r i a l  

f a c t s  r e l a t i n g  t o  r e g i s t r a n t  ' s  p u r p o r t e d  p r o f i t a b l e  o p e r a t i o n s ,  

r e g i s t r a n t  I s  f i n a n c i a l  c o n d i t i o n  and i t s  so lvency  r e sponden t s  

a i d e d  and a b e t t e d  o t h e r s  i n  t h e  f o r e g o i n g  conduc t .  To i m -

plement t h e  f r a u d u l e n t  scheme, s e c u r i t i e s  f u r n i s h e d  t o  r e g i s t r a n t  

by i t s  s h a r e h o l d e r s  a s  c o l l a t e r a l  and s e c u r i t i e s  be long ing  t o  cus-

tomers  were knowingly and d e l i b e r a t e l y  s o l d  wi thout  a u t h o r i z a t i o n  

o f  and c o n t r a r y  t o  r e p r e s e n t a t i o n s  by S t i l w e l l ,  Coker o r  Kane t o  

such p e r s o n s  t h a t  such s e c u r i t i e s  would no t  be s o l d  wi thout  p r i o r  

app rova l  by such  pe r sons  and t h e  p roceeds  of such  s a l e s  were used 

i n  r e g i s t r a n t  s b u s i n e s s  wi thout  t h e  knowledge o f  such  p e r s o n s .  To 

accompl i sh  t h e i r  ends  one o r  more of  t h e  r e sponden t s  r e s o r t e d  t o  
# 

send ing  s t a t e m e n t s  t o  r e g i s t r a n t ' s  cus tomers  r e f l e c t i n g  s e c u r i t i e s  

-	 b e i n g  h e l d  i n  t h e i r  account  when i n  f a c t  such s e c u r i t i e s  had been 

s o l d  and f u n d s  used  i n  r e g i s t r a n t  s b u s i n e s s ,  t o  sending  "d iv idends"  

o r  " i n t e r e s t "  t o  cus tomers  presumably on s e c u r i t i e s  t h e  cus tomers  
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b e l i e v e d  t h e y  owned when i n  f a c t  t h e i r  s e c u r i t i e s  had bee r  s o l d ,  

t o  c a u s i n g  f i c t i t i o u s  e n t r i e s  t o  be  made i n  v a r i o u s  o f  r e g i s t r a n t ' s  

and SCA1s books ,  l e d g e r s  and o t h e r  r e c o r d s ,  t o  f a i l i n g  t o  e n t e r  o r  

p r o p e r l y  r e f l e c t  t r a n s a c t i o n s  i n  i t s  books  and r e c o r d s ,  t o  c r e a t i n g  

a t  l e a s t  one l e t t e r  p u r p o r t e d l y  f o r w a r d i n g  s e c u r i t i e s  t o  S t i l w e l l  

and c r e a t i n g  o t h e r  documents p u r p o r t i n g  t o  r e f l e c t  t r a n s f e r s  o f  

s e c u r i t i e s .  O t h e r  r e s p o n d e n t s  p a r t i c i p a t e d  i n  o r  a i d e d  and a b e t t e d  

such  c o n d u c t .  One w i t n e s s  t e s t i f i e d  t h a t  he n e v e r  p r e p a r e d  o r  

s i gned  any  l e t t e r  f o r w a r d i n g  s e c u r i t i e s  t o  S t i l w e l l  and n e v e r  exe-

c u t e d  s e v e r a l  s t o c k  powers f o r  t h e  s a l e  o f  c e r t a i n  s e c u r i t i e s  and 

h i s  s i g n a t u r e  on such  s t o c k  powers was f o r g e d .  A s  one consequence 

o f  t h e  f r a u d u l e n t  a c t s  and p r a c t i c e s  u t i l i z e d  t o  e f f e c t u a t e  t h e  

scheme, t h e  SIPA t r u s t e e  on b e h a l f  o f  t h e  S e c u r i t i e s  I n v e s t o r s  

P r o t e c t i o n  C o r p o r a t i o n ,  was r e q u i r e d  t o  pay  o u t  a p p r o x i m a t e l y  $328,000 

t o  s a t i s f y  c l a i m s  f rom r e g i s t r a h t l s  cus tomers . -  11/ 

From t h e  i n c e p t i o n  o f  t h e  p a r t n e r s h i p  by S t i l w e l l  and Coker 

i n  1973 u n t i l  J une  1975 ,  when r e g i s t r a n t  was formed, t h e  p a r t n e r -  

s h i p  n e v e r  o p e r a t e d  p r o f i t a b l y .  Coker t e s t i f i e d  t h a t  i n  e x c e s s  o f  

$10,000 which had been l o a n e d  t o  t h e  p a r t n e r s h i p  on a s u b o r d i n a t e d  

b a s i s  and $50,000 which had been c o n t r i b u t e d  by t h e  f i y e  l i m i t e d  

p a r t n e r s  had been l o s t  by J u n e  1975,  a t  t h e  t i m e  S t i l w e l l  sugges t ed  

and he (Coker )  ag r eed  t o  o r g a n i z e  r e g i s t r a n t  t o  succeed  t h e  p a r t n e r -  

-11/ The c l a i m s  o f  two such  cus tomer s  exceeded t h e  l i m i t a t i o n s  o f  
SIPA. One o f  such  cus tomer s  s u f f e ~ e da l o s s  o f  a b o u t  $13,000 
and t h e  o t h e r  abou t  $1300. The r e c o r d  d i s c l o s e s  t h a t  no f u n d s  
a r e  a v a i l a b l e  f o r  d i s t r i b u t i o n  t o  r e g i s t r a n t  I s  g e n e r a l  creditors 
which i n c l u d e  t h e  t e l e p h o n e  company, t h e  l e s s o r  o f  r e g i s t r a n t ' s  
o f f i c e  space ,  t r a v e l  a g e n c i e s ,  a i r l i n e s ,  au tomob i l e  r e n t a l  
a g e n c i e s  o r  o t h e r  g e n e r a l  c r e d i t o r s .  R e g i s t ~ a n ts p r e f e r r e d  
and camnon stockholders o r  i ts  subordinated lerders w i l l  not receive m y  
dis t r ibut ion.  



s h i p .  The f i v e  o r i g i n a l  l i m i t e d  p a r t n e r s  -became s t o c k h o l d e r s  o f  

t h e  r e g i s t r a n t ,  e a c h  r e c e i v i n g  5 ,000 s h a r e s  of common s t o c k .  Coker 

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

i t  was d e t e r m i n e d ,  a t  S t i l w e l l l s  s u g g e s t i o n ,  t o  s e l l  100 ,000  s h a r e s  

o f  c o n v e r t i b l e  p r e f e r r e d  s t o c k  a t  $1';00 p e r  s h a r e  i n  o r d e r  t o  o b t a i n  
-

s u f f i c i e n t  c a p i t a l  f o r  r e g i s t r a n t ' s  o p e r a t i o n s .  Coker s t a t e d  t h a t  

S t i l w e l l  e x p l a i n e d  t o  him t h a t  t h e  p e r s o n s  t o  whom t h e  p r e f e r r e d  

s t o c k  would be  s o l d  would pay f o r  t h e  s t o c k  by e x e c u t i n g  n o t e s  c o l -

l a t e r a l i z e d  by s e c u r i t i e s .  N o t w i t h s t a n d i n g  a d v i c e  from c o u n s e l  

r e t a i n e d  by r e g i s t r a n t  t h a t  u n d e r  S o u t h  C a r o l i n a  law n o t e s  c o u l d  

n o t  be a c c e p t e d  a s  payment:' t h e  p r e f e r r e d  s t o c k  was n e v e r t h e l e s s  

s o l d  t o  seven p e r s o n s  by t h e  end o f  1975 ,  p r i m a r i l y  by S t i l w e l l  w i t h  

C o k e r l s  knowledge, and s u c h  p e r s o n s  p a i d  f o r  t h e  s t o c k ,  e i t h e r  i n  

whole o r  i n  p a r t ,  by s i g n i n g  n o t e s  which were s e c u r e d  by v a r i o u s  

s e c u r i t i e s  g i v e n  a s  c o l l a t e r a l .  I n  c o n n e c t i o n  w i t h  t h e s e  s a l e s  it 

i s  s i g n i f i c a n t  t o  n o t e  t h a t  t h e  p r e f e r r e d  s t o c k h o l d e r s  were t o l d ,-

by S t i l w e l l  o r  Coker ,  t h a t  t h e  c o l l a t e r a l  f u r n i s h e d  by suc.h p e r s o n s  

would n o t  be s o l d  by t h e  r e g i s t r a n t  w i t h o u t  t h e  p r i o r  a p p r o v a l  o r  

c o n s e n t  o f  t h e  s t o c k h o l d e r s .  

a /  	 1976  S.C. Code Sec 33-9-80 p r o v i d e s  i n  p e r t i n e n t  p a r t  " . .. . . 
p r o m i s o r y  n o t e s  ... s h a l l  n o t  c o n s t i t u t e  payment o r  p a r t  payment 
f o r  s h a r e s  i s s u e d  t o  such  s u b s c r i b e r s  o r  p u r c h a s e r s " .  



The manner i n  which t h e  f r a u d  was p e r p e t r a t e d  on r e g i s t r a n t ' s  

p r e f e r r e d  s t o c k h o l d e r s  i s  c l e a r l y  m a n i f e s t  f rom t h e  t e s t i m o n y  of  

such  p e r s o n s  a s  w e l l  a s  t h a t  o f  Coker and t h e  s t a t e m e n t s  made by 

S t i l w e l l  unde r  o a t h .  K n o l l e r  , one o f  t h e  p r e f e r r e d  s t o c k h o l d e r s ,  

t e s t i f i e d  t h a t  i n  September  1975,  - a t  ' ~ t i l w e l l ' sr e q u e s t ,  he pu r -  

chased  1 0 , 0 0 0  s h a r e s  o f  r e g i s t r a n t  l s  p r e f e r r e d  s t o c k  a t  $1 .00  p e r  

s h a r e ,  s i g n e d  a  n o t e  f o r  $10,000 and gave r e g i s t r a n t  s e c u r i t i e s  a s  

. 	 c o l l a t e r a l  f o r  t h e  n o t e .  S t i l w e l l  t o l d  K n o l l e r  t h a t  t h e  c o l l a t e r a l  

would n o t  be s o l d  and t h a t  he  would r e c e i v e  any d i v i d e n d s  on t h e  

s t o c k  and t h e  i n t e r e s t  on t h e  bond he  f u r n i s h e d  a s  c o l l a t e r a l .  

K n o l l e r  a l s o  t e s t i f i e d  he  spoke w i t h  Coker abou t  h i s  pu rchase  of  

t h e  p r e f e r r e d  s t o c k  and t h e  u n d e r s t a n d i n g  t h a t  t h e  c o l l a t e r a l  would 

n o t  be  s o l d .  The r e c o r d  d i s c l o s e s  t h a t  Coker ,  i n  f a c t ,  w i t n e s s e d  

t h e  n o t e  K n o l l e r  e x e c u t e d .  Without  n o t i c e  t o  K n o l l e r  t h e  c o l l a t e r a l  

was s o l d  one  month l a t e r  i n  Oc tober  1975 .  I n  J a n u a r y  1976 K n o l l e r  

made a  second i nves tmen t  i n  r e g i s t r a n t ,  a g a i n  s i g n i n g  a  n o t e  t h i s  
-

t i m e  f o r  $5,000 and  f u r n i s h i n g  a d d i t i o n a l  s e c u r i t i e s  a s  c o l l a t e r a l .  

K n o l l e r  s t a t e d  he  was d e a l i n g  w i t h  b o t h  S t i l w e l l  and Coker a t  t h e  

t i m e  and e i t h e r  one  o f  t h e  o t h e r  promised him t h a t  t h e  c o l l a t e r a l  

would n o t  be  s o l d  w i thou t  h i s  p r i o r  a u t h o r i z a t i o n .  A t  t h e  t i m e  
* 

K n o l l e r  made h i s  second i nves tmen t  ne i t he r -  S t i l w e l l  o r  Coker t o l d  

him t h a t  t h e  c o l l a t e r a l  he  f u r n i s h e d  i n  September had a l r e a d y  been 

s o l d .  A c e r t i f i c a t e  f o r  15 ,000  s h a r e s  o f  r e g i s t r a n t ' s  c o n v e r t i b l e  

p r e f e r r e d  s t o c k  was g i v e n  t o  KnoZler on Apr-il  2, 1976.  I n  May 1976 

t h e  c o l l a t e r a l  f u r n i s h e d  by K n o l l e r  i n  c o n n e c t i o n  w i t h  h i s  second 

i nves tmen t  was s o l d  w i t h o u t  h i s  a u t h o r i z a t i o n .  The r e c o r d  d i s c l o s e s  
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t h a t  when t h e  c o l l a t e r a l  was s o l d  t h e  p roceeds  r e c e i v e d  exceeded 

t h e  amount o f  t h e  n o t e ,  bu t  t h e  d i f f e r e n c e  was neve r  g iven  t o  

K n o l l e r .  Moreover,  on September 27, 1976 Kno l l e r  i s s u e d  a check 

f o r  $2,800 a s  a payment on h i s  n o t e  which was d e p o s i t e d  t o  t h e  

account  o f  F i r s t  S.C. d e s p i t e  t h e  f a c t  t h a t  t h e  c o l l a t e r a l  r e a l i z e d  

more t h a n  t h e  amount o f  t h e  n o t e .  F i n a l l y ,  a t  a n  October  meet ing  

o f  r e g i s t r a n t ' s  s h a r e h o l d e r s ,  which Kno l l e r  a t t e n d e d ,  n e i t h e r  

S t i l w e l l  o r  Coker informed him h i s  c o l l a t e r a l  had been s o l d  wi thout  

h i s  a u t h o r i z a t i o n  n o r  t h a t  h i s  check , f o r  payments on h i s  n o t e ,  had 

been d e p o s i t e d  t o  t h e  account  o f  F i r s t  S.C. 

No twi th s t and ing  t h e  s a l e  of h i s  c o l l a t e r a l ,  Kno l l e r  was s e n t  

"d iv idendr t  checks  on such  c o l l a t e r a l  i n  J a n u a r y ,  A p r i l ,  August ,  

September and October ,  1976.  On December 7 ,  1 9 7 6  Kno l l e r  r e c e i v e d  

two s t a t e m e n t s  from r e g i s t r a n t ,  (one  of which was s igned  "Stevef ' ,  

Coker ' s f i r s t  name), r e f l e c t i n g  t h e  amount of  d i v i d e n d s  p a i d  him 

d u r i n g  t h e  y e a r  on h i s  c o l l a t e r a l ,  t h u s  d e c e i v i n g  Kno l l e r  i n t o  be- .-

l i e v i n g  r e g i s t r a n t  st ill he ld  h i s  c o l l a t e r a l .  

Bond, a n o t h e r  p r e f e r r e d  s t o c k h o l d e r ,  purchased 10,000 s h a r e s  

o f  r e g i s t r a n t ' s  p r e f e r r e d  s t o c k  i n  t h e  f a l l  o f  1975 f o r  which he 

s igned  a  n o t e  and d e p o s i t e d  c o l l a t e r a l .  I n  t h e  l a t t e r  p a r t  o f  

December o r  e a r l y  i n  1976 Bond asked  Coker abou t  t h e  i n t e r e s t  on 

h i s  c o l l a t e r a l .  Coker t e s t i f i e d  he knew o f  S t  i l w e l l  ' s arrangement  

w i t h  Bond no t  t o  s e l l  t h e  c o l l a t e r a l  wl-thouti t h e  1 a k t e ~ " s  c o n s e n t ,  

he knew t h a t  S t i l w e l l  had s o l d  t h e  c o l l a t e r a l  wi thout  Bond's knowl-

edge i n  September 1975, s h o r t l y  a f t e r  it was d e p o s f t e d  w2th reg is^ 

I 



had been s o l d .  

Lee ,  a n o t h e r  p r e f e r r e d  s t o c k h o l d e r ,  a l s o  i s s u e d  a n o t e  and 

p l e d g e d  a $10,000 f a c e  amount bank n o t e  a s  c o l l a t e r a l .  

Again n o t w i t h s t a n d - i n g ,  a  promise t o  t h e  c o n t r a r y  by e i t h e r  

S t  i l w e l l  o r  Coker ,  t h e  l a t t e r  l i q u i d a t e d  t h e  c o l l a t e r a l  w i t h o u t  

a d v i s i n g  Lee .  Another  p r e f e r r e d  s t o c k h o l d e r ,  J o h n s o n ,  e x e c u t e d  

a n o t e  f o r  h i s  p u r c h a s e  o f  t h e  s t o c k  and d e p o s i t e d  a  $ 6 , 0 0 0  f a c e  

amount Bond a s  c o l l a t e r a l .  Without  o b t a i n i n g  J o h n s o n  s p e r -

m i s s i o n  t o  s e l l  t h e  c o l l a t e r a l ,  a s  p r o m i s e d ,  t h e  c o l l a t e r a l  was 

s o l d  p r i o r  t o  March 1976 .  

Waring p u r c h a s e d  35,000 . s h a r e s  o f  p r e f e r r e d  s t o c k  and g a v e  

$52,000 i n  f a c e  amount Chase Manha t t an  N o t e s  t o  s e c u r e  he^ n o t e .  

I n  t h e  l a t t e r  p a r t  o f  December 1 9 7 5  o r  e a r l y  1976  t h e  c o l l a t e r a l  

was s o l d  by Coker w i t h o u t  h e r  knowledge and w i t h o u t  i n f o r m i n g  h e r  

son, who worked i n  r e g i s t r a n t ' s  o f f i c e  w i t h  S t i l w e l l  and Coker .  

The r e c o r d  d i s c l o s e s  t h a t  when t h e  c o l l a t e r a l  was s o l d  t h e  p r o c e e d s  
-

exceeded  t h e  amount o f  M s .  W a r i n g ' s  n o t e ,  but t h e  e x c e s s  amount 

was n e v e r  r e m i t t e d  t o  h e r  bu t  u s e d  i n  r e g i s t r a n t  t s  o p e r a t i o n s .  

Moreover ,  i n  W a r i n g ' s  c a s e  t h e  f r a u d  was a g g r a v a t e d  by t h e  f a c t  

t h a t  foLLbwTng t h e  s a l e  o f  t h e  c o l l a t e r a 1 , C o k e r  was r e q u e s t e d  by -
W a r i n g ' s  s o n  t o  s w i t c h  t h e  Chase  Manha t t an  Notes  i n t o  C i t i z e n s  

and S o u t h e r n  C o n v e r t i b l e  D e b e n t u r e s ,  which Coker a g r e e d  t o  d o .  

Coker  n e v e r  t o l d  Waring o r  W a r i n g t s  son t h a t  t h e  c o l l a t e r a l  had 

a l r e a d y  been s o l d .  However, some t i m e  i n  A p r i l  o r  May 1976  Coker 

purchased  t h e  s a i d  Bonds bu t  r e g i s t r a n t  had no money t o  pay f o r  them. 



Coker t a l k e d  w i t h  S t i l w e l l  abou t  t h e  m a t t e r  and S t i l w e l l  t o l d  him 

t o  s e l l  t h e  bonds ,  which he  d i d .  W i t h i c  t h e  n e x t  month Coker a g a i n  

pu rchased  t h e  bonds f o r  Waring and a g a i n  r e g i s t r a n t  was u n a b l e  t o  

pay .  Coker a g a i n  s o l d  t h e  bonds.  N e i t h e r  Waring o r  h e r  son were 

informed o f  t h e s e  a c t i o n s .  A t  some t i m e  d u r i n g  t h e s e  a c t i v i t i e s  

Kane became aware  o f  t h e  Waring problem bu t  he d i d  n o t h i n g  t o  a l -  

l e v i a t e  t h e  m a t t e r .  

Kennedy t e s t i f i e d  t h a e  i n  May 1974,  a t  S t i l w e l l  l s r e q u e s t ,  

s h e  f u r n i s h e d  r e g i s t r a n t  ls p r e d e c e s s o r  ( t h e  p a r t n e r s h i p )  $10,000 

f a c e  amount o f  Bonds under  a s u b o r d i n a t  i o n  agreement  s i g n e d  by b o t h  

S t i l w e l l  and Coker .  She was t o l d  t h e  bonds would be  h e l d  and n e v e r  

s o l d  and was g i v e n  a  l e t t e r  s i gned  by b o t h  S t i l w e l l  and Coker s t a t -

i n g ,  among o t h e r  t h i n g s ;  

" S t e v e  and I have no  i n t e n t i o n  
o f  s e l l i n g  your  bonds o r  even 
bor rowing  a g a i n s t  them . . . ." 

I n  May 1975  t h e  s u b o r d i n a t i o n  agreement  was renewed f o r  a n o t h e r  
-. 

y e a r .  Kennedy f u r t h e r  t e s t i f i e d  S t i l w e l l  t o l d  h e r  o r a l l y  t h a t  t h e  

Bonds would n o t  b e  u sed  w i thou t  h e r  pe rmi s s ion .  Kennedy s t a t e d  s h e  

n e v e r  saw t h e  Bonds a g a i n  a f t e r  1974 and t h a t  s h e  neve r  a u t h o r i z e d  

S t i l w e l l  o r  Coker o r  anyone e l s e  t o  t r a n s f e r  o r  o t h e r w i s e  d i s p o s e  -
o f  t h e  Bonds, n o r  d i d  s h e  a u t h o r i z e  anyone t o  u s e  t h e  p r o c e e d s  o f  

t h e  s a l e  o r  o t h e r  d i s p o s i t i . o n  f o r  registrant o r  any o t h e r  e n t i t y .  

E a r l y  i n  1976  S t i l w e l l  approached Kennedy Co p u r c h a s e  2500 s h a r e s  

o f  20% p r e f e r r e d  s t o c k  i n  F i r s t  S.C. Payment was t o  be i n  t h e  fo rm 

o f  100  s h a r e s  o f  ITT t o  be  h e l d  a s  c o l l a t e r a l .  Kennedy gave  S t i l w e l l  
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a c e r t i f i t a t e  f o r  200 s h a r e s  o f  ITT o f  which 1 0 0  s h a r e s  was t o  b e  

used  a s  c o l l a t e r a l  and t h e  r e m a i n i n n  s h a r e s  r e i s s u e d  t o  h e r .  

Again s h e  w a s  t o l d  t h e  c o l l a t e r a l  would n o t  b e  s o l d  and by l e t t e r  

d a t e d  J u n e  30,  1 9 7 6  S t i l w e l l  s t a t e d ,  among o t h e r  t h i n g s ;  

" T h i s  i s  e s s e n t i a l l y  t h e  same 
agreement  t h a t  we have  a l w a y s  
had between u s " .  

On t h e  same d a t e  s h e  r e c e i v e d  a c e r t i f i c a t e  f o r  2500 s h a r e s  o f  

Cumulated P r e f e r r e d  S t o c k  o f  r e g i s t r a n t .  Kennedy had no e x p l a n a t i o n  

f rom anyone  a s  t o  why s h e  r e c e i v e d  r e g i s t r a n t ' s  s t o c k  when s h e  be-  

l i e v e d  s h e  was p u r c h a s i n g  s t o c k  o f  F i r s t  S.C.  A t  a n y  r a t e  Kennedy 

n e v e r  r e c e i v e d  t h e  1 0 0  s h a r e s  o f  ITT promTsed h e r  n o r  t h e  1 0 0  s h a r e s  

s h e  f u r n i s h e d  as  c o l l a t e r a l .  Kennedy t e s t i f i e d  s h e  n e v e r  a u t h o r i z e d  

anyone t o  s e l l  h e r  c o l l a t e r a l  o r  t h e  o t h e r  1 0 0  s h a r e s  o f  ITT. 

Having o b t a i n e d  f u n d s  by t h e  f r a u d u l e n t  means d e s c r i b e d  above 

r e g i s t r a n t  was a b l e  t o  s t a g g e r  a l o n g  d u r i n g  t h e  l a t t e r  p a r t  o f  1975  

and u n t i l  August  o r  Sep tember  1 9 7 6 .  D u r i n g  t h i s  p e r i o d  t r a n s a c t i o n s  

were  b e i n g  e f f e c t e d  on b e h a l f  of c u s t o m e r s  o f  r e g i s t r a n t .  The 

c o u r s e  o f  c o n d u c t  o f  r e g i s t r a n t ,  S t f l w e l l  and Coker was n o t  c o n f i n e d  

t o  d e f r a u d i n g  o n l y  i t s  p r e f e r r e d  s t o c k h o l d e r s  b u t  was p u r s u e d , w i t h  

e v e n  g r e a t e r  z e a l ,  w i t h  i t s  c u s t o m e r s .  A s  n o t e d  e a r l i e 5  r e g i s t r a n t  .-
c l e a r e d  i t s  t r a n s a c t i o n s  w i t h  E l k l n s  on a f u l l y  d i s c l o s e d  b a s i s .  

E f f e c t i v e  March 1, 1976  r e g i s t r a n t  e l e c t e d  t o  Begin  c l e a r i n g  i t s  

own t r a n s a c t i o n s .  However, t h e  m a j o r i t y  o f  i t s  c u s t o m e r s  t r a n s a c t i o n s  

c o n t i n u e d  t o  b e  c l e a r e d  by E l k i n s .  On A p r i l  1 0 ,  1976  Kane was e l e c t e d  

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



e l e c t e d  cha i rman  and c h i e f  e x e c u t i v e  o f f i c e r  and Coker, v i c e -

cha i rman  of  r e g i s t r a n t .  From a t  l e a s t  March 1976  u n t i l  some 

t i m e  i n  August 1976 ,  when E l k i n s  terminated i t s  c l e a r i n g  agreement  

w i t h  r e g i s t r a n t ,  r e g i s t r a n t  c o n t i n u e d  t o  f a c e  f i n a n c i a l  d i f f i c u l t i e s .  

Dur ing  t h a t  p e r i o d  i t s  c a p i t a l  d e f i c i t s  r anged  from abou t  $31,000 

t o  a t  l e a s t  a p p r o x i m a t e l y  $189,000.  

I n  September 1976  E l k i n s  began d e l i v e r i n g  t o  t h e  r e g i s t r a n t  

t h e  s e c u r i t i e s  it h e l d  f o r  t h e  b e n e f i t  and a c c o u n t s  o f  r e g i s t r a n t ' s  

cu s tomer s .  The t r a n s m i t t a l  fo rms  accompanying t h e  cus tomer s  s e -

c u r i t i e s  i d e n t i f i e d  t h e  name of t h e  cus tomer s  who owned t h e  s e c u r i t y  

b e i n g  fo rwa rded ,  t h e  amount o f  s e c u r i t i e s  owned and t h e  s p e c i f i c  

c e r t i f i c a t e  number o r  numbers o f  t h e  s e c u r i t y .  The d e l i v e r i e s  

s t a r t e d  September  1 5  and concluded by October  21, 1976.  

An a p p r e c i a t i c n  o f  t h e  n e f a r i o u s  n a t u r e  o f  t h e  c o u r s e  o f  

b u s i n e s s  embarked upon by t h e  r e g i s t r a n t ,  S t i l i v e l l ,  Coker,  Kane 

and t h e  o t h e r  r e s p o n d e n t s  i s  b e s t  demons t r a t ed  by t h e  e v e n t s  corn-
-

mencing i n  t h e  l a t t e r  p a r t  of  September 1976 .  A t  t h a t  t i m e  r e g i s -  

t r a n t  was f a c e d  w i t h  a  number of d e b t s  and f i n a n c i a l  o b l i g a t i o n s ,  

p r i m a r i l y  t o  banks ,  which it w a s  u n a b l e  t o  mee t .  One bank i n  

p a r t i c u l a r ,  hav ing  e x p e r f e n c e d a  number o f  o v e r d r a f t s  by r e g i s t r a n t ,  

o r d e r e d  it t o  c l o s e  i t s  a c c o u n t s  and pay o f f  i t s  l o a n s .  I n  a d d i t i o n ,  

w i t h h o l d i n g  t a x e s  due t o  t h e  IRS and t h e  S t a t e  o f  Sou th  C a r o l i n a  

had n o t  been p a i d .  The s i t u a t i o n  became s o  d e s p e r a t e  t h a t  on 

September  29, 1976  S t i l w e l l ,  Coker and Kane met t o  d i s c u s s  t h e  

means by which r e g i s t r a n t  cou ld  be kep t  i n  b u s i n e s s .  R e a l i z i n g  

' t h a t  f u n d s  were no l o n g e r  a v a i l a b l e  t o  c o n t i n u e  o p e r a t i o n s ,  S t i l w e l l  



sugges t ed  and Coker and Kane r e a d i l y  a g r e e d , a t  t h i s  mee t ing  t h a t  

r a t h e r  t h a n  c l o s e  t h e i r  d o o r s , t h e y  would s e l l  s e c u r i t i e s  be- 

l o n g i n g  t o  t h e i r  customers ,which had been r e c e i v e d  from E l k i n s  

when t h a t  f i r m  t e r m i n a t e d  t h e  c l e a r i n g  agreement ,and u s e  t h e  

proceeds  i n  t h e i r  o p e r a t i o n s .  Fo l lowing  t h e  meet ing  of  September 

29, 1976 between S t i l w e l l ,  Coker and Kane, t h e  d e t a i l s  a s  t o  which 

cus tomers  s e c u r i t i e s  were t o  be s o l d  were l e f t  t o  Coker and Kane, 

w h o , a f t e r  i n i t i a l l y  s e l e c t i n g  t h e  customer  and t h e  s e c u r i t i e s  t o  be  

s o l d ,  informed S t i l w e l l  and o b t a i n e d  h i s  a p p r o v a l .  That p l a n  

was c a r r i e d  i n t o  e f f e c t  i n  f o u r  monthly s e l l i n g  waves f'rom 

September 29 t h rough  about  December 8 ,  1976.  

The f o l l o w i n g  t a b l e  d e p i c t s  t h e  s a l e s  of cus tomers  

s e c u r i t i e s  by r e g i s t r a n t ,  t h e  d a t e  such  s e c u r i t  i e s  were 

d e l i v e r e d  t o  r e g i s t r a n t  by E l k i n s ,  t h e  name of t h e  customers  f o r  

whose account  t h e  s e c u r i t i e s  were d e l i v e r e d ,  t h e  amount and des -  

c r i p t i o n  o f  t h e  s e c u r i t i e s ,  t h e  d a t e  such  s e c u r i t i e s  were s o l d  by 
.-

r e g i s t r a n t ,  t h e  amount r e c e i v e d  f rom such s a l e s  and t h e  name of  t h e  

account  on whose b e h a l f  t h e  s e c u r i t i e s  were p u r p o r t e d l y  s o l d .  
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SOLD 

CUSTOMER FOR AMOUNT AND DATE OF SOLD BY 
WHOM DELIVERED DESCRIPTION OF ' S A L E  BY REGISTRANT FOR 
BY ELKINS SECURITIES REGISTRANT AMOUNT ~CCO.UNTOF 

H?NSIN L. MIKELL 

HTNSON L. MIKEU 
HTNSON L. MIKEU 

HTNSON L. MIKEU 

VAN NOY THORIUWU 

THE SEPTEMBER SALES 

1 500 GIDDINGS&LEhQS 1 

' AMERICAN TEL & TEL 

I C&S CORP. 5.75%
I D E B  '97  

19 C&S-CORP. 5.75% 
DEBS, '97 

500 S.C. ELEC & GAS 

9-30-76 

9-29-76 
9-29-76 

9-29-76 

9-29-76 

$ 6,050 
11,000 

9,062 

I 
FIRST S.C.I FIRST S.C. 

i/ FIRST S .  C. 

FIRST S.C. 

VAN NOY THORNHILL 
VAN NOY THORNHIU 
FIALTEFi BILBRO, JR . 
S A L D  J. SCOTT 

~OOGIDD~NGS&LEWIS 
30OGRANITEVIIJ;E CO 
500 GIDDDJGS & LEWI 
1,150WINN-DMIE 

STORES 
9-3 0-7 6 

5,030 
3,875 
4,191 

42,824 

REGIS'IRANT 
REG IS'IRANT 
REGISTRANT 
REGISTRANT 

TALCG'IT L LUCY 
INGRAHAM 

T#' OCTOBER SALES 
1 

300LINDERG CORP 
i 

I 
10-12-76 

RICHARD & DIXIE 1000 PAN AM WRLD ' 10-12-76 
B r n N  

MRS. H. EVATT 
JAMES & LQRIS MlMS 

JAMES & LQRIS MIMS 

JAMES & LQRIS MIMS , 

J. ALBERT STUHR 

1700 VLAKFONTEIN I GOLD ADR1s 

: 

I 

AIRWAYS 
200 HCME CORP 
100 PAN Anl WRLD 

AIRWAYS 
750 C&S NAT'L MNK 

OF GEORGIA 

. gOO STTLFONTEIN 
GOLD ADR 's 

750 STILFONTEIN 
GOLD ADR ' s 

10-12-76I 
, 

10-12-76 
10-12-76 

10-12-76 

: 

10-12-76 

10-12-76 

475 

675 

1,350 

1 ,125 

FIRST S.C. 
FIRST S.C. 

I FIRST S.C. 

1 FIRST S.C. 

I FIRST S.C. 

FIRST S.C. 



T A B L E  O F  CUSTOMER1'S  S E C U R T T I E S  S O L D  

S O L D  BYDATE 
D E L I V E R E D  
BY E L X I N S  

CUSTOMER F O R  AMOUNT AND DATE O F  
WHOM D E L I V E R E D  D E S C R I P T I O N  O F  S A L E  BY 
BY E L K I N S  S E C U R I T I E S  R E G I S T R A N T  AMOUNT 

THE OCTOBER S A L E S  4 O N T I N U E D  
1 I I 

R E G I S T R A N T  F O R  
L C ~ U N TOF 

300 C & S  NATIL BANK 
OF GEORGIA 

150 C&S NAT'L BANK 
OF GEORGIA 

500 TRANsCO CO I N C  
1,000 VLAKFONTEIN 

GOLD ADR 's 
1 , 2 0 0  VLAKFONTEIN 

GOLD ADR's  
500 VLAKFONTEIN 

GOID ADR 's 
300 VLAKFONTEIN 

GOLD ADR' s 

1 F I R S T  S.C.1 F I R S T  S . C .J. A L E R T  SWHR 

JOHN R .  STEPHENS 
WILLIAM McG MORRISON , 

;

I F I R S T  S.C.  

F I R S T  S . C .  
FIRST S . C .  

REGISTRANT 

DR. JAMES R. CARTER 

I F I R S T  S . C .  

; .REGIS?RANT 

FIRST S . C .  

MRS D. MIKELL 

JACK WHITE,TFUSTEE 

5h S . C .  PUBL SV. 
AUTH 4 . 1 0 %  

94 S.C. PUBL SV. 
AL7TH 4 . 1 0 %  

4M C&S CORP 
5.75% DEBS '97 

4 0 0  GIDDINGS & Lnn: 

THOMAS E. THORNHILL 

F I R S T  S . C .  

\,, 

FlRST S . C .  



I n  a d d i t i o n  t o  t h e  e i g h t e e n  c y s t o n e ~ s  l l s t e d  above ,  

securities o r  money b e l o n g i n g  t o  f o v r  o t h e ~  c u s t o m e r s  were 

a l s o  c o n v e r t e d  i n  December 1976 and t h e  proceecls o f  t h e  s a l e s  

u s e d  i n  r e g i s t r a n t ' s  o p e r a t i o n s ,  The e v i d e n c e  shows t h a t  400 

s h a r e s  o f  To ledo  E d i s o n  Co. b e l o n g i n g  t o  E l e a n o r  P i e r c e  and 

300 s h a r e s  o f  Bankers  T r u s t  Co. of New York b e l o n g i n g  t o  

E l l e r i a  Kinne were s o l d  by r e g i s t r a n t  on December 9 ,  1979 f o r  

$9 ,900  and $10,762 r e s p e c t i v e l y  and t h e  f u n d s  u s e d  by r e g i s -  

t r a n t  t o  s h o r e  up i t s  f i n a n c i a l  position. The e y i d e n c e  f u r t h e r  

shows t h a t  on o r  a b o u t  August 2 ,  1976  one ,  Lucas  F o r d ,  p u r c h a s e d  I -

and p a i d  f o r  i n  f u l l  a $10,000 f a c e  amount o f  C i t i z e n s  and S o u t h e r n  

Corp.  5 .75% c o n v e r t i b l e  s u b o r d i n a t e d  d e b e n t u ~ e s  wh2ch was l a t e r  

s o l d  by r e g i s t r a n t  and t h e  p r o c e e d s  u s e d  by r e g i s t r a n t ,  I n  

a d d i t i o n  F o r d  had a c r e d i t  b a l a n c e  i n  h i s  a c c o u n t  o f  $8 ,970 ,  which 

f u n d s  were n e v e r  g i v e n  t o  Ford  by r e g i s t r a n t .  J a n e  D i a z ,  a n o t h e r  

c u s t o m e r  o f  r e g i s t r a n t  c a u s e d  two c h e c k s  Tn e x c e s s  of $2b,000,  

b o t h  p a y a b l e  t o  D i a z ,  t o  b e  s e p t  t o  r e g i s t r a n t  i n  c a r e  o f  Kane 

f o r  h e r  a c c o u n t .  The c h e c k s  were  e n d o r s e d  ( n o t  by D i a z )  and de-  

p o s i t e d  t o  t h e  a c c o u n t  o f  F i r s t  S.C. The f u n d s  were used t o  pur -  

c h a s e  v a r i o u s  s e c u r i t i e s  e x c e p t  f o r  a b a l a n c e  o f  $8,112 which 

b a l a n c e  was u s e d  by r e g i s t r a n t  o r  F i r s t  S.C.  and n e v e r  r e t u r n e d  

t o  D i a z .  

The e v i d e n c e  e s t a b l f s h e s  t h a t  a l l  o f  f h e  gwenty two c u s t o m e r s  

ref e r r e d  t o  above were c u s t o m e r s  o f  e i t h e r  S t i l w e l l ,  Coker,  Kane 

o r  a Mr, S i l c o x ,  a r e g i s t e r e d  r e p r e s e n t a t i v e  o f  r e g i s t r a n t ,  and 

t h a t  n e a r l y  a l l  of t h e  a c t u a l  sales  o f  t h e  s e c u r i t i e s  were e f f e c t e d  

I 



by Coker and appa ren t l y .  a  s m a l l  amount by Kane, 

Of p a r t i c u l a r  signwicance i n  e v a l u a t i n g  whether  t h e  

conduct  and a c t i v i t i e s  o f  t h e  r e g i s t r a n k  and t h e  r ema in ing  

r e s p o n d e n t s  was f r a u d u l e n t ,  i s  t h e  overwhelming ev idence  from t h e  

cus tomers  who, i n  e a c h  i n s t a n c e ,  t e s t i f i e d  t h a t  t h e y  never  

a u t h o r i z e d  r e g i s t r a n t ,  S t i l w e l l ,  Coker,  Kane o r  any employee 

of  r e g i s t r d n t  o r  F i r s t  S . C .  t o  s e l l  o r  o t h e r w i s e  d i s p o s e  o f  t h e i r  

s e c u r i t i e s ,  n o r  i s  t h e r e  ev idence  t h e y  were even aware t h e i r  

s e c u r i t i e s  would be  o r  had been s o l d .  None of them a u t h o r i z e d  

t h e  u s e  o f  t h e  p roceeds  o f  s a l e  I n  r e g i s t r a n t ' s  o p e r a t i o n s ,  

The r e c o r d  a l s o  d i s c l o s e s  t h e  f r a u d u l e n t  manner i n  which 

S t i l w e l l  and Coker t r e a t e d  s e c u r i t i e s  be long ing  t o  y e t  a n o t h e r  

customer  of r e g i s t r a n t .  On o r  about  August 2 4 ,  1976 A t l a n t i c  

Coast  L i f e  I n s u r a n c e  Co. ( A t l a n t i c ) ,  a customer  o f  r e g i s t r a n t  

purchased  $50,000 f a c e  amount of B a l t i m o r e  Gas and E l e c t r i c .  

F i r s t  r e f u n d i n g  6 1/8% bonds due 8/1/97 ( B a l t i m o r e  Bonds) ,  f o r  

which it p a i d  $40,755.  A f t e r  t h e  s e c u r i t i e s  were purchased  

Margaret  Tho rna l  (Tho rna l ) , r e g i s t r a n t  's c a s h i m ,  i n  t h e  r e g u l a r  

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

A t l a n t i c ' s  name and p r e p a r e d  t h e  n e c e s s a r y  i n s t r u c t i o n s  t o  t h e  -
t r a n s f e r  a g e n t .  She t h e n  p l a c e d  t h e  s e c u r i t i e s  and t h e  i n s t r u c -  

t i o n s  i n  a n  enve lop  t o  be  m a i l e d .  Tho rna l  t e s t i f i e d  t h a t  t h e  nex t  

day she  was in formed by r e g f s t r a n t  "s r e c e p t i o n i s t  t h a t  Coker had 

removed t h e  enye lop  f rom t h e  m a i l .  Tho rna l  s t a t e d  t h a t  s h e  went 

t o  Coker t o  f i n d  ou t  t h e  Teason he had t a k e n  t h e  Ba l t imore  Bonds 

enve lop .  Coker admi t t ed  t a k i n g  t h e  enve lop  s a y i n g  he would e x p l a i n  



l a t e r .  Thorna l  t o l d  Coker t h e  B a l t i m o r e  Bonds had been 

a s s i g n e d  t o  t h e  t r a n s f e r  a g e n t  and were no t  n e g o t i a b l e .  

She t h e n  t a l k e d  t o  S t i l w e l l  about  t h e  m a t t e r  and was t o l d  

" t h a t  .. was something t h a t  t h e y  had t o  t a k e  s a r e  o f1 ' ,  

- S t i l w e l l  a l s o  t o l d  h e r  t h e y  would t e l l  h e r  what t o  do.  The 

f o l l o w i n g  day she was g i v e n  a  s a l e s  t i c k e t  r e f l e c t i n g  t h a t  t h e  

same Ba l t imore  Bonds were s o l d  t o  A i s e l  & Go. The s a l e s  t i c k e t  

was i n  C o k e r t s  h a n d w r i t i n g .  Coker t e s t i f i e d  he s o l d  t h e  bonds 

t o  A i s e l  & Co. Thorna l  f u r t h e r  t e s t i f i e d  t h a t  e i t h e r  Coker o r  

S t i l w e l l  t o l d  h e r  t o  d r a f t  t h e  s e c u r i t i e s  t o  A i s e l .  She was 

a l s o  i n s t r u c t e d  by e i t h e r  S t i l w e l l  o r  Coker no t  t o  e n t e r  t h e  

A i s e l  t r a n s a c t i o n  i n  r e g i s t r a n t ' s  books.  The r e s u l t  of  t h e s e  

a c t i o n s  by S t i l w e l l  and Coker was t h a t  r e g i s t r a n t  had been p a i d  

$40,755 by A t l a n t i c  f o r  s e c u r i t i e s  which were n o t  d e l i v e r e d  t o  

i t ,  but  were s o l d  f o r  $ 3 8 , 2 4 9  t o  a n o t h e r  b rokerage  f i r m  and t h e  

p roceeds  used i n  r e g i s t r a n t ' s  o p e r a t i o n s .  

S t i l w e l l ,  Coker and Kane each  a d m i t t e d  t h e y  converged 

cus tomers  s e c u r i t i e s  and used  t h e  p roceeds  of such  conve r s ions  

i n  t h e  o p e r a t i o n s  of r e g i s t p a n t .  The u n a u t h o r i z e d  u s e  of  cus -

tomer s  s e c u r i t i e s  by S t i l w e l P ,  Coker and Kane t o  r a i s e  f u n d s  

f o r  u s e  i n  r e g ?  s t ~ a n t  s o p m a t i o n s  a l o n e  cons t  i t u t e s , a t  t h e  

v e r y  l e a s t ,  a f r a u d u l e n t  c o u r s e  o f  b u s i n e s s  and a scheme t o  de-

f r a u d  p r o s c r i b e d  by t h e  a n t i r f r a u d  provisTons  of  t h e  S e c u r i t i e s  

Ac t s .  

Howeyer, and u n f o ~ t u n a t e l y ,  t h e  f r a u d  I n  which r e g i s t r a n t  

and t h e  i n d i v i d u a l  r e s p o n d e n t s  engaged w a s  no t  conf ined  s o l e l y  



t o  t h e  a c t i v i t y  o f  e f f e c t i n g  s a l e s  o f  s e c u r i t i e s  w i t h o u t  t h e  

a u t h o r i z a t i o n  o r  c o n s e n t  o f  t h e  owners  o f  t h e  s e c u r i t i e s .  I n  

o r d e r  t o  be  a b l e  t o  s e l l  t h e  s e c u r i t i e s  i n  q u e s t i o n  a scheme 

had t o  be  d e s i g n e d  t o  make i t  p o s s i b l e  t o  c o n v e r t  s e c u r i t i e s  

b e l o n g i n g  t o  cu s tomer s .  Such a  p l a n  a p p e a r s  t o  have .  been-  

o r i g i n a t e d  by S t i l w e l l  who d i s c u s s e d  i t  w i t h  Coker and Kane. Simply 

s t a t e d  t h e  p l a n  was t o  p r e p a r e  a b s o l u t e  t r a n s f e r s  o f  s e c u r i t i e s  

t o  e i t h e r  S t i l w e l l  o r  Coker who would t h e n  t r a n s f e r  them t o  

F i r st S .C . where the secur i t ies  would be sold purportedly fo r  t h e  account 

o f  F i r s t  S . C .  I n  other instances t h e  s o - c a l l e d  a b s o l u t e  t r a n s f e r s  

would be  made t o  r e g i s t r a n t  and t h e  sales made f o r  t h e  accoun t  

o f  e i t h e r  F i r s t  S.C. o r  r e g i s t r a n t .  Thus t h e  documentary  e v i -  

dence  d i s c l o s e s  t h a t  a s  a p a r t  o f  t h e  scheme no e n t r i e s  were 

made on r e g i s t n a n t  *.sb l o t t e r s  o r  p o s i t i o n  r e c o r d s  o f  t h e  cus -

t o m e r ' s  s e c u r i t i e s  r e c e i v e d  f rom E l k f n s  between September  1 5  and 

October 21, 1976. The documentary evidence f'urtyer discloses tha t  
-

i n  September 1976 t h e  s o - c a l l e d  a b s o l u t e  a s s i g n m e n t s  were  i n  

f a c t  p r e p a r e d  p u r p o r t i n g  t o  t r a n s f e r  s e c u r i t i e s  f rom F i r s t  S .C . 
t o  r e g i s t r a n t  w i t h  r e s p e c t  t o  some o r  a l l  o f  t h e  s e c u r i t i e s  l i s t e d  

i n  t h e  above t a b l e  -1 2 /  b e l o n g i n g  t o  Y l k e l l ,  Y.M. T h o r n h i l l ,  
* 

Ingrahm , s c o t t ,  Efstathiou and B i l b r o  n o t w i t h s t a n d i n g  t h e  l a c k  

o f  a u t h o r i z a t i o n  o r  knowledge o f  s u c h  p e r s o n s .  One o f  such  

a l l e g e d  a s s i g n m e n t s  b o r e  t h e  s t g n a t u ~ e s  o f  S t  i l w e Z 1 ,  Coker and 

-1 2 1  - T h e  r e c o ~ d  shows t h a t  thee of' mth t r a n s f e r s  were a c t a a l l y  
d a t e d  i n  the l a t t e r  p a r t  o f  August  1976-. 
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Kane, t h e  b a l a n c e  o n l y  t h e  s i g n a t u r e  o f  S t i l w e l l .  

P e r h a p s  t h e  most  s i g n i f i c a n t  e v i d e n c e  o f  t h e  f r a u d u l e n t  

a c t i v i t i e s  engaged i n  by r e g i s t r a n t  and  o t h e r  r e s p o n d e n t s  i s  

d e m o n s t r a t e d  by t h e  conduc t  and a c t i o n s  t a k e n  by S t i l w e l l  and  

Coker i n  c o n n e c t i o n  w i t h  s e c u r i t i e s  f u r n i s h e d  by H a r t ,  a s  i n -

d i c a t e d  be low.  Emphasis  i s  p l a c e d  on t h e s e  e v e n t s  b e c a u s e  

t h e y  u n q u e s t i o n a b l y  e s t a b l i s h  t h e  s u r r e p t i t i o u s  manner and 

t h e  u n l a w f u l  means employed by r e g i s t r a n t ,  S t i l w e l l  and Coker  

t o  c o n v e r t  H a r t ' s  s e c u r i t i e s .  H a r t ,  as  n o t e d  e a r l i e r ,  was 

o n e  o f  t h e  f i v e  o r i g i n a l  l i m i t e d  p a r t n e r s  o f  r e g i s t r a n t  I s  

p r e d e c e s s o r  i n v e s t i n g  $10,000 i n  c a s h .  I n  a d d i t i o n  H a r t ,  

a t  S t i l w e l l ' s  r e q u e s t ,  l o a n e d  t h e  p a r t n e r s h i p  $30,000 w o r t h  o f  

s e c u r i t i e s  on a s u b o r d i n a t e d  l o a n  b a s i s .  H a r t  u n d e r s t o o d  

t h a t  s u c h  s e c u r i t i e s  c o u l d  be  s o l d  and  t h e  p r o c e e d s  u s e d  i n  t h e  

o p e r a t i o n  o f  t h e  p a r t n e r s h i p .  When r e g i s t r a n t  was o r g a n i z e d  

i n  1 9 7 5  S t i l w e l l  e x p l a i n e d  t o  Hart t h a t  t h e  c o r p o r a t i o n  would 
-

t a k e  o v e r  t h e  a s s e t s  o f  t h e  p a r t n e r s h i p  and  c o n t i n u e  a s  a 

b r o k e r a g e  f i r m  and  t h a t  t h e  p u r p o s e  o f  t h e  c o r p o r a t i o n  was t o  

r a i s e  more c a p i t a l  and  "go i n t o  u n d e r w r i t i n g "  . A t  S t  l l w e l l  s 

r e q u e s t  H a r t  became a d i r e c t o r  a l o n g  w i t h  S t i l w e l l  and Coker .  -
On F e b r u a r y  2 9 ,  1976  H a r t  e n t e r e d  i n t o  a n  agreement  en-

t i t l e d  " A b s o l u t e  T r a n s f e r  o f  S e c u r i t i e s "  which,  i n  e s s e n c e ,  

p r o v i d e d  t h a t  Hart would t r a n s f e r  t o  S t i l w e l l  and Coker f o r  

t h e i r  u s e  seven  s p e c i f i e d  s e c u r f t i e s  o r  s u c h  s e c u r i t i e s  a s  may 

b e  s u b s t i t u t e d  t h e r e f o r .  The agreement  s t a t e d -  t h e  s e c u r i t i e s  

" s h a l l  be  h e l d "  i n  a c u s t o d i a l  a c c o u n t  i n  t h e  Bank o f  B e a u f o r t ,  
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B e a u f o r t ,  South  C a r o l i n a ,  i n  t h e  names o f  Hart,  S t i l w e l l  

and Coker.  The purpose  o f  t h e  a r r angemen t ,  Hart t e s t i f i e d ,  

was t o  e n a b l e  t h e  r e g i s t r a n t  " t o  show t h e s e  s e c u r i t i e s  as  

p a r t  o f  t h e i r  n e t  c a p i t a l " .  The agreement  f u r t h e r  s t a t e d  

t h a t  t h e  s e c u r i t i e s  may be t r a n s f e r r e d  by S t i l w e l l  and Coker 

t o  F i r s t  S  . C  . prov ided ,  however, t h a t  t h e  seven s p e c i f i e d  

s e c u r i t i e s  " s h a l l  remain i n  t h e  c u s t o d y  o f  t h e  Bank o f  

Beau fo r t  and t h e  Bank o f  Beau fo r t  s h a l l  b e  a d v i s e d ,  i n  w r i t i n g ,  

o f  e a c h  t r a n s f e r  o r  s u b s t i t u t i o n  of  such  s e c u r i t i e s  and t h e  

p a r t y  t o  whom such  s e c u r i t i e s  have been t r a n s f e r r e d " .  Hart 

f u r t h e r  t e s t i f i e d  t h a t  a c c o r d i n g  t o  t h e  agreement and t h e  

u n d e r s t a n d i n g  between h i m s e l f ,  S t i l w e l l  and Coker, t h e  seven 

s p e c i f i e d  s e c u r i t i e s  cou ld  be s o l d  and t h e  p roceeds  used  i n  

t h e  o p e r a t i o n  o f  r e g i s t r a n t ' s  b u s i n e s s  p rov ided  t h a t  i f  S t i l w e l l  

and Coker t o o k  t h e  s e c u r i t i e s  from t h e  Bank t h e y  would r e -  

p l a c e  them w i t h  s e c u r i t i e s  o f  e q u a l  v a l u e  so  t h a t  t h e  Bank a t  

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

s p e c i f i e d  s e c u r i t i e s .  A t  t h e  d a t e  o f  t h e  Feb rua ry  agreement 

t h e  s p e c i f i e d  s e c u r i t i e s  had a v a l u e  of app rox ima te ly  $90,000.  

S imu l t aneous ly  w i t h  t h e  f o r e g o i n g  agreement ,  S t i l w e l l  and -
Coker on b e h a l f  of r e g i s t r a n t ,  e n t e r e d  i n t o  a n  agreement w i t h  

H a r t  i n  which t h e y  ag reed  t o  t r a n s f e r  t o  H a r t  c e r t a i n  o t h e r  

s p e c i f i e d  s e c u r i t i e s .  T h i s  agreement  w a s  a l s o  e n t i t l e d  

"Absolu te  T r a n s f e r  o f  S e c u r i t i e s "  . The agreement  war ran ted  t h a t  

t h e  v a l u e  o f  t h e  s e c u r i t i e s  t r a n s f e r r e d  t o  H a r t  w a s  $91,000.  

Ha r t  t e s t i f i e d  t h a t  n e f t h e r  he  n o r  h i s  a t t o r n e y  e v e r  r e c e i v e d  



t h e  s e c u r i t i e s  which S t i l w e l l  and Coker a g r e e d  t o  t r a n s f e r  t o  

him. Hart a l s o  t e s t i f i e d  t h a t  u n t i l  December 1 6 ,  1976 ,  t h e  

d a y  b e f o r e  r e g i s t n a n t  c l o s e d  i t s  d o o r s ,  he was n e v e r  t o l d  

t h a t  t h e  s e c u r i t i e s  s p e c i f i e d  i n  t h e  F e b r u a r y  2 9 t h  agreement  

u n d e r  which he had t r a n s f e r r e d  t h e  s a i d  s e c u r i t i e s  t o  S t i l i v e l l  

and Coker had been s o l d  and t h e  p r o c e e d s  used  i n  r e g i s t r a n t  I s  

o p e r a t  i o n s  .--13' S i n e e  t h e  s a i d  s e c u r i t i e s  were i n  H a r t ' s  name 

some means had t o  be  c o n t r i v e d  t o  g i v e  t h e  a p p e a r a n c e  t h a t  t h e y  

had been  f u r n i s h e d  by Hart t o  S t i l w e l l  o r  Coker o r  r e g i s t r a n t  

and t h a t  t h e  c e r t i f i c a t e s  were i n  t r a n s f e r r a b l e  fo rm.  C o k e r ' s  

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

t o  which he and S t  i l w e l l  went t o  perpetrate tkir fraud. Goker t e s t i -  

f i ed  tha t  St i lwel l  had obtained one of Hart's let terheads and fabricated a 

l e t t e r  in H a r t ' s  handwriting purportedly enclosing t o  St i lwel l  the  secur i t i e s  

which had been placed in custody i n  the  Beaufort &I&, The letter was dated 

"September 2  0, 1976" addressed 'Pear CharleyR and was sign&"Spencer" 
-

( H a r t ' s  g i v e n  name).  Coker t e s t i f i e d  he  was p r e s e n t  a n d . w a t c h e d  

S t i l w e l l  n o t  o n l y  p r e p a r e  t h e  phony l e t t e r  b u t  s i g n  H a r t ' s  name 

a s  w e l l .  H a r t  t e s t i f i e d  h e  n e v e r  w r o t e  t h e  l e t t e r ,  t h e  h a n d w r i t i n g  

was n o t  h i s  n o r  was t h e  s i g n a t u r e .  Coker a d m i t t e d  he r a i s e d  no-
o b j e c t  i o n  t o  t h e  f a b r i c a t i o n  b e c a u s e  S t  i l w e l l  t o l d  him " t h i s  had 

t o  have  been  done t o f 1 ( s i c ) .  ThTs gave  t h e  a p p e a r a n c e  t h a t  t h e  

s e c u r i t i e s  came i n t o  S t  i l w e l l t  s p o s s e s s i o n  i n  a p r o p e r  manner .  t 

-1 3 /  The r e c o r d  d i s c l o s e s  t h a t  be tween F e b r u a r y  and December 1976 
H a r t  a t t e n d e d  a  number o f  d i r e c t o r s  m e e t i n g s  a t  whlch S t i l w e l l ,  
Coker and sometimes Kane were p r e s e n t  and t h a t  no m e n t i o n  was 
made t o  H a r t  o f  t h e  u n w a r r a n t e d  s a l e  o f  h i s  s e c u r i t i e s .  
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The documentary ev idence  f u r n i s h e s  t h e  c l u e  a s  t o  t h e  

means employed t o  make t h e  c e r t i f i c a t e s  n e g o t i a b l e .  Such 

ev idence  i n c l u d e s  c o p i e s  o f  t h e  s t o c k  c e r t i f i c a t e s ,  i n  

H a r t ' s  name, o f  t h e  seven s e c u r i t i e s  s p e c i f i e d  i n  t h e  

" a b s o l u t e  t r a n s f e r  o f  s e c u r i t i e s "  agreement of February  

2 9 Y 1976. Hart  t e s t i f i e d  t h e  s i g n a t u r e s  on seven b lank  s t o c k  

powers r e l a t i n g  t o  some of  t h e  s a i d  c e r t i f i c a t e s  was n o t  h i s ,  

t h a t  h i s  name was w r i t t e n  on such  s t o c k  power by someone e l s e  

and t h a t  he d i d  no t  a u t h o r i z e  S t i l w e l l  o r  Coker t o  s i g n  h i s  

name t o  any  s t o c k  powers and t h a t  he neve r  gave anyone a u t h o r i t y  

t o  s i g n  h i s  name t o  b lank  s t o c k  powers. Har t  f u r t h e r  t e s t i f i e d  

he be l i eved  a l l  t h e  s t o c k  powers p u r p o r t e d l y  b e a r i n g  h i s  s i g -  

n a t u r e  were f o r g e r i e s ,  except  f o r  two noted  below. The r e c o r d  

shows t h a t  Hart  I s  s i g n a t u r e  on each  of  t h r e e  s t o c k  powers was 

gua ran teed  by r e g i s t r a n t  and b e a r  C o k e r l s  s i g n a t u r e  on beha l f  

o f  r e g i s t r a n t .  Hart i d e n t i f i e d  o n l y  one - s t o c k  power a s  b e a r i n g  

h i s  s i g n a t u r e  and a n o t h e r  such s t o c k  power a s  "possibly1 '  b e a r i n g  

h i s  s i g n a t u r e  b u t - t h a t  t h e  s i g n a t u r e  was n o t  c l e a r  enough f o r  

c e r t a i n  i d e n t i f i c a t i o n .  The means by which S t i l w e l l  and Coker 

d e a l t  w i t h  Har t  ' s s e c u r i t i e s  c l e a r l y  c o n s t i t u t e d  f r a u c .  The 

r e c o r d  a l s o  d i s c l o s e s  t h a t  a l t h o u g h  Hart  s s e c u r i t i e s  were 

conve r t ed  by S t i l w e l l  and Coker and t h e  proceeds  o f  t h e  s a l e s  

o f  such s e c u r i t i e s  used  by r e g i s t r a n t  i n  i t s  o p e r a t i o n s ,  Hart 

h i m s e l f ,  t o  some e x t e n t ,  p a r t i c i p a t e d  I n  t h e  o v e r - a l l  f r a u d .  



S t i l w e l l  a l e r t e d  Hart he would r e c e i v e  a c a l l  

f rom r e g i s t r a n t ' s  a u d i t o r s  abou t  h i s  s e c u r i t i e s .  Both 

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

t e l e p h o n e d  H a r t  on December 5 ,  1976,  and a s k e d  him whether  

he had t r a n s f e r r e d  abou t  $200,000 wor th  o f  s e c u r i t i e s  t o  

r e g i s t r a n t  and S t i l w e l l  and Coker ,  and whe ther  he was aware 

t h a t  t h e  s e c u r i t i e s  had been s o l d  and t h e  p r o c e e d s  u s e d  i n  

r e g i s t r a n t ' s  b u s i n e s s .  H a r t ,  who t e s t i f i e d  Yte knew t h a t  a n  

a u d i t  was b e i n g  p r e p a r e d  f o r  r e g i s t r a n t ,  conf i rmed h e  f u r n i s h e d  

t h e  s e c u r i t i e s  and was aware t h e y  were s o l d .  The l a t t e r  s t a t e -

ment was f a l s e .  H a r t  ' s  s t a t e m e n t  a p p a r e n t l y  s a t i s f i e d  t h e  

a t t o r n e y  and t h e  a u d i t o r  who were t r y i n g  t o  a s c e r t a i n  t h e  s t a t u s  

o f  H a r t ' s  s e c u r i t i e s .  A t  t h e  h e a r i n g  H a r t  t e s t i f i e d ,  a s  no t ed  

above,  t h a t  it was n o t  u n t i l  December 16 ,  1976 t h a t  he l e a r n e d  

h i s  s e c u r i t i e s  had been s o l d  and t h e  p r o c e e d s  u s e d  by r e g i s -  

t r a n t .  
.-

I n  a d d i t i o n  t o  a l l  o f  t h e  f o r e g o i n g  and a s  p a ~ t  of  t h e  

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

t h e  c o n v e r s i o n  o f  cu s tomer s '  s e c u r i t i e s  by m a i l i n g  t o  cu s tomer s ,  

s t a t e m e n t s  o f  t h e i r  a c c o u n t s  r e f l e c t i n g  " long"  p o s i t i o n s  i n  
* 

t h e i r  a c c o u n t s  a f t e r  t h e  s e c u r i t i e s  had been conver ted . -  1 4 /  

Concealment o f  t h e  c o n v e r s i o n  o f  c u s t o m e r s t  s e c u r i t i e s  o r  

-14/  I n c l u d e d  among such  cus tomer s  were Mike l ,  Ingraham, M i m s  
and E f s t a t h i o u ,  a l l  l i s t e d  i n  t h e  t a b l e  of  c o n v e r s i o n  of 
cu s tomer s  s e c u r i t i e s .  
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of s e c u r i t i e s  p ledged  a s  c o l l a t e r a l  by p r e f e r r e d  s h a r e h o l d e r s  

o f  r e g i s t r a n t  was accomplished by m a i l i n g  "d iv idend"  o r  " i n -

t e r e s t "  check  on  s t o c k  o r  bonds,  some o f  which were drawn on 

the  account of First S.C., notwithstanding the  f ac t  that  the  secur i t ies  

belonging t o  customers or preferred stockholders had been converted. I n  

o r d e r  t o  keep t r a c k  o f  which cus tomer s  o r  s t o c k h o l d e r s  were t o  

r e c e i v e  such  payments Kane and r e sponden t  Huffman p repa red  i ndex  

c a r d s  f o r  t h e  s e c u r i t i e s  conve r t ed ,  r e f l e c t i n g  t h e  d a t e  a p a r -

t i c u l a r  i s s u e r  u s u a l l y  p a i d  d i v l d e n d s  o r  i n t e r e s t .  

It i s  conc luded  t h a t  t h e  f r a u d  p e r p e t r a t e d  by S t i l w e l l ,  

Coker ,  Kane and F i r s t  S.C. was d e l i b e r a t e  and i n t e n t i o n a l ,  

d e v i s e d  w i t h  a n  i n t e n t  t o  d e c e i v e  and d e f r a u d  cus tomers  and 

s h a r e h o l d e r s  o f  r e g i s t r a n t .  S t i l w e l l ,  Coker,  Kane and F i r s t  S.C. 

a r e  found t o  have w i l f u l l y  v i o l a t e d  S e c t i o n  l 7 ( a )  o f  t h e  S e c u r i t i e s  

Act and S e c t i o n  1 0 ( b )  o f  t h e  Exchange Act and Ru le  lob-5 t h e r e -

unde r  i n  t h a t  t h e y  evo lved  a  scheme t o  d e f r a u d  and engaged i n  
.-

a c t s ,  t r a n s a c t i o n s  and p r a c t i c e s  and a c o u r s e  of  b u s i n e s s  .which 

o p e r a t e d  a s  a f r a u d  and d e c e i t  upon r e g i s t r a n t ' s  s h a r e h o l d e r s  

and upon i t s  cus tomer s .  I n  t h i s  c o n n e c t i o n  t h e  f i n d i n g s  s u p r a  

unde r  t h e  c a p t i o n  "Record Keeping and R e p o r t i n g  V i o l a t i o n s R  a r e-
deemed t o  b e  i n c l u d e d  h e r e i n  a s  a n  i n t e g r a l  p a r t  o f  t h e  scheme 

t o  d e f r a u d  and t o  be a d d i t i o n a l  a c t s  and p r a c t i c e s  and c b u r s e  o f  

b u s i n e s s  which o p e r a t e d  as a f r a u d .  Though a s  n o t e d  e a r l i e r ,  

t h e  s t a n d a r d  of  proof r e l a t i n g  t o  c h a r g e s  o t h e r  t h a n  a n t i f r a u d  

v i o l a t i o n s  i s  preponderence  o f  e v i d e n c e ,  it i s  concluded t h a t  t h e  

e v i d e n c e  r e l a t i n g  t o  " r e c o r d  keep ing  and r e p o r t i n g  v i o l a t i o n s "  
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a l s o  m e e t s  t h e  " c l e a r  and conv inc ing"  s t a n d a r d  mandated by 

C o l l i n s  s u p r a ,  w i t h  r e s p e c t  t o  a n t i f r a u d  c h a r g e s .  

Net C a p i t a l  V i o l a t i o n s  

The Orde r  c h a r g e s  t h a t  f rom about  March 1 t o  about  December 

17, 1976 ,  r e g i s t r a n t  w i l f u l l y  v i o l a t e d  and t h e  r ema in ing  r e s p o n -  

d e n t s  w i l f u l l y  a i d e d  and a b e t t e d  v i o l a t f o n s  of t h e  n e t  c a p i t a l  

p r o v i s i o n s  o f  t h e  Exchange Act ( S e c t i o n  1 5 ( c ) C 3 ) )  and Ru le  

t h e r e u n d e r  (Rule  1 5 ~ 3 - 1 ) .  The r e c o r d  e s t a b l i s h e s  t h a t  t h rough -

o u t  t h e  s a i d  p e r i o d  r e g i s t r a n t ' s  t r i a l  b a l a n c e s  and n e t  c a p i t a l  

compu ta t i ons  were f a l s e  and i n a c c u r a t e .  L i a b i l i t i e s  were unde r -  

s t a t e d  and  a s s e t s  o v e r s t a t e d .  The documentary e ~ i d e n c e  d i s c l o s e s ,  

and t h e r e  i s  no d i s p u t e ,  t h a t  f rom a t  l e a s t  March 1 t o  t h e  t i m e  

r e g i s t r a n t  c ea sed  do ing  b u s i n e s s ,  i t s  c a p i t a l  d e f i c i t s  r a n g e d  

from $31,361 t o  a t  l e a s t  $188,862.  T h i s  e x c l u d e s  minimum c a p i t a l  

r e q u i r e d  o f  $25,000 which would make t h e  d e f i c i e n c i e s  even g r e a t e r .  

The r e c o r d  d i s c l o s e s  t h a t  a s  o f  March 1, 1976 r e g i s t r a n t F s  agg re -  

g a t e  i n d e b t e d n e s s  was u n d e r s t a t e d  by a t  l e a s t  $98,000,  by ~ e ~ t e m b e r  

30 ,  1976  by a t  l e a s t  $175,000 and by December 1, 1976 by a t  l e a s t  

$182,000.  A s  of  F e b r u a r y  28, 1976 r e g i s t r a n t  showed n e t  c a p i t a l  

of $66,607 which i n  r e a l i t y  was a d e f i c i t  of  o v e r  $31,000.  The-
d e f i c i t  was i n c r e a s e d  t o  o v e r  $75,000 by September 30 ,  1976,  when 

r e g i s t r a n t  showed c a p i t a l  o f  $100,417.  A s  0.f November 30 ,  1976 

r e g i s t r a n t  showed n e t  c a p i t a l  of $32,109,  b u t  t h e  d e f i c f t  had 

i n c r e a s e d  t o  a t  l e a s t  $188,862.  I n  t h i s  connec t i on ,  t h e  docu- 

menta ry  e v i d e n c e  d i s c l o s e s  t h a t  n o t w i t h s t a n d i n g  t h e  f a c t  t h a t  

i n  A p r i l  1975 Gunther Walker l oaned  r e g i s t r a n t  s p r e d e c e s s o r  
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$10 ,000  S p a r t a n b u r g  County ,  S o u t h  C a r o l i n a ,  I D R  bonds on a 

s u b o r d i n a t e d  l o a n  b a s i s  which were r e t u r n e d  t o  t h e  l e n d e r  

i n  May 1975 ,  r e g i s t r a n t  c o n t i n u e d  t h r o u g h  J u n e  1, 1976  t o  i n c l u d e  

t h e  s a i d  bonds a s  s u b o r d i n a t e d  c a p i t a l  .15/ The e v i d e n c e  a l s o  

shows t h a t  a l t h o u g h  S t i l w e l l  and Coker knew t h a t  s e c u r i t i e s  

p ledged  a s  c o l l a t e r a l  by purchasers o f  r e g i s t r a n t ' s  p r e f e r r e d  

s t o c k  had been u n l a w f u l l y  c o n v e r t e d  by r e g i s t r a n t ,  no l i a b i l i t i e s  

were  r e f l e c t e d  on r e g i s t r a n t ' s  r e c o r d s  f o r  t h e  amounts due  them. 

I n  a d d i t i o n ,  t h e  F e b r u a r y  29,  1976 agreement  between H a r t  and 

S t i l w e l l  and Coker ,  t h e  s o - c a l l e d  " a b s o l u t e  t r a n s f e r  o f  s e c u r -

i t i e s " ,  p r o v i d e d ,  i n  e s s e n c e ,  t h a t  S t i l w e l l  and Coker may t r a n s -  

f e r  t h e  s e c u r i t i e s ,  h e l d  i n  t h e  c u s t o d i a l  a c c o u n t  a t  t h e  B e a u f o r t  

Bank, p r o v i d e d ,  t h a t  i f  s e c u r i t i e s  were s o l d ,  s e c u r i t i e s  o f  

comparab le  v a l u e  were t o  b e  escrowed i n t o  t h e  c u s t o d i a l  a c c o u n t .  

When s u c h  s e c u r i t i e s  were s o l d  and no s e c u r i t i e s  s u b s t i t u t e d ,  

r e g i s t r a n t ' s  books f a i l e d  t o  c a r r y  any  l i a b i l i t y  t o  H a r t .  S imi -
-

l a r l y ,  when r e g i s t r a n t  was u n a b l e  t o  pay f o r  s e c u r i t i e s  Waring 

r e q u e s t e d  t o  b e  p u r c h a s e d  f o r  h e r  a l i a b i l i t y  i n  e x c e s s  of 

$70,000 shou ld  have  been r e f l e c t e d  i n  r e g i s t r a n t ' s  r e c o r d s  b u t  

151' The r e c o r d  a l s o  d i s c l o s e s  t h a t  i n  t h e  sumner o f  1976 -
S t i l w e l l  and Coker went t o  Walker and r e q u e s t e d  h4m t o  l o a n  
them t h e  bonds  f o r  a f e w  d a y s  so t h a t  t h e  a u d i t o r s  would 
s e e  s u c h  bonds  i n  r e g i s t r a n t ' s  p o s s e s s l o n .  Walker l o a n e d  
them t h e  bonds f o r  s e v e r a l  d a y s .  



no s u c h  e n t r y  was made. It i s  c o n c l u d e d  t h a t ,  f rom a t  l e a s t  

March 1, 1 9 7 6  t o  t h e  d a t e  r e g i s t r a n t  c e a s e d  o p e r a t i o n s ,  S t i l w e l l  

and C o k e r ,  and from a b o u t  A p r i l  1 0 ,  1376 Kane, when he  became 

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

a b e t t e d  r e g i s t r a n t ' s  w i l f u l 1  v i o l a t i o n  o f  S e c t i o n  l 5 ( c ) ( 3 )  and 

R u l e  1 5 ~ 3 - 1  t h e r e u n d e r .  

Record  Keeping and R e p o r t i n g  V i o l a t  i o n s  

The r e m a i n i n g  r e s p o n d e n t s  a r e  a l s o  c h a r g e d  w i t h  h a v i n g  

w i l f u l l y  a i d e d  and a b e t t e d  r e g i s t r a n t  ' s  v i o l a t i o n s  o f  S e c t i o n  

1 7 ( a )  o f  t h e  Exchange Act  and R u l e s  1 7 ( a ) - 3 ( a ) ,  17a-4 and -5 

t h e r e u n d e r .  I n  e s s e n c e ,  t h e  c h a r g e s  r e l a t e  t o  r e g i s t p a n t ' s  

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

i n c l u d i n g  i t s  b l o t t e r s ,  c o n t a i n i n g  a n  i t e m i z e d  d a i l y  r e c o r d  o f  

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

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

and c r e d i t s ;  i t s  l e d g e r s  r e f l e c t i n g  a l l  
-

a s s e t s ,  l i a b i l i t i e s ,  

income and e x p e n s e  and c a p i t a l  a c c o u n t s ;  a s e c u r i t i e s  r e c o r d  o r  

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

p o s i t i o n s  ( i n c l u d i n g  s e c u r i t i e s  i n  s a f e k e e p i n g ); l e d g e r s  ( o r  

o t h e r  r e c o r d s )  showing s e c u r i t i e s  t r ans fe r s  , d i v i d e n d s  and i n t e r e s t  -
r e c e i v e d ,  s e c u r i t i e s  borrowed o r  l o a n e d ,  f a i l s  t o  r e c e i v e  o r  

d e l i v e r  and documents  o r  r e c o r d s  showing s e c u r i t y  c o u n t s  and 

v e r i f i c a t i o n  o f  e a c h  s e c u r i t y .  The c h a r g e s  h e r e u n d e r  a l s o  i n -  

v o l v e  f a i l u r e  t o  p r e s e r v e  books  and r e c o r d s  a s  r e q u i r e d  and 

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

c a l e n d a r  y e a r  1975 .  



From t h e  t i m e  i t  commenced doir ,g b u s i n e s s  u n t i l  i t  c e a s e d  

o p e r a t i o n ,  r e g i s t r a n t  e i t h e r  f a i l e d  t o  m a i n t a i n  c e r t a i n  books  

and r e c o r d s  a s  r e q u i r e d  o r  f a i l e d  p r o p e r l y  t o  m a i n t a i n  and keep 

c u r r e n t  s u c h  books  and r e c o r d s .  Hughes, one  o f  t h e  r e s p o n d e n t s  

o r i g i n a l l y  named h e r e i n ,  t e s t i f i e d  t h a t  i n  t h e  l a t t e r  p a r t  o f  

F e b r u a r y  1976 ,  when he  was h i r e d  by S t i l w e l l ,  o s t e n s i b l y  a s  a 

c o m p t r o l l e r  o f ~ F i r s t  S .C . ,  he was informed t h a t  some of  t h e  

books  and r e c o r d s  o f  r e g i s t e a n t  were n o t  c u r r e n t  and he was 

r e q u e s t e d  t o  h e l p  b r i n g  t h e  books  and r e c o r d s  up t o  d a t e .  Theo-

r e t i c a l l y  Hughes1 f u n c t i o n  was t o  o v e r s e e  t h e  bookkeeping and 

f i n a n c i a l  f u n c t i o n s  o f  F i r s t  S.C. bu t  i n  f a c t  he a s s i s t e d  i n  

p r e p a r a t i o n  o f  t h e  t r i a l  b a l a n c e s  r e q u i r e d  t o  be  m a i n t a i n e d  

by r e g i s t r a n t .  It i s  m a n i f e s t  t h a t  t h e  o p e r a t i o n s  and a f f a i r s  

o f  b o t h  r e g i s t r a n t  and F i r s t  S.C. were i n t e r t w i n e d  and were 

b e i n g  c o n d u c t e d  f r o m  t h e  same o f f i c e  w i t h  t h e  same p e r s o n n e l  

b e i n g  used  f o r  b o t h  e n t i t i e s  a s  t h e  o c c a s i o n  r e q u i r e d .  Cash 
-

and s e c u r i t i e s  were  f u n n e l e d  from S t i l w e l l  and Coker t o  F i r s t  

S . C .  and t h e n  t o  r e g i s t r a n t  o r  back  t o  S t i l w e l l  and Coker . 
S p e c i f i c a l l y ,  r e g i s t r a n t ' s  c a s h  r e c e i p t s  and d i s b u r s e m e n t  l e d g e r  

from l a t e  1975 u n t i l  June or  July  1976, were not current.  Hughes f'urther -
t e s t z f l e d  t h a t  s i n c e  r e g i s t r a n t ' s  c a s h  r e c e i p t s  and d i s b u r s e m e n t s  

were  n o t  p r o p e r l y  r e f l e c t e d  i r i  i t s  j o u r n a l ,  i t s  t r i a l  b a l a n c e s  

f o r  May and J u n e  1976 were n o t  a c c u r a t e  and r e g i s t r a n t s '  p r o f i t  

and l o s s  s t a t e m e n t s  f o r  A p r i l ,  May and J u n e  1976 were a l s o  i n -  

a c c u r a t e .  I n  t h a t  same p e r i o d  o f  t i m e  Hughes was informed f r e -

q 'uen t ly  by one o f  r e g i s t r a n t  ls banks  t h a t  i t s  a c c o u n t  was o v e r -  
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drawn and checks  were  b e i n g  r e t u r n e d  because  of i n s u f f i c i e n t  

f u n d s .  R e g i s t r a n t ' s  books n e v e r  r e f l e c t e d  o v e r d r a f t s .  Hughes 

t e s t i f i e d  he began p r e p a r a t i o n  o f  a new g e n e r a l  l e d g e r  b u t  

was u n a b l e  t o  b r i n g  t h e  l e d g e r  up t o  d a t e  u n t i l  J u l y  1976 .  

P r i o r  t o  J u l y  1976 r e g i s t r a n t  a l s o  f a i l e d  t o  m a i n t a i n  any  

" f a i l s  t o  r e c e i v e "  o r  " f a i l s  t o  d e l i v e r f r  r e c o r d s ,  a s  r e q u i r e d .  

Al though  r e g i s t r a n t  was supposed t o  be  a s u b s i d i a r y  o f  

F i r s t  S.C. Hughes was u n a b l e  t o  a s c e r t a i n  whe ther  any of  r e g i s -  

t r a n t ' s  s t o c k  had e v e r  been i s s u e d  t o  F i r s t  S.C. and n e v e r  

saw any s u c h  s t o c k  n o r  d i d  he e v e r  s e e  any  r e c o r d s  r e f l e c t i n g  

t h e  names o f  any s h a r e h o l d e r s  o f  F i r s t  S.C. Hughes a l s o  t e s -  

t i f i e d  he was f r e q u e n t l y  t o l d  by S t i l w e l l  t o  p o s t  e n t r i e s  i n  

r e g i s t r a n t ' s  books  and r e c o r d s  and though  he r e q u e s t e d  back  

up m a t e r i a l  t o  s u b s t a n t i a t e  t h e  e n t r i e s  none was f u r n i s h e d  t o  him 

by S t i l w e l l .  A f t e r  e n t r i e s  were made by Hughes he became aware 

t h a t  changes  were made i n  such  e n t r i e s  w i thou t  h i s  knowledge. 

When he q u e s t i o n e d  S t i l w e l l  abou t  t h e  changes  he was t o l d  t o  

c o n t a c t  Schumann. I n  September  1976 S t  i l w e l l  t o l d  him n o t  t o  

b o t h e r  him any f u r t h e r  bu t  t o  f o l l o w  i n s t r u c t i o n s .  I n  t h a t  same 

month t h e  E l k i n s  s t a t e m e n t s  d e l i v e r i n g  cus tomer s  s e c u r i t i e s  be- -
* 

gan a r r i v i n g  and when Hughes a t t e m p t e d  t o  d e t e r m i n e  t h e  s t a t u s  

o f  t h e  s e c u r i t i e s  he was informed by S t i l w e l l  t h e r e  was an  e r r o r  

by E l k i n s  and t h a t  Coker would s t r a i g h t e n  it o u t ,  Hughes was 

t o l d  by Kane t h a t  r e g i s t r a n t  r e c e i v e d  a w i r e  from E l k i n s  
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demanding some $42,000.  He was t o l d  by S t i l w e l l ,  i n  K a n e l s  

p r e s e n c e ,  t h a t  E l k i n s  s t a t e d  i t  would c e a s e  do ing  b u s i n e s s  w i t h  

r e g i s t r a n t  and n o t i f y  t h e  N A S D ~ '  u n l e s s  i t  was p a i d .  S t i l w e l l  

t o l d  Hughes t o  p r e p a r e  a check f o r  t h e  $42,000.  

The e v i d e n c e  a l s o  shows t h a t  p u r s u a n t  t o  t h e  " a b s o l u t e  

t r a n s f e r "  of  s e c u r i t i e s  agreement o f  F e b r u a r y  29,  1976,  no t ed  

e a r l i e r ,  s e c u r i t i e s  were t r a n s f e r r e d  from Har t  t o  S t i l w e l l  and 

Coker .  On t h e  same d a t e  t h e  two men t r a n s f e r r e d  t h e  s e c u r i t i e s  

t o  F i r s t  S.C. t h e n  t r a n s f e r r e d  them t o  r e g i s t r a n t .  R e g i s t r a n t ' s  

b a l a n c e  s h e e t  a s  a t  F e b r u a r y  29, 1976 r e f l e c t e d  a s  a n  a s s e t  t h e  

s a i d  Hart s e c u r i t i e s  i n  t h e  amount o f  $89 ,537 .50  w i thou t  s e t t i n g  

up any l i a b i l i t y .  Such l i a b i l i t y  w a s  r e q u i p e d  t o  be r e f l e c t e d  

s i n c e  t h e  H a r t  agreement  p rov ided  t h a t  i f  t h e  s e c u r i t i e s  were 

s o l d  t h e r e  was an o b l i g a t i o n  t o  r e p l a c e  them w i t h  s e c u r i t i e s  o f  

e q u a l  v a l u e .  The same b a l a n c e  s h e e t  a l s o  r e f l e c t e d  under  "Asse t s "  

and "Account R e c e i v a b l e  - S u b s i d i a r i e s "  $88,236.  R e g i s t r a n t  

had no s u b s i d i a r i e s  and t h e  b a l a n c e  shee t -was ,  i n  t h i s  r e s p e c t ,  

f a l s e .  S i m i l a r l y  r e g i s t r a n t ' s  b a l a n c e  s h e e t  as o f  March 31, 1976 

c o n t i n u e d  i m p r o p e r l y  t o  r e f l e c t  Accounts  R e c e i v a b l e - S u b s i d i a r i e s  

i n  a n  amount o f  $90,741.  

Hughes s t a t e d  t h a t  on September  13, 1976 S t i l w e l l  gave  him a 
check  i n  a r a t h e r  l a r g e  amount and t o l d  him t o  s i g n  i t .  When 
Hughes q u e s t i o n e d  whe ther  t h e r e  were s u f f i c i e n t  f u n d s  i n  
r e g i s t r a n t ' s  a ccoun t  t o  c o v e r  t h e  check  S t l l w e l l  t o l d  him 
a r r angemen t s  were made f o r  a d e p o s i t  t o  cove r  t h e  check .  When 
Hughes a sked  S t i l w e l l  a b o u t  t h e  d e p o s i t  he was t o l d  t o  do 
e x a c t l y  what he  was t o l d  and t o  s t o p  b o t h e r i n g  S t i l w e l l  o r  
he would be  f i r e d .  Hughes t h e r e u p o n  r e s i g n e d .  
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A s  n o t e d  e a r l i e r  h e r e i n  from Sep tember  t h r o u g h  

December 1976,  E l k i n s  forwarded c u s t o m e r s '  s e c u r i t i e s  Co 

r e g i s t r a n t .  A f t e r  r e g i s t r a n t  u n l a w f u l l y  c o n v e r t e d  such  

s e c u r i t i e s  no l i a b i l i t y  was r e f l e c t e d  i n  i t s  books  and 

r e c o r d s .  I n  a d d i t i o n ,  t h e  e v i d e n c e  shows t h a t  s e c u r i t ie s  

b e l o n g i n g  t o  cu s tomer s  M i k e l l ,  T h o r n a l ,  S c o t t ,  Ingraham, 

B i l b r o  and W i l l i a m  McMorrison were a s s i g n e d  By t h e  s o - c a l l e d  

" a b s o l u t e  t r a n s f e r "  documents f rom F i r s t  S.C. t o  r e g i s t r a n t  

and shown a s  a s s e t s  n o t w i t h s t a n d i n g  t h a t  s u c h  s e c u r i t f e s  be- 

longed  t o  t h e  s a i d  cus tomer s  and r e g i s t r a n t  had no l a w f u l  

a u t h o r i t y  t o  a s s i g n  such  s e c u r i t i e s  much l e s s  s e l l  them, One 

such  a s s ignmen t  b o r e  t h e  s i g n a t u r e s  o f  S C i l w e l l ,  Coker and 

Kane,and t h e  o t h e r s , o n l y  S t i l w e l l t s  s i g n a t u r e .  I n  f a c t ,  a l l  

m i s a p p r o p r i a t i o n s  o f  cu s t omer s  s e c u r i t i e s  f rom September  . 

t h r o u g h  December r e s u l t e d  i n  compounded f a l s e  e n t r i e s  b e i n g  

made i n  t h e  l e d g e r  a c c o u n t s  f o r  c u s t o m e r s ,  r e g i s t r a n t  and F i r s t  

S . C .  A f u r t h e r  r e s u l t  o f  t h e  c o n v e r s i o n s  was t h e  f a l s i f i c a t i o n  

o f  t h e  c a s h  r e c e i p t s  j o u r n a l .  D e b i t i n g  o r  c r edE t  i n g  r e g i s t r a n t  

o r  F i r s t  S.C. w i t h  t h e  p r o c e e d s  o f  s a l e  o f  cu s tomer s  s e c u r i t i e s  

was a p r e v a r i c a t i o n .  -
The e v i d e n c e  f u r t h e r  d i s c l o s e s  t h a t  r e g i s t r a n t ' s  books and 

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

p u r c h a s e s  and s a l e s ,  and s e c u r i t i e s  p o s i t i o n s  conCaTned 

many f a l s e  e n t r i e s .  T h o r n a l  t e s t i f i e d  t h a t  on i n s t r u c t i o n s  f rom 

S t i l w e l l  she  i n s e r t e d  c e r t i f i c a t e  numbers of  s e c u r i t i e s  i n  t h e  

b l o t t e r s  o f  r e g i s t r a n t  which were c o m p l e t e l y  f a l s e .  When Thorna l  
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was i n s t r u c t e d  by S t i l w e l l  o r  Coker t o  send t h e  Bal t imore  

Gas bonds t o  A i s e l  and Co. a s  d e t a i l e d  e a r l i e r  h e r e i n ,  Thorna l  

was t o l d  n o t  t o  e n t e r  such s a l e  i n  r e g i s t r a n t ' s  books and 

r e c o r d s  a t  t h a t  t ime . lL /  The o r i g i n a l  e n t r y  i n  r e g i s t r a n t  ' s  

books,  made by Thorna l ,  showing t h e  s a l e  o f  t h e  s a i d  bonds t o  

A t l a n t i c  Coas t  L i f e  I n s u r a n c e  Company was n o t  changed.  Thorna l  

f u r t h e r  t e s t  ifi e d  t h a t  i n  September and October, S t  i l w e l l  and 

Schumann gave h e r  r e g i s t r a n t  ' s p o s i t  i o n  r e c o r d s ,  b l o t t e r s ,  

customer l e d g e r  c a r d s ,  and o t h e r  r e c o r d s  i n  which s l l p s  o f  pape r  

were i n s e r t e d  and d i r e c t e d  h e r  t o  make changes i n  such  r e c o r d s  

i n  acco rdance  w i t h  t h e  i n fo rma t ion  on t h e  s l i p s .  StiiLwell t o l d  

h e r  t h a t  s i n c e  she  was keeping t h e  books and r e c o r d s  it was 

n e c e s s a r y  f o r  her  t o  e r a s e  S t i l w e l l ' s  handwr i t i ng  and make 

changes i n  h e r  handwr i t i ng  t o  avoid  d e t e c t i o n  by anyone examining 

t h e  r e c o r d s .  S t f l w e l l  a l s o  t o l d  he r  t h a t  she  was t o  f o l l o w  

any i n s t r u c t i o n s  g iven  h e r  by Schumann. Thorna l  t e s t i f i e d  t h a t  
.-

between 1 0  and 20  p e r c e n t  o f  t h e  t i m e  she  was r e q u e s t e d  t o  make 

a l t e r a t  i o n s ,  Schumann gave her  t h e  i n s t r u c t i o n s .  Thus, p o s t i n g s  

were da t ed  on t h e  r e c o r d s  weeks and months p r i o r  t o  t h e  d a t e  

when made, w i t h  no i n d i c a t i o n  a s  t o  t h e  d a t e s  e n t r i e s  were a c t -
* 

u a l l y  made. E n t r i e s  omi t t ed  f o r  whatever  r ea son  a r e  r e q u i r e d  

t o  be shown on  t h e  d a t e  a c t u a l l y  i n s e r t e d  i n  t h e  r e c o r d s  w i t h  

"as o f "  i n d i c a t i o n  of t h e  d a t e  such e n t r i e s  should have been 

made. The e n t r i e s  o f  t h e  n a t u r e  o rde red  by S t i l w e l l  and Schumann 

arefound t o  c o n s t i t u t e  d e l i b e r a t e  f a l s i f i c a t i o n  of r e c o r d s .  

-1 7 /  The t r a n s a c t i o n  a p p a r e n t l y  was r e f l e c t e d  about  two months 

l a t e r  . 




The re  i s  a l s o  e v i d e n c e  t h a t  a number o f  r e c o r d s  were 

d e s t r o y e d  o r  removed i n  v i o l a t i o n  o f  R u l e  14a-4 under  t h e  

Exchange A c t .  T r a n s m i t t a l s  f rom E l k i n s  were no t  found .  

The accoun t  r e c o r d s  o f  cu s tomer s  were m i s s i n g .  Though t h e  

r e c o r d  d o e s  no t  s p e c i f i c a l l y  d e t a i l  e a c h  and e v e r y  r e c o r d  

o r  document which cou ld  n o t  be l o c a t e d ,  it i s ,  unde r  t h e  

c i r c u m s t a n c e s ,  r e a s o n a b l e  t o  b e l i e v e  t h a t  t h e  number o f  

m i s s i n g  o r  d e s t r o y e d  r e c o r d s  was e x t e n s i v e .  

Coker t h r o u g h o u t  t h e  h e a r i n g  con tended  and i n  h i s  

b r i e f  u r g e s  t h a t  he "p l ayed  no r o l e  i n  m a i n t a i n i n g  books 

and r e c o r d s  o f  R e g i s t r a n t " ,  d i d  n o t  r e v i e w  and was no t  f a m i l i a r  

w i t h  t h e  c o n t e n t s  o f  r e g i s t r a n t ' s  books and r e c o r d s ,  d i d  n o t  

s u p e r v i s e  t h e  i n d i v i d u a l s  who m a i n t a i n e d  such  books and r e c o r d s  

and neve r  p r e p a r e d  o r  d i r e c t e d  p r e p a r a t i o n  o f  any documenta t ion  

i n  c o n n e c t i o n  w i t h  any such  t r a n s f e r s .  The r e c o r d  does  no t  

r e f l e c t  t h a t  Coker p e r s o n a l l y  m a i n t a i n e d  t h e  l e d g e r s ,  cu s tomer s  

a ccoun t  c a r d s  and some o t h e r  r e c o r d s  r e q u i r e d  t o  be kep t  by a  

b r o k e r  d e a l e r  f i r m .  Coker u r g e s  t h a t  S t i l w e l l  assumed management 

c o n t r o l  o v e r  a l l  c o r p o r a t e  and f i n a n c i a l  a s p e c t s  of  t h e  f i r m  

a n d W t  h a t  i n  e s s e n c e  t h i s  i nc luded  r e s p o n s i b i l i t y  f o r  a l l  t h e  . 	 -
books and r e c o r d s .  However, t h e  r e c o r d  d i s t i n c t l y  shows he  

o r i g i n a l l y  s t a r t e d  r e g i s t r a n t  ' s p r e d e c e s s o r  a s  an  e q u a l  p a r t n e r  

w i t h  S t t l w e l l  and s i n c e  t h e  f o r m a t i o n  o f  r e g i s t r a n t  and th rough-  

o u t  t h e  p e r i o d  t h e r e a f t e r  u n t i l  r e g i s t r a n t  c ea sed  o p e r a t o n s  con-

t i n u e d  t o  c o n s i d e r  h i m s e l f  and i n  f a c t  was an,  e q u a l  co-owner 

18/ 	 In  t h i s  connect ion the  record shows that when regis t rant  f i l e d  its 
statement of f inancial  condition in August 1975 fo r  the period exled 
July  31, 1975 it was Coker who ce r t i f i ed  that t h e  f inancial  statement 
was t rue  and correct .  
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w i t h  S t i l w e l l  o f  r e g i s t r a n t  .-19' Coker was a t  a l l  r e l e v a n t  

t i m e s  e x e c u t i v e  v i c e - p r e s i d e n t ,  s e c r e t a r y  and a d i r e c t o r  o f  

r e g i s t r a n t  and when SCA was r e g i s t e r e d  a s  a n  i nves tmen t  ad-  

v i s e r  i n  September  1975 ,  he was i t s  p r e s i d e n t  and t r e a s u r e r  

and a d i r e c t o r  and owned a n  e q u a l  amount o f  common s t o c k  o f  

SCA a s  d i d  S t i l w e l l .  The r e c o r d  f u r t h e r  shows t h a t  Coker 

knew, s i n c e  a t  l e a s t  F e b r u a r y  1976,  when Hughes was h i r e d  by 

. 	 S t i l w e l l ,  t h a t  t h e  r e a s o n  f o r  t h e  h i r i n g  was t h a t  r e g i s t r a n t ' s  

books were n o t  c u r r e n t  and t h a t  it was Hughes1 f u n c t i o n  t o  

c o r r e c t  t h a t  s i t u a t i o n .  There  i s  no e v i d e n c e  Coker made any 

e f f o r t  t o  d e t e r m i n e  whether  r e g i s t r a n t ' s  books were b e i n g  

c u r r e n t l y  m a i n t a i n e d .  Coker ,  who knew of r e g i s t r a n t s '  c o n s i s -

t e n t l y  f a i l i n g  f i n a n c i a l  c o n d i t i o n ,  knew, by r e a s o n  of  hav ing  

s i g n e d  t h e  Feb rua ry  29, 1976 " a b s o l u t e  t r a n s f e r ' '  agreement 

w i t h  Ha r t  t h a t  if t h e  l a t t e r '  s s e c u r i t i e s  were s o l d  t h e y  would 

have t o  be  r e p l a c e d  by s e c u r i t i e s  o f  e q u a l  v a l u e .  Coker knew 

t h a t  H a r t ' s  s e c u r i t i e s  were c o n v e r t e d .  Coker was p h y s i c a l l y  

p r e s e n t  and r a i s e d  no o b j e c t i o n  when S t i l w e l l  f a b r i c a t e d  a l e t t e r  

p u r p o r t e d l y  f rom H a r t .  Coker knew o f  t h e  agreement t h a t  p r e f e r r e d  

s h a r e h o l d e r s ' c o l l a t e r a l  would n o t  be s o l d  w i t h o u t  a u t h o r i t y ,  . 
knew t h a t  he a c t u a l l y  s o l d  t h e  s e c u r i t i e s ,  and knew t h a t  t h e  p ro -  

c e e d s  o f  such  sales were used  i n  r e g i s t r a n t  o p e r a t i o n s .  

Coker a l s o  knew, by r e a s o n  of hav ing  s i g n e d  t h e  agreement ,  

t h a t  t h e  " a b s o l u t e  t r a n s f e r "  of c u s t o m e r s '  s e c u r i t i e s  

P

%/ 	 R e g i s t r a n t ' s  b r o k e r - d e a l e r  r e g i s t r a t i o n  f o r m y a s  amended i n  
A p r i l  1976 ,  l i s t s  Coker a s  owner of  between 50 and 75% o f  
r e g i s t r a n t S '  common s t o c k .  



from F i r s t  S.C.  t o  r e g i s t r a n t  was improper  and knew t h a t  

c e r t a i n  bonds b e l o n g i n g  t o  a n  insurance company had been improperly 

s o l d .  D e s p i t e  a l l  t h i s  knowledge and more, b e c a u s e  Coker a d m i t s  

i n  h i s  b r i e f  he s i g n e d  many documents a t  t h e  direction o f  

S t i l w e l l ,  t h e  argument t h a t  Coker b o r e  no r e s p o n s i b i l i t y  f o r  

bookkeeping v i o l a t i o n s  i s  r e j e c t e d .  Coker must have known 

t h a t  bookkeeping v i d l a t i o n s  were o c c u r r i n g .  F o r  example ,hav ing  

a d m i t t e d l y  p a r t i c i p a t e d  i n ,  o r  t o  u s e  C o k e r ' s  own w o r d s ,  

" a c q u i e s c e d "  i n ,  t h e  d e c i s i o n  t o  c o n v e r t  c u s t o m e r s  s e c u r i t i e s ,  

he  must  have known o r  been aware  of t h e  f a c t  r e g i s t r a n t ' s  

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

b e i n g  s o l d  on b e h a l f  o f  r e g i s t r a n t  o r  F i r s t  S.C.  S i n c e  Coker 

knew t h a t  t h e  p r o c e e d s  o f  s u c h  sales were  b e i n g  u s e d  t o  s h o r e  

up r e g i s t r a n t ' s  f i n a n c i a l  c o n d i t i o n  he s h o u l d  have known t h a t  

e n t r i e s  were b e i n g  i m p r o p e r l y  made t o  r e f l e c t  income t o  r e g i s -  

t r a n t  o f  monies  n o t  b e l o n g i n g  t o  i t .  S i m i l a r l y ,  Coker n e v e r  -

i n q u i r e d  how t h e  r e c o r d s  were k e p t  r e l a t i n g  t o  t h e  u n a u t h o r i z e d  

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

f a c t  which t h e  r e c o r d  d e m o n s t r a t e s  he  was w e l l  aware o f  h a v i n g  

a c t u a l l y  s o l d  s u c h  s e c u r i t i e s .  A s  e x e c u t i v e  ice p r e s i d e n t  and 
-

# 

s e c r e t a r y  and number two p e r s o n  i n  t h e  firm, Coker c a n  n o t  avo id  

h i s  r e s p o n s i b i l i t y  by c o n t e n d f n g  h e  n e v e r  made a n  e n t r y  i n t o  any 

books o r  r e c o ~ d s .  Coker c a n  n o t  e x c u l p a t e  h b s e l f  by s t a t i n g  he 

d i d  n o t  r e v i e w  o r  s u p e ~ v i s et h e  mafn te l i ance  o f  a n y  books o r  r e c o r d s .  

By s e l l i n g  t h e  s e c u r i t i e s  n o t e d  above,  he ,  Sn f a c t ,  f n i t i a t e d  

t h e  k e e p i n g  o f  f a l s e  r e c o r d s .  The Commission h a s  h e l d  t h a t  p r i n -  



c i p a l  o f f i c e r s  a r e  o b l i g e d  t o  make c e r t a i n  t h a t  books and 

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

t a k e  a p p r o p r i a t e  s t e p s  t o  d e t e c t  and p r e v e n t  r e c o r d - k e e p i n g  

v i o l a t i o n s  make them r e s p o n s i b l e  f o r  t h e  v i o l a t i o n s .  B i l l i n g s  

A s s o c i a t e s  I n c .  e t  a l .  43 SEC 641, 649 (1967) .  

It i s  c o n c l u d e d  t h a t  S t i l w e l l ,  Coker ,  Kan6 and F i r s t  S.C.  

w i l f u l l y  a i d e d  and a b e t t e d  r e g i s t r a n t ' s  v i o l a t i o n  o f  S e c t i o n  

1 7 ( a )  o f  t h e  Exchange Act and R u l e s  1 7 a - 3 ( a ) ,  and 17a-4 t h e r e -

u n d e r  i n  t h a t  r e g i s t r a n t  f a i l e d  a c c u r a t e l y  t o  make and keep 

c u r r e n t  and  p r e s e r v e  c e r t a i n  o f  i t s  books  and r e c o r d s  a s  n o t e d  

a b o v e ,  a s  r e q u i r e d  by t h e  s a i d  R u l e s .  

The O r d e r  a l s o  c h a r g e s  r e g i s t r a n t  f a i l e d  p r o m p t l y  t o  f i l e  

a n  amendment on Form BD r e f l e c t i n g  t h a t  Kane had become p r e s i d e n t  

and c h i e f  o p e r a t i n g  o f f i c e r  o f  r e g i s t r a n t .  The e v i d e n c e  e s -

t a b l i s h e s  t h a t  i n  A p r i l  1976 Kane was made p r e s i d e n t  and c h i e f  

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

p r e s i d e n t  and was made chief executive off icer ,  in addition t o  being 

c h a i r m a n  t o  t h e  b o a r d  o f  d i r e c t o r s .  R e g i s t r a n t  f a i l e d  t o  com-

p l y  w i t h  t h e  r e q u i r e m e n t  p rompt ly  t o  f i l e  a n  a p p r o p r i a t e  amend- 

ment t o  i t s  r e g i s t r a t i o n  on Form BD t o  r e f l e c t  s u c h  c h a n g e s .  -
S t i l w e l l ,  Coker and Kane,as  o f f i c e r s  and  d i r e c t o r s  o f  r e g i s t r a n t  

and r e s p o n s i b l e  f o r  i t s  o p e r a t i o n s , a r e  f o u n d  t o  have w i l f u l l y  

a i d e d  and a b e t t e d  r e g i s t r a n t ' s  v i o l a t i o n  o f  S e c t i o n  1 5 ( b )  o f  

t h e  Exchange Act and Rule  l5b-3  t h e r e u n d e r  f rom t h e  p e r i o d  A p r i l  

1976  t o  t h e  d a t e  o f  t h e  O r d e r .  



The O r d e r  f u r t h e r  c h a r g e s  t h a t  S t i l w e l l ,  Coker 

and Kane w i l f u l l y  a i d e d  and a b e t t e d  n e g i s t r a n t ' s  f a i l u r e  

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

f o r  t h e  c a l e n d a r  y e a r  1 9 7 5 .  The e v i d e n c e  shows r e g i s t r a n t  

f a i l e d  t o  f i l e  a r e p o r t  of i t s  f i n a n c i a l  c o n d i t i o n  on Form 

X-17-A-5 f o r  t h e  c a l e n d a r  y e a r  1 9 7 5  u n t i l  Oc tober  1 5 ,  1976,  

a p p r o x i m a t e l y  s e v e n  months l a t e .  When f i l e d ,  t h e  s a i d  r e -  

p o r t  f a i l e d  t o  comply w i t h  t h e  r e q u i r e m e n t s  o f  R u l e  17a-5 

i n  t h a t  i t  d i d  n o t  c o n t a i n  a n  o a t h  o r  a f f i r m a t i o n  as re-

q u i r e d  by p a r a g r a p h  ( b ) ( 2 )  o f  s a i d  R u l e  o r  s c h e d u l e  o f  SIPC 

payments  a s  r e q u i r e d  by Rule  1 7 a - ? ( b ) ( 4 ) .  Though Kane was 

n o t  a n  o f f i c e r  and d i r e c t o r  d u r i n g  t h e  c a l e n d a r  y e a r  1 9 7 5  

he ,  n e v e r t h e l e s s ,  had a d u t y  a f t e r  A p r i l  1976, when he be- 

came c h i e f  o p e r a t i n g  o f f i c e r  o f  r e g i s t r a n t ,  t o  make c e r t a i n  

t h a t  r e g i s t r a n t  compl ied  w i t h  t h e  f i l i n g  r e q u i r e m e n t s .  T h a t  

d u t y ,  he f a i l e d  t o  f u l f i l l .  A c c o r d i n g l y ,  S t i l w e l l ,  Coker . 

and Kane are found  t o  have w i l f u l l y  a i d e d  and a b e t t e d  r e g i s -  

t r a n t ' s  v i o l a t i o n  o f  S e c t i o n  l 7 ( a )  o f  t h e  Exchange Act and 

Rule  17a-5  t h e r e u n d e r .  



The Charges  Aga ins t  Schumann 

The Orde r ,  i n  e s s e n c e ,  c h a r g e s  t h a t  Schumann w i l f u l l y  

v i o l a t e d  and w i l f u l l y  a i d e d  and a b e t t e d  v i o l a t i o n s  o f  t h e  

a n t i - f r a u d  p r o v i s i o n s  o f  t h e  S e c u r i t i e s  Act ,  t h a t  she  a i d e d  and 

a b e t t e d  r e g i s t r a n t ' s  v i o l a t i o n s  o f  t h e  record-keep ing  r e q u i r e m e n t s ,  

a i d e d  and a b e t t e d  r e g i s t r a n t ' s  v i o l a t i o n  r e l a t i n g  t o  i t s  f a i l u r e  

t o  t i m e l y  f i l e  a r e p o r t  o f  i t s  f i n a n c i a l  c o n d i t i o n ,  a i d e d  and 

a b e t t e d  r e g i s t r a n t ' s  n e t  c a p i t a l  v i o l a t i o n s  and a i d e d  and a b e t t e d  

v i o l a t i o n s  by SCA of S e c t i o n  206 and S e c t i o n  204 o f  t h e  A d v i s e r s  

Act and Ru le  204-2(a)  t h e r e u n d e r .  

Schumann d e n i e s  she  v i o l a t e d  o r  a i d e d &  a b e t t e d  any of  t h e  

v i o l a t i o n s  as  a l l e g e d ,  t h a t  any v i o l a t i o n s  committed by o t h e r  

r e s p o n d e n t s ,  i f  any ,  were done w i thou t  h e r  knowledge, consen t  

o r  p a r t i c i p a t i o n ,  t h a t  i n  l i g h t  o f  t h e  Hochfe lder  d e c i s i o n  

( E r n s t  & E r n s t  v  Hoch fe lde r  425 US 185 (1976 ) )  t h e r e  i s  no 

e v i d e n c e  she  p o s s e s s e d  t h e  r e q u i s i t e  s c i e n t e r ,  t h a t  under  t h e  

C o l l i n s  c a s e  ( C o l l i n s  S e c u r i t i e s  Corp. v  S.E.C. 562 F .2d .820  

(D.C. C i r .  1 9 7 7 ) )  t h e  ev idence  i s  n o t  " c l e a r  and c o n v i n c i n g n t h a t  

she  v i o l a t e d  o r  a i d e d  and a b e t t e d  v i o l a t i o n s  o f  t h e  a n t i - f r a u d  

p r o v i s i o n s  o f  t h e  S e c u r i t i e s  Laws and t h a t  t h e  proceef l ings  should  

be  d i s m i s s e d  a s  t o  h e r  because  she  was n o t  an  " a s s o c i a t e d  personf '  

o f  t h e  r e g i s t r a n t  w i t h i n  t h e  meaning o f  t h e  Exchange Ac t .  

The Commission h a s  t a k e n  t h e  p o s i t i o n  t h a t  t h e  Hoch fe lde r  

s c  i e n t e r  r e q u i r e m e n t  i s  n o t  a p p l i c a b l e  t o  a d m i n i s t r a t a t  i v e  pro-  



-- 

c e e d i n g s  whether  i n i t i a t e d  by i t  under  S e c t i o n  l 7 ( a )  of 

t h e  S e c u r i t i e s  Act or Section 10(b) of the  Exchange Act. 

Steadman S e c u r i t i e s  C o r p o r a t i o n  12  SEC Docket 1041, 1051  

( J u n e  29, 1 9 7 7 ) .  These p r o c e e d i n g s  a r e ,  i n  p a r t ,  premised 

upon S e c t i o n  1 7 ( a )  o f  t h e  S e c u r i t i e s  and two S e c t i o n s  of t h e  

Adv i se r s  Act a s  t o  which Hoch fe lde r  i s  n o t  a p p l i c a b l e .  With 

r e s p e c t  t o  whether  s c i e n t e r  i s  a p p l i c a b l e  t o  S e c t i o n  1 7 ( a ) ,  

t h e  c i r c u i t s  a r e  s p l i t ,  t h r e e  c i r c u i t s  h o l d i n g  s c i e n t e r  i n -

a p p l i c a b l e  i n  p roceed ings  t h e r e u n d e r .  S.E.C. v Coven 581 F .  2d 

1020, 1025-1027 ( C . A .  2, 1 9 7 8 ) ;  S.E.C. v .  World Radio Miss ion  I n c .  

544 F.2d 535, 541 nlO(C.A.1,  1 9 7 6 ) ;  S.E.C. v American R e a l t y  

T r u s t  586 F .  2d 1001  ( 4 t h  C i r .  1978 ) ;  c o n t r a ,  Sande r s  v  John 

Nuveen & Co. I n c . ,  554 F .  2d 790 (C.A. 7 ,  1 9 7 7 ) .  With r e s p e c t  

t o  t h e  a p p l i c a b i l i t y  of C o l l i n s  s u p r a ,  i t  h a s  a l r e a d y  been 

s t a t e d  t h a t  t h e  c l e a r  and conv inc ing  s t a n d a r d  w i l l  be a p p l i e d  

t o  t h e  f r a u d  c h a r g e s .  

Schumann nex t  con t ends  she  i s  n o t  and  was no t  an  assoc . ia ted  

pe r son  o f  r e g i s t r a n t  w i t h i n  t h e  meaning of  t h e  Exchange A c t .  

S e c t i o n  3 ( a ) ( 1 8 )  o f  t h e  Exchange Ac t ,  a s  p e r t P n e n t  h e r e ,  d e f i n e s  

t h e  t e rm  "person  a s s o c i a t e d  w i t h  a b roke r  o r  d e a l e r "  o r  a s s o c i a t e d-
pe r son  of a b roke r  o r  d e a l e r  t o  mean any o f f i c e r ,  d i r e c t o r  o r  

any pe r son  occupying  a similar s t a t u s  o r  per forming  s imilar  

f u n c t i o n s ,  any pe r son  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 ,  con-

t r o l l e d  by o r  unde r  common c o n t r o l  w i t h  such  b roke r  o r  d e a l e r ,  

any employee 'of such  b roke r  o r  d e a l e r  e x c e p t  t h a t  any pe r son  

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



be i n c l u d e d .  

I n  A p r i l  1976  Schumann was engaged a s  a " c o n s u l t a n t "  

by r e g i s t r a n t .  Schumann s t a t e s  i n  h e r  b r i e f  t h a t  f rom t h e  t i m e  

s h e  was engaged u n t i l  December 1 0 ,  1976,  s h e  was n o t  a n  o f f i c e r  

o r  d i r e c t o r  o f  r e g i s t r a n t ,  F i r s t  S.C.  o r  SCA, b u t  was a n  

i n d e p e n d e n t  c o n t r a c t o r  who " c o n s u l t e d  w i t h  R e g i s t r a n t  f o r  

t h e  p u r p o s e  o f  s e t t i n g  up t h e  books  and r e c o r d s  o f  R e g i s t r a n t  

f o r  s e c u r i t y  r e g u l a t i o n  p u r p o s e s " .  It i s  m a n i f e s t  t h a t  t h e  

b a s i s  f o r  any c o n c l u s i o n  t h a t  a  p e r s o n  was a n  a s s o c i a t e d  p e r s o n  

o f  a b r o k e r  o r  d e a l e r  i n  s i t u a t i o n s  where t h e  p e r s o n  i s  n o t  a n  

o f f i c e r  o r  d i r e c t o r ,  i s  dependen t  upon t h e  n a t u r e  o f  a c t i v i t i e s  

pe r fo rmed  by s u c h  p e r s o n  o n  b e h a l f  o f  r e g i s t r a n t .  C h a r a c t e r i z i n g  

h e r s e l f  a s  a c o n s u l t a n t  o r  i n d e p e n d e n t  c o n t r a c t o r  d o e s  n o t  per 

-s e  d e t e r m i n e  t h a t  Schumann was n o t  a n  a s s o c i a t e d  p e r s o n .  

R a t h e r ,  c o n s i d e r a t i o n  must be g i v e n  t o  whe ther  Schumannls 

a c t i v i t i e s  b r i n g  h e r  w i t h i n  any o f  t h e  c a t e g o r i e s  o f  p e r s o n s  
-. 

m e e t i n g  t h e  d e f i n i t i o n  of a n  a s s o c i a t e d  p e r s o n .  A p e r u s a l  

o f  t h e  evidence ,  b o t h  o r a l  and documentary,demonstrates i n  c l e a r  

and c o n v i n c i n g  f a s h i o n  t h a t  Schumann per fo rmed  f u n c t i o n s  which 

b r i n g  h e r  w i t h i n  t h e  c a t e g o r y  o f  a  p e r s o n  p e r f o r m i n g  f u n c t i o n s  -
similar  t o  t h o s e  o f  a n  o f f i c e r  and t h e  c a t e g o r y  o f  a p e r s o n  

c o n t r o l l e d  by r e g i s t r a n t .  

I t  i s  n o t e d  t h a t  Schumann d i d  n o t  t e s t i f y  a t  t h e  h e a r i n g .  

Thus t h e  r e c o r d  l a c k s  e v i d e n c e  d i r e c t l y  from Schumann h e r s e l f  

as t o  p r e c i s e l y  what s h e  d i d .  However, ample e v i d e n c e  was 

f u r n i s h e d  by s e v e r a l  w i t n e s s e s ,  whose t e s t i m o n y  i s  n o t  r e f u t e d  
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by Schumann, and by documentary  e v i d e n c e ,  which g i v e s  

a n  i n s i g h t  as t o  t h e  n a t u r e  o f  t h e  work s h e  pe r fo rmed  

a t  r e g i s t r a n t ' s  p l a c e  of b u s i n e s s  as  w e l l  a s  t h e  n a t u r e  

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

t r a n t ' s  o p e r a t i o n s .  R e g i s t r a n t  s '  r e c o r d s  d i s c l o s e  t h a t  

r e g i s t r a n t s  made payments t o  Schumann d u r i n g  t h e  months  

o f  May t h r o u g h  August and Oc tober  t h r o u g h  a b o u t  December 

P r i o r  t o  h e r  engagement w i t h  r e g i s t r a n t  Schumann was 

employed by t h e  NASD from J a n u a r y  1972 u n t i l  F e b r u a r y  1975 ,  

a s  a n  examiner .  Her s u p e r v i s o r  a t  t h e  NASD t e s t i f i e d  Schumann 

made e x a m i n a t i o n s  o f  books and r e c o r d s  o f  b r o k e r s  and d e a l e r s  

and was f a m i l a r  w i t h  and knowledgeab le  a b o u t  books and r e c o r d s  

r e q u i r e d  t o  be m a i n t a i n e d  by s u c h  b r o k e r s  and d e a l e r s .  

I n  l i g h t  o f  Schurnann's c o n t e n t  i o n s ,  a d e t a i l e d  e x a m i n a t i o n  

o f  t h e  r e c o r d  e v i d e n c e  r e l a t i n g  t o  t h e  n a t u r e  o f  h e r  a c t i v i t i e s  
-. 

a t  r e g i s t r a n t ' s  o f f i c e  and e l s e w h e r e  i s  e s s e n t i a l .  D u r i n g  t h e  

month o f  J u l y  1976  Schumann spoke w i t h  M i c h a e l  C a l l a h a n ,  

A s s i s t a n t  R e g i o n a l  A d m i n i s t r a t o r  i n  t h e  A t l a n t a  R e g i o n a l  O f f i c e  

o f  t h e  Commission, c o n c e r n i n g  r e g i s t r a n t ' s  f a i l u r e  t o  f i l e  i t s-
X-17-5 r e p o r t  and t o l d  him r e g i s t r a n t ' s  books and r e c o r d s  were 

n o t  c u r r e n t .  A p p a r e n t l y  some q u e s t i o n  a r o s e  a s  t o  whe ther  

20,' 	 The t o t a l  payments t o  Schumann f o r  t h e  e n t i r e  period was about $1 0,875. 
I n  May she received about $1,530; in June about $1,325; in July about 
$1,185; in August about $1,935; in October $1,500; in November $1,400; 
and, about December 10, $2,000. 



Schumann c o u l d  s p e a k  f o r  r e g i s t r a n t .  I n  a l e t t e r  d a t e d  

J u l y  21,  1976 S t i l w e l l ,  a s  p r e s i d e n t  o f  r e g i s t r a n t ,  in fo rmed  

t h e  A t l a n t a  o f f i c e  o f  t h e  Commission t h a t  Schumann i s  

a u t h o r i z e d  t o  s p e a k  "on b e h a l f  of o u r  f i r m  t o  members o f  

t h e  s t a f f  on matters r e l a t i v e  t o  t h e  1 9 3 3  and  1934 A c t s  a s  

w e l l  as t h e  R u l e s  of F a i r  P r a c t i c e  and t h e  Uniform P r a c t i c e  

Code". The l e t t e r  a l s o  s t a t e d  t h a t  Schumann " i s  working 

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

r e o r g a n i z e  o u r  p r o c e d u r e s " .  The l e t t e r  concluded 

' I . .  . . it w i l l  be  n e c e s s a r y  f o r  Miss Schumann 
t o  be  i n  c o n t a c t  w i t h  your  o f f i c e  w i t h  some 
f r e q u e n c y  and u n t i l  s u c h  t i m e  as h e r  work i s  
f i n i s h e d ,  s h e  can  s p e a k  f o r  o u r  f i r m " .  

C a l l a h a n  t e s t i f i e d  t h a t  he  had many c o n v e r s a t i o n s  w i t h  Schumann 

p r i o r  and  s u b s e q u e n t  t o  t h e  l e t t e r  w i t h  r e s p e c t  t o  t h e  s t a f f  I s  

r e q u e s t  f o r  f i n a n c i a l  i n f o r m a t i o n .  Schumann, on  s e v e r a l  

o c c a s i o n s ,  p romised  C a l l a h a n  t h e  f i n a n c i a l  r e p o r t s  would be  

f i l e d ,  as d i d  S t i l w e l l .  C a l l a h a n  r e s p o n d e d  t o  S t  i l w e l l  s l e t t e r  ' 

s t a t i n g  t h a t  a u t h o r i z a t i o n  t o  s p e a k  f o r  t h e  f i r m  s h o u l d  be by 

a p p o i n t i n g  Schumann as a t t o r n e y  i n  f a c t ,  which would r e q u i r e  

a n  amendment t o  t h e  Form BD. Schumann informed C a l l a h a n  s h e  

- was r e l u c t a n t  t o  be  named on  t h e  form BD. No amendmekt was 

e v e r  f i l e d .  However, C a l l a h a n ' s  e x p l a n a t i o n  as t o  t h e  r e a s o n  

he  - c o n t i n u e d  t a l k i n g  w i t h  Schumann was as f o l l o w s :  

" s h e  would be  a b l e  t o  s p e a k  f o r  t h e  f i r m ;  
i n  o t h e r  words,  s h e  c o u l d  make management 
d e c i s i o n s  and s h e  c o u l d  b i n d  t h e  f i r m ,  t h a t  
was t h e  way t h a t  w e  u n d e r s t o o d  t h e  l e t t e r " .  
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D a r r o l d  Brooks ( B r o o k s ) ,  s u p e r v i s o r  a t  t h e  NASD, t e s t i f i e d  

he  t a l k e d  f r e q u e n t l y  w i t h  Schumann c o n c e r n i n g  r e g i s t r a n t ' s  

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

was n o t  a n  o f f i c e r  o r  d i r e c t o r  o f  r e g i s t r a n t  he r e q u e s t e d  

a l e t t e r  f rom S t i l w e l l  which would a u t h o r i z e  t h e  NASD t o  

a c c e p t  Schumann's  c o n t a c t s  w i t h  t h e  NASD a s  t h e  " v o i c e  o f  

t h e  f i r m " .  S t i l w e l l ,  o n  J u n e  6 ,  1976,  f u r n i s h e d  t h e  NASD 

a l e t t e r  a u t h o r i z i n g  Schumann t o  s p e a k  f o r  t h e  f i r m .  The 

l e t t e r  was e x a c t l y  t h e  same a s  t h e  o n e  s e n t  t o  t h e  Commission. 

Thus ,  Schumann was g i v e n  a u t h o r i t y  t o  a c t  on b e h a l f  o f  and 

r e p r e s e n t  r e g i s t r a n t  b e f o r e  t h e  NASD and t h e  Commission. 

A s  indicative o f  Schumann's  a u t h o r i t y ,  Brooks f u r t h e r  

t e s t i f i e d  he c o n t i n u e d  r e g u l a r l y  t o  t a l k  w i t h  Schumann a b o u t  

a number o f  m a t t e r s  r e l a t i n g  t o  r e g i s t r a n t ' s  r e c o r d s  and r e -

p o r t s .  F o r  example Brooks  t e s t i f i e d  he  t a l k e d  w i t h  Schumann 

on December 6,  7 ,  and 8, 1976 .  On December 6  s h e  t o l d  Brooks  

t h a t  a September  30 a u d i t  was b e i n g  made o f  r e g i s t r a n t .  S.he 

sought  a n  o p i n i o n  c o n c e r n i n g  t h e  u s e  o f  s e c u r i t i e s  as c a p i t a l  

where s u c h  s e c u r i t i e s  were s u p p o s e d l y  l o c a t e d  i n  B e a u f o r t  and 

i n  F l o r i d a .  The f o l l o w i n g  day Schumann c a l l e d  t h e  NASD a g a i n  . 
w i t h  r e s p e c t  t o  t h e  f a c t  t h a t  Kane had borrowed $6,000 o f  r e g -  

i s t r a n t ' s  s e c u r i t i e s  which he u s e d  a s  c o l l a t e r a l  f o r  a l o a n  t o  

p u r c h a s e  a b o a t  and s h e  e x p l a i n e d  t h a t  t h e  a u d i t o r s  c o u l d  n o t  

a c c o u n t  f o r  a l l ,  o f  r e g i s t r a n t ' s  s e c u r i t i e s  which were supposed 

t o  b e  i n  r e g i s t r a n t ' s  l o c k  box. The n a t u r e  o f  t h e  m a t t e r s  

d ' i s c u s s e d  w i t h  Brooks e v i n c e s  t h a t  Schumann was n o t  m e r e l y  



t r a n s m i t t i n g  messages  t o  and f rom S t i l w e l l  bu t  was d i r e c t l y  

i n v o l v e d  i n  d e c i s i o n  making i n  m a t t e r s  r e l a t i n g  t o  r e g i s t r a n t ' s  

books and r e c o r d s  and f i l i n g  o f  r e p o r t s  and was e x e r c i s i n g  

t h e  a u t h o r i t y  g i v e n  h e r  by r e g i s t r a n t  t o  a c t  on t h e  f i r m ' s  

b e h a l f .  

T h o r n a l  t e s t i f i e d  s h e  was t o l d  by S t i l w e l l  t h a t  Schumann 

w a s  s e t t i n g  up r e g i s t r a n t ' s  books and r e c o r d s  and t h a t  T h o r n a l  

was t o  f o l l o w  i n s t r u c t i o n s  g i v e n  h e r  by Schumann a s  s h e  would 

i n s t r u c t i o n s  from S t i l w e l l .  T h o r n a l  a l s o  t e s t i f i e d  t h a t  when 

s h e  made t h e  improper  a l t e r a t i o n s  i n  r e g i s t r a n t  I s  books  and 

r e c o r d s ,  a s  n o t e d  e a r l i e r  h e r e i n ,  Schumann gave h e r  t h e  books 

and r e c o r d s  i n  which t h e  c h a n g e s  were t o  be  made, and t o l d  

h e r  t o  make t h e  c h a n g e s  as i n d i c a t e d  by n o t a t i o n s  i n  S t i l w e l l l s  

h a n d w r i t i n g .  I n  a d d i t i o n ,  T h o r n a l  s t a t e d ,  t h a t  a b o u t  2 0 %  o f  

t h e  t ime a l t e r a t i o n s  were made i n  r e g i s t r a n t ' s  books  and 

r e c o r d s ,  Schumann h e r s e l f  r e q u e s t e d  t h e  changes  and t h e  res t  -

were r e q u e s t e d  by S t i l w e l l .  S t i l w e l l  informed T h o r n a l  t h a t  

Schumann a d v i s e d  him t h a t  t h e  NASD would a r r i v e  o n  Monday, 

O c t o b e r  4 ,  1976 t o  make a n  e x a m i n a t i o n  o f  r e g i s t r a n t ' s  r e c o r d s  

and r e q u e s t e d  T h o r n a l  t o  work t h a t  weekend on t h e  books .  

T h o r n a l  s t a t e d  t h a t  s h e  d i d  s o  p a r t  o f  t h e  t i m e  and t h a t  

S t i l w e l l ,  Schumann and a t  l e a s t  t h r e e  o f  r e g i s t r a n t ' s  employees  

were p r e s e n t  t h a t  weekend. B o t h  S t i l w e l l  and Schumann gave  

i n s t r u c t i o n s  as  t o  t h e  p a r t i c u l a r  books and r e c o r d s  which 

were t o  be  comple ted  o r  a l t e r e d .  T h o r n a l  f u r t h e r  s t a t e d  thaB 
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d u r i n g  t h e  NASD examina t i on  when t h e  NASD p e r s o n n e l  were 

n o t  p r e s e n t , r e g i s t r a n t l s  employees ,  who were a v a i l a b l e  

a t  r e g i s t r a n t  I s  o f f i c e ,  e ach  t o o k  "a  r e c o r d  o f  some s o r t "  

t o  work on and t h a t  Schumann " d i r e c t e d  t h e  a c t i v i t i e s "  

by r e a d i n g  o u t  t h e  t r a n s a c t i o n s  which were t o  be  p o s t e d  o r  

t h o s e  which r e q u i r e d  changes  o r  a l t e r a t i o n s .  

M r .  Haro ld  Prat t -Thomas (P ra t t -Thomas ) ,  t h e  a u d i t o r ,  

t e s t i f i e d  d u r i n g  J u l y  t h r o u g h  September  1976 when he  and 

h i s  p a r t n e r  were working a t  r e g i s t r a n t ' s  o f f i c e  on t h e  

December 31, 1975 a u d i t ,  Schumann, who was p r e s e n t  abou t  

50% o f  t h e  t i m e ,  worked a c r o s s  t h e  t a b l e  on " c u r r e n t  a c c o u n t i n g  

m a t t e r s "  o f  r e g i s t r a n t .  T h e r e a f t e r ,  t h e  a u d i t o r s  began work on 

t h e  a u d i t  f o r  t h e  September  30 ,  1976 p e r i o d .  Pra t t -Thomas 

t e s t  i f  i e d  h i s  f i r m  worked a lmos t  c o n s t a n t l y  from November 11 

u n t i l  December 8 ,  1976 ,  t h a t  Schumann was p r e s e n t  " t h e  whole 

t ime"  e x c e p t  n e a r  t h e  end,  when s h e  was t h e r e  abou t  50% o f  t h e  
-

t i m e ,  t h a t  she  worked i n  t h e  same room w i t h  t h e  a c c o u n t a n t s ,  

t h a t  she  t r i e d  t o  g i v e  answer s  i n  r e g a r d  t o  s e c u r i t i e s  and 

t h a t  she  "worked on c u r r e n t  a c c o u n t i n g  and s e c u r i t y  m a t t e r s "  . 
Prat t -Thomas f u r t h e r  t e s t i f i e d  t h a t  on November 29, 1276, he  

and h i s  a s s o c i a t e  d i a c u s s e d  w i t h  S t i l w e l l  and Schumann t h e  

problem re la t i n g  t o  t h e  s o - c a l l e d  a b s o l u t  e  t r a n s f e r s ,  p a r t  i-

c u l a r l y  t h o s e  from H a r t ,  and t h e y  were g i v e n  answers  by Schumann 

and S t i l w e l l  i n d i c a t i n g  t h a t  a l l  t h e  a b s o l u t e  t r a n s f e r s  were 
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of a s i m i l a r  n a t u r e  and had been  approved  by t h e  NASD. 

Pra t t -Thomas t o l d  Schumann and S t i l w e l l  he  was n o t  s a t i s -

f i e d  w i t h  t h e i r  e x p l a n a t i o n .  On Sunday,  December 5,  1976  

Pra t t -Thomas ,  s t i l l  p u r s u i n g  t h e  m a t t e r ,  m e t  w i t h  S t i l w e l l ,  

Coker ,  Kane and Schumann a t  Pra t t -Thomas '  o f f i c e  and d i s -  

c u s s e d  with them t h e  f a c t  tha t  regis t rant  was over-spending t o  an ex-

t r e m e  amount, t h a t  a b s e n t  t h e  a b s o l u t e  t r a n s f e r s , r e g i s t r a n t  

would have been i n s o l v e n t ,  and the en t i r e  problem re la t ing  t o  the  

a b s o l u t e  t r a n s f e r s .  Schumann and S t i l w e l l  a g a i n  r e s p o n d e d  

t h a t  a l l  t h e  t r a n s f e r s  were approved  by t h e  NASD, when they knew 

the  NASD was never shown the  absolute t ransfers .  On Monday, Decanber 6, 

1976 Pratt-Thomas and h i s  associate went t o  regis t rant  's of f  i c e  where Schumann 

informed them she "looked in to  the  various secur i t i e s  matters and tha t  she had 

preoared a list f o r  us, indicating that the  secur i t i e s  i n  auestion wer"e 

s t i l l  i n  S t .  P e t e r s b u r g ,  F l o r i d a  and were  a t  t h e  nome ( s i c )  

o f  S p e n c e r  H a r t  i n  B e a u f o r t " .  Schumann gave Pra t t -Thomas t h e  
-

l i s t  which was i n  h e r  h a n d w r i t i n g .  Pra t t -Thomas f u r t h e r  

t e s t i f i e d  Schumann t o l d  him t h a t  t h e  f i r s t  t h r e e  s e c u r i t i e s  

on t h e  l i s t  s h e  p r e p a r e d  were i n  S t .  P e t e r s b u r g ,  F l o r i d a .  

Another  m e e t i n g  was h e l d  o n  December 8 ,  1976  a t  - t h e  o f f i c e  

o f  r e g i s t r a n t ' s  a t t o r n e y .  Pra t t -Thomas,  h i s  p a r t n e r ,  S t  i l w e l l ,  

Schumann and t h e  a t t o r n e y  were p r e s e n t .  The d i s c u s s i o n  re-

l a t e d  t o  whether secur i t i e s  which r e g i s t r a n t ' s  pbsition record indicated 

were on hand b e l o n g i n g  t o  r e g i s t r a n t  w e r e , i n  f a c t ,  i n  t h e  l o c k  

box o r  a t  a p l a c e  where they could be eas i ly  fnimd. Pratt-Thomas 

d i s c o v e r e d  t h a t  r e g i s t r a n 2 ' s  r e c o r d s  r e f l e c t e d  t h a t  c e r t a i n  



s e c u r i t i e s  belonged t o  r e g i s t a t n t  and had been pledged 

as a l o a n  t o  r e g i s t r a n t .  The same s e c u r i t i e s  had a l s o  been 

p ledged  by Kane f o r  a l o a n  which Kane made a t  t h e  bank.  

A t  a n o t h e r  mee t ing  l a t e r  t h a t  same day a t  t h e  a t t o r n e y 1  s 

o f f i c e  a t t e n d e d  a g a i n  by S t i l w e l l ,  Schumann, Pratt-Thomas 

and h i s  a s s o c i a t e ,  t h e  a t t o r n e y  informed t h o s e  p r e s e n t  he 

was no l o n g e r  a s s o c i a t e d  w i t h  r e g i s t r a n t  and i f  t h e  account -

. 	 a n t s  d i d  no t  n o t i f y  t h e  SEC he ( t h e  a t t o r n e y )  would. The 

account  a n t s  t e r m i n a t e d  t h e i r  a u d i t  and no t  i f i e d  t h e  Commission 

t h a t  day .  Pratt-Thomas met w i t h  S t i l w e l l  and Schumann t h e  

f o l l o w i n g  day ,  December 9 ,  1976.  Though t h e  r e c o r d  r e f l e c t s  

t h a t  Schumann a t t e n d e d  t h e  mee t ing  it d o e s  n o t  r e f l e c t  t h e  

manner,  i f  any ,  i n  which Schumann p a r t i c i p a t e d  i n  t h e  l a s t  

m e e t i n g .  However, t e s t i f i e d  t h a t  d u r i n g  t h e  ~ r a t t - ~ h o m a s  

c o u r s e  o f  t h e  d i s c u s s i o n  S t i l w e l l  informed Pratt-Thomas t h a t  

no f i r m  had e v e r  s u r v i v e d  a n o t i f i c a t i o n  t o  t h e  SEC and t h a t  
-. 

Schumann r e i t e r a t e d  t h a t ;  she  s a i d  "no, no f i r m  had s u r v i v e d  

a SEC n o t i f i c a t i o n " .  H e  f u r t h e r  t e s t i f i e d  t h a t  S t i l w e l l  t r i e d  

t o  p r e v e n t  him from i n s i s t i n g  t h a t  t h e  SEC be n o t i f i e d .  about  

t h e  problems.  Schumann who was p r e s e n t  made no o b j e c t i o n  n o r  

made any comment w i t h  r e s p e c t  t o  S t i l w e l l l s  a t tempt  t o  p r even t  

n o t i f i c a t i o n  t o  t h e  SEC. 

I n  l i g h t  o f  t h e  f o r e g o i n g ,  Sc humann ' s c o n t e n t  i o n s  t h a t  

she  had n o t h i n g  t o  do w i t h  t h e  main tenance  o f  r e g i s t r a n t  t s  

r e c o r d s ,  t h a t  n o t h i n g  was done on t h e  October  weekend p r e c e e d i n g  

t h e  NASD examina t i on  which was improper, o r  t h a t  fa l se  e n t r i e s  
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o r  a d j u s t m e n t s  were made t o  r e g i s t r a n t ' s  books and r e c o r d s  

w i t h  Schumann's, knowledge and t h a t  she  was no t  i n  a  p o s i t i o n  

t o  i n f l u e n c e  r e g i s t r a n t  ' s  a c t i v i t i e s  i n  connec t ion  w i t h  t h e  

v i o l a t i o n s  found h e r e i n , a r e  n o t  suppor t ed  by t h e  r e c o r d  and 

c o n t r a r y  t o  t h e  t e s t imony  o f  t h e  w i t n e s s e s  who t e s t i f i e d  and 

whose t e s t i m o n y  w i t h  r e g a r d  t o  Schumann's p a r t i c i p a t i o n  i s  

c r e d i t e d .  The r e c o r d  c l e a r l y  and c o n v i n c i n g l y  demons t r a t e s  

t h a t  Schumann was an expe r i enced  examiner when she was w i t h  

t h e  NASD, t h a t  she  had knowledge o f  t h e  r equ i r emen t s  f o r  t h e  

p r o p e r  maintenance of  books and r e c o r d s ,  knew t h a t  r e g i s t r a n t ' s  

books and r e c o r d s  were no t  c u r r e n t  and was r e g i s t r a n t ' s  r e p -

r e s e n t a t i v e  i n  c o n t a c t s  w i t h  t h e  SEC and t h e  NASD i n  m a t t e r s  

r e l a t i n g  t o  compliance w i t h  t h e  S e c u r i t i e s  Acts  and Ru le s  

and t h e  Ru le s  o f  t h e  NASD. She was t h u s  c l o t h e d  w i t h  a u t h o r i t y  

t o  a c t  and speak  f o r  r e g i s t r a n t  and d i d  s o .  She i s s u e d  i n -

s t r u c t i o n s  t o  Thorna l  and o t h e r s  conce rn ing  e n t r i e s  t o  be 
-. 

made i n  r e g i s t r a n t ' s  books and r e c o r d s  and r e p o r t s  t o  be f i l e d  

w i t h  t h e  SEC and t h e  NASD. 

The r e c o r d  c l e a r l y  shows Schumann worked w i t h  r e g i s t r a n t ' s  

a c c o u n t a n t s  and was a c c e p t e d  by them a s  an  a u t h o r i t a t i v e  -
f i g u r e  o f  r e g i s t r a n t .  Schumann a t t e n d e d  mee t ings  w i t h  S t  i l w e l l  

r e l a t i n g  t o  r e g i s t r a n t ' s  o p e r a t i o n s  and t h e  ownership and 
-

l o c a t i o n  o f  r e g i s t r a n t  ' s  s e c u r i t i e s .  Her p a r t i c i p a t i o n  i n  

meetings, p a r t i c u l a r l y  d u r i n g  t h e  l a t t e r  p a r t  o f  November and 

e a r l y  December were t h o s e  o f  a pe r son  occupying t h e  s t a t u s  of 

an  o f f i c e r .  Though t h e  r e c o r d  r e f l e c t s  t h a t  S t i l w e l l  was a 



dominant  f o r c e  i n  r e g i s t r a n t  ' s o p e r a t  i o n s ,  h e  was n o t  a l o n e  

i n  t h e  p e r p e t r a t i o n  o f  t h e  m a s s i v e  f r a u d  by r e g i s t r a n t .  

It  i s  i n c r e d u l o u s  t h a t  Schumann w i t h  h e r  e x p e r t i s e  i n  

b r o k e r - d e a l e r  o p e r a t i o n s ,  and e s p e c i a l l y  i n  t h e  a r e a  o f  

r e c o r d  k e e p i n g  and t h e  f i l i n g  o f  r e q u i r e d  r e p o r t s ,  was 

c o m p l e t e l y  unaware t h a t  t h e  books  and r e c o r d s  were b e i n g  

a l t e r e d  and were b e i n g  i m p r o p e r l y  m a i n t a i n e d .  She and 

S t i l w e l l  d i s c u s s e d  t h e  a b s o l u t e  t r a n s f l e r  o f  s e c u r i t i e s  w i t h  

Pra t t -Thomas  i n  t h e  l a t t e r  p a r t  o f  November when t h e  a c c o u n t -  

a n t  e x p r e s s e d  d o u b t s  a s  t o  t h e i r  v a l i d i t y .  T h o r n a l l s  t e s t i m o n y  

t h a t  S t i l w e l l  t o l d  h e r  t h a t  when Schumann- was p r e s e n t  t o  f o l l o w  

h e r  i n s t r u c t i o n s  and t h a t  i n  a b o u t  1 0  o r  20% of  t h e  t i m e  

Schumann, on h e r  own, i s s u e d  i n s t r u c t i o n s  t o  h e r  r e g a r d i n g  

a l t e r a t i o n s  o r  c h a n g e s  t o  be  made i n  r e g i s t r a n t t s  books i s  

u n r e f u t e d  and i s  c r e d i t e d .  Absent  t h e  knowledge,which t h e  

r e c o r d  d e m o n s t r a t e s  s h e  had ,  t h e r e  would have  been no r e a s o n  

f o r  Schumann t o  have c o n f e r r e d  w i t h  t h e  a c c o u n t a n t s  o r  attended 

m e e t i n g s  r e l a t i n g  t o  r e g i s t r a n t ' s  o p e r a t i o n s  i n  s o  f a r  a s  s u c h  

o p e r a t i o n s  were r e f l e c t e d  i n  r e g i s t r a n t ' s  books .  Schumannls  

argument  t h a t  a l t e r a t i o n s  were made o n l y  a t  S t i i k e l l l s  r e q u e s t ,  

which s h e  c o n c e d e s  s h e  t r a n s m i t t e d  t o  T h o r n a 1 , m e r e l y  f o r t i f i e s  

t h e  c o n c l u s i o n  t h a t  s h e  was u n d e r  t h e  c o n t r o l  o f  r e g i s t r a n t  

t h r o u g h  S t i l w e l l ,  i t s  p r e s i d e n t .  It i s  c o n c l u d e d  t h a t  Schumann 

was c o n t r o l l e d  by r e g i s t r a n t ,  t h a t  s h e  pe r fo rmed  t h e  f u n c t i o n s  



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

t h o s e  of a n  o f f i ce r  and, within the  meaning of the  Exchange Act, 

was a n  a s s o c i a t e d  p e r s o n  o f  r e g i s t r a n t .  

On t h e  b a s i s  o f  t h e  f o r e g o i n g  f i n d i n g s  it i s  

conc luded  t h a t  Schumann w i l f u l l y  a i d e d  and  a b e t t e d  v i o l a t i o n s  

o f  S e c t i o n  1 7 ( a )  o f  t h e  S e c u r i t i e s  Act  and S e c t i o n  1 0 ( b )  o f  

t h e  Exchange Act and Rule  l o b - 5  t h e r e u n d e r ,  t h a t  s h e  a i d e d  

and a b e t t e d  r e g i s t r a n t ' s  v i o l a t i o n  of  S e c t i o n  1 7 ( a )  o f  t h e  

Exchange Act and R u l e s  17a-3,  17a-4 and 17a-5  t h e r e u n d e r .  

However, t h e  e v i d e n c e  i s  n o t  c l e a r  and c o n v i n c i n g  t h a t  Schumann 

had o r  e x e r c i s e d  a n y  r e s p o n s i b i l i t y  w i t h  r e s p e c t  t o  SCA'n books  

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

by SCA o f  s p e c i f i e d  p r o v i s i o n s  o f  t h e  A d v i s e r s  Act and R u l e  

t h e r e u n d e r  w i l l  be dismissed. S i m i l a r l y ,  t h e  e v i d e n c e  i s  

n o t  c l e a r  and c o n v i n c i n g  t h a t  Schumann a i d e d  and a b e t t e d  

r e g i s t r a n t ' s  v i o l a t i o n s  o f  S e c t i o n  1 5 ( c )  (3)  o f  t h e  Exchange Act 
.-

and R u l e  1 5 ~ 3 - 1  t h e r e u n d e r  and s u c h  c h & r g e s  a g a i n s t  h e r  w i l l ,  

a l s o  be  d i s m i s s e d .  

V i o l a t  i o n s  by SCA 

SCA, a r e g i s t e r e d  i n v e s t m e n t  a d v i s e r ,  i s  c h a r g e d  w i t h  -

w i l f u l l y  v io la t ing  S e c t i o n  204 o f  t h e  A d v i s e r s  Act and R u l e  

204-2(a )  t h e r e u n d e r  and S e c t i o n  206(1)  and ( 2 )  o f  t h e  s a i d  

A c t ;  w i t h  v i o l a t i n g  and a i d i n g  and a b e t t i n g  v i o l a t i o n s  o f  

t h e  a n t i f r a u d  p r o v i s i o n s  of  t h e  S e c u r i t i e s  A c t s  and w i t h  a i d -  

i n g  r e g i s t r a n t s  v i o l a t i o n s  o f  t h e  r e c o r d  k e e p i n g  r e q u i r e m e n t  s ,  

n e t  c a p i t a l  and r e p o r t i n g  r e q u i r e m e n t s .  I n  i t s  d e f e n s e  SCA 
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urges  it never  became, no r  eve r  f u n c t i o n e d  a s  an i n v e s t -

ment a d v i s e r ,  neve r  had any a s s e t s ,  l i a b i l i t i e s  o r  c a p i t a l  

t o  r e f l e c t  i n  t h e  books, never  gave any o r d e r s  f o r  t h e  

s a l e  o f  Efstathiouls s e c u r i t i e s  o r  caused r e g i s t r a n t  t o  make 

any s t a t emen t  t o  Efstathiou and t h a t  t h e  c h a r t e r  o f  SCA was 

f o r f e i t e d  and it i s  no longe r  i n  e x i s t e n c e .  A l l  of t h e s e  

d e f e n s e s  a r e  r e j e c t e d .  

O f f i c i a l  n o t i c e  i s  t aken  o f  t h e  f a c t  t h a t  on J u l y  7 ,  

1978 t h e  S e c r e t a r y  of  S t a t e  of South C a r o l i n a  f o r f e i t e d  t h e  

c h a r t e r  o f  SCA. Such f o r f e i t u r e  however does  n o t  p reven t  

t h e  Commission from t a k i n g  a c t i o n  a g a i n s t  t h e  c o r p o r a t i o n  f o r  

v i o l a t i o n s  committed du r ing  i t s  e x i s t e n c e  i f  such a c t i o n  i s  

t a k e n  w i t h i n  two y e a r s  a f t e r  f o r f e i t u r e .  S e c t i o n  33-21-220 

o f  t h e  South  C a r o l i n a  Code p r o v i d e s  i n  p e r t i n e n t  p a r t :  

"The d i s s o l u t i o n  o f  a  c o r p o r a t i o n  ... by 
f o r f e i t u r e  of i t s  c h a r t e r  s h a l l  no t  t a k e  
away o r  impai r  any remedy a g a i n s t  such 
c o r p o r a t i o n  .... f o r  any r i g h t  o r  c l a im  
e x i s t i n g  o r  any l i a b i l i t y  i n c u r r e d  p r i o r  
t o  such d i s s o l u t i o n  i f  a c t  i o n  o r  p roceeding '  
t h e r e o n  i s  commenced w i t h i n  two y e a r s  a f t e r  
t h e  d a t e  of d i s s o l u t i o n .  Any such a c t i o n  o r  
p roceeding  by o r  a g a i n s t  such c o r p o r a t i o n  
may b e  p rosecu ted  o r  defended by  t h e  corpo- 
r a t i o n  i n  i t s  c o r p o r a t e  name". 

These p roceed ings  were i n s t i t u t e d  p r i o r  t o  t h e  f o r f e i t u r e  

o f  SCA1s c h a r t e r .  Moreover SCA i s  s t i l l  r e g i s t e r e d  a s  an 

inves tment  a d v i s e r .  SCA a r g u e s  t h a t  t h e  s e c t  i o n  a p p l i e s  ' .  

o n l y  t o  ' lclaims" o r  ' ' l i a b i l i t i e s "  i n c u r r e d  p r i o r  t o  d i s s o l u t i o n  

and t h e  te rms  used i n  t h e  Code " import  monies o r  p r o p e r t i e s  



owed t o  t h e  p e r s o n  b r i n g i n g  t h e  a c t i o n " .  The argument l a c k s  

s u b s t a n c e .  It  i s  e v i d e n t  t h a t  t h e  p u r p o s e  o f  t h e  s t a t u t e  i s  

t o  p e r m i t  any  t y p e  of  a c t i o n  o r  p r o c e e d i n g  a g a i n s t  d i s s o l v e d  

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

d u r i n g  i t s  e x i s t e n c e  b e  i t  c i v i l ,  c r i m i n a l  o r  r e m e d i a l .  T h i s  

i s  made c l e a r  by t h e  l a s t  s e n t e n c e  i n  t h e  above q u o t e d  s e c t i o n  

which p e r m i t s  any " a c t i o n  o r  p r o c e e d i n g "  t o  be " p r o s e c u t e d "  

a g a i n s t  t h e  c o r p o r a t i o n  i n  i t s  c o r p o r a t e  name f o r  any  t y p e  o f  

l i a b i l i t y  i n c u r r e d .  The c o r p o r a t i o n  h a s  a d u t y  t o  comply w i t h  

a l l  S t a t e  o r  F e d e r a l  Laws and by i t s  f a i l u r e  t o  do s o  i t  i n -

c u r r e d  t h e  t y p e  of l i a b i l i t y  which t h e  Code e n v i s a g e d .  

SCA1s argument t h a t  i t  n e v e r  a c t e d  as a n  i n v e s t m e n t  a d v i s e r  

i s  n o t  s u p p o r t e d  by t h e  r e c o r d  and i s  r e j e c t e d .  S e c t i o n  206(1)  

and ( 2 )  o f  t h e  A d v i s e r  Act, i n  e ssence ,  p r o s c r i b e s  f r a u d u l e n t  

c o n d u c t  w i t h  r e s p e c t  t o  "any c l i e n t  o r  p r o s p e c t i v e  c l i e n t " .  

E f s t a t h i o u ,  who w a s  a c l i e n t  o f  r e g i s t r a n t ,  t e s t i f i e d  he f r e -  

q u e n t l y  spoke  w i t h  Coker c o n c e r n i n g  h i s  i n v e s t m e n t s  and t h a t  

Coker u n d e r t o o k  t o  g i v e  him a d v i c e  c o n c e r n i n g  h i s  p o r t f o l i o .  

Efstathiou. f u r t h e r  t e s t i f i e d  t h a t  h i s  a c c o u n t  a t  r e g i s t r a n t  w a s  

b e i n g  h a n d l e d  by S i l c o x ,  one  o f  r e g i s t r a n t ' s  r e p r e s e q t a t i v e s ,  

t h a t  i n  J u l y  1976  he d e t e r m i n e d  he needed  professional manage-

- ment o f  h i s  p o r t f o l i o  and t h a t  Coker o f f e r e d  him " i n v e s t m e n t  

a d v i s o r y  management s e r v i c e s " .  E f s t a t h i o u ,  by l e t t e r  d a t e d  

J u l y  3 0 ,  1976  a d d r e s s e d  t o  Coker ,  s t a t e d  among o t h e r  t h i n g s :  



"Accord ing ly ,  I would l i k e  your  
management company t o  t a k e  o v e r  
my a c c o u n t ,  w i t h  t h e  u n d e r s t  a n d i n g  
t h a t  f i n a l  d e c i s i o n  on i nves tmen t  
changes  r e s t s  w i t h  me. A l so ,  even? 
though  my account  w i l l  be s u p e r v i s e d b y  
the management concern ,  I want a l l  t h e  
commissions g e n e r a t e d  w i t h i n  my accoun t  
t o  be  c r e d i t e d  t o  Heyward". 

There  i s  no doubt  t h a t  ref'erences t o  t h e  management company and concern 

r e f e r  t o  SCA. Following the  f o r e g o i n g  a r rangement  Ef s t a t h i o u  

r e c e i v e d  s t a t e m e n t s ,  one o f  which t h e  r e c o r d  d i s c l o s e s ,  was 

abou t  November 16 ,  1976 e v a l u a t i n g  h i s  p o r t f o l i o  a t  o v e r  

$53,000.  I n c l u d e d  t h e r e i n  were 1200 s h a r e s  o f  Y l a k f o n t e i n  

Gold Mining A D R 1 s  which had been s o l d  on October  1 2 ,  1976.  

The s t a t e m e n t  e v a l u a t i n g  t h e  1200 s h a r e s  as  a t  November 1 6 ,  

1976 was p l a i n l y  a n  a t t e m p t  t o  c o v e r  up t h e  s a l e  a  month e a r l i e r .  

Ef s t a t h i o u  t e s t  i f i e d  he neve r  a u t h o r i z e d  Coker t o  d i s p o s e  

o f  t h e  s a i d  s t o c k  and neve r  r e c e i v e d  any c o n f i r m a t i o n  o f  s a l e .  

SCA a p p a r e n t l y  seem t o  a g r e e  t h a t  t h e  s t a t e m e n t  was s e n t  by 
-. 

r e g i s t r a n t  but  n o t  SCA and hence SCA b e a r s  no r e s p o n s i b i l i t y  

t h e r e f o r .  The r e c o r d  d e m o n s t r a t e s  t h a t  r e g i s t r a n t ,  F i r s t  S . C  . 
and SCA were a l l  u sed  i n t e r c h a n g e a b l y  t o  s u i t  S t  i l w e l l ,  Coker 

and K a n e f s  pu rposes .  However, a n  a n a l y s i s  o f  t h e  documentary -
ev idence  r e v e a l s  t h a t  t h o s e  which r e f l e c t ,  o r  r e l a t e d  to ,  t r a n s -  

a c t i o n s  of r e g i s t r a n t  were on s t a t i o n a r y  o r  fo rms  o f  r e g i s t r a n t  

and t h o s e  o f  F i r s t  S.C. on t h e  l a t t e r ' s  s t a t i o n a r y  o r  fo rms  o r ,  

a t  t h e  v e r y  l e a s t ,  t h e  documents s p e c i f i c a l l y  i n d i c a t e d  it was 

on b e h a l f  o f  one o r  t h e  o t h e r  company. The l i s t  o f  E f s t a t h i o u l s  

s e c u r i t i e s  bo re  no mark ings  on i t s  f a c e  as  t o  i t s  s o u r c e .  A 



r e a s o n a b l e  i n f e r e n c e  under  t h e  c i r c u m s t a n c e s  i s  t h a t  s i n c e  

E f s t a t h i o u  r e t a i n e d  SCA as h i s  a d v i s e r  t h e  l i s t  was p r epa red  

on b e h a l f  o f  SCA,which was t h e n  a c t i n g  t h r o u g h  Coker, a s  t h e  
-

i nve s tmen t  a d v i s e r  t o  ' E f s t a t h i o u .  

The e v i d e n c e  i s  c l e a r  and convTncing t h a t  SCA was t h e  

e n t i t y  which a c t e d  a s  i nves tmen t  a d v i s e r  t o  a t  l e a s t  E f s t a t h i o u ,  

t h a t  Coker was p r e s i d e n t  o f  t h a t  e n t i t y  and t h a t  Coker f u r n i s h e d  

i nves tmen t  a d v i c e  on b e h a l f  o f  t h a t  e n t i t y  which was engaged 

by E f s t a t h i o u  t o  s u p e r v i s e  h i s  a c c o u n t .  Though t h e  r e c o r d  d o e s  

no t  r e f l e c t  any arrangement  t o  pay t h e  f e e  of  $500 which SCA 

s t a t e d  i n  i t s  r e g i s t r a t i o n  s t a t e m e n t  it i n t e n d e d  t o  c h a r g e ,  it  

i s  e v i d e n t  t h a t  SCA n e v e r t h e l e s s  a c t e d  a s  inves tment  a d v i s e r  and 

t h a t  cammissions g e n e r a t e d ,  which may a l s o  be  c o n s i d e r e d  a form 

of compensa t ion ,  would be  p a i d  t o  S i l c o x .  The c o l l a p s e  o f  t h e  

complex of companies made f u r t h e r  f e e  payments moot.  

It i s  conc luded  t h a t  t h e  manner i n-which SCA a c t e d  as i n -

ves tment  a d v i s e r  t o  E f s t a t h i o u  and u n l a w f u l l y  s o l d  p a r t  o f  h i s  

p o r t f o l i o  c o n s t i t u t e s  a w i l f u l 1  v i o l a t i o n  of the  a n t i m u d  pro- 

v i s i o n s  o f  t h e  Adv i se r s  Act t o  w i t ,  S e c t i o n  206 (1 )  and ( 2 )  o f  

such  Act and t h a t  Coker a i d e d  and a b e t t e d  such  v i o l a t i o n s .  I n  

i t s  b r i e f  SCA a d m i t s  i t  m a i n t a i n e d  no books o r  r e c o r d s .  Having 

found  t h a t  i t  a c t e d  a s  a n  i nves tmen t  a d v i s e r  it i s  a c c o r d i n g l y  

conc luded  t h a t  SCA w i l f u l l y  v i o l a t e d  S e c t i o n  204 o f  t h e  A d v i s e r s  

Act and R u l e  204-2(a )  t h e r e u n d e r  i n  T a i l i n g  t o  m a i n t a i n  any 

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

t h a t  m a t t e r  any r e c o r d s  o f  i t s  o p e r a t i o n s ,  l i m i t e d  a s  t h e y  may 



have been ,and  t h a t  Coker a i d e d  and  a b e t t e d  such  v i o l a t i o n s .  

Conc lu s ion  P u r s u a n t  t o  S e c t i o n  1 5 ( b ) ( 4 ) ( C )  o f  t h e  
Exchange Act and  S e c t i o n  10b o f  SIPA 

On December 1 7 ,  1976 t h e  Un i t ed  S t a t e s  D i s t r i c t  Cour t ,  

D i s t r i c t  o f  S o u t h  C a r o l i n a ,  e n t e r e d  permanent i n j u n c t i o n s  
. . 

a g a i n s t  r e g i s t r a n t ,  S t i l w e l l ,  Coker and Kane e n j o i n i n g  them 

from f u r t h e r  v i o l a t i o n s  o f  S e c t i o n  1 7 ( a )  o f  t h e  S e c u r i t i e s  

Act and S e c t i o n  1 0 ( b )  o f  t h e  Exchange Act and Rule  lob-5  

t h e r e u n d e r .  R e g i s t r a n t  and t h e  above named r e s p o n d e n t s  con-

s e n t e d  t o  t h e  i n j u n c t i o n s .  (=v S t i l w e l l ,  Coker & Co. 

I n c . ,  e t  a l . ,  C i v i l  Ac t i on  No. 76-2405) 

I n  t h a t  same a c t i o n  t h e  S e c u r i t i e s  I n v e s t o r  P r o t e c t i o n  

C o r p o r a t i o n  (SIPC) f i l e d  a p e t i t i o n  r e q u e s t i n g  t h e  Court  t o  

d e t e r m i n e  t h a t  r e g i s t r a n t ' s  cu s tomer s  were i n  need o f  t h e  

p r o t e c t i o n  p r o v i d e d  by SIPA and sought  t h e  appoin tment  o f  a 

t r u s t e e  f o r  r e g i s t r a n t  p u r s u a n t  t o  t h e  p r o v i s i o n s  o f  SIPA. 

R e g i s t r a n t  and t h e  above named responden t ' s  consen t ed  t o  t h e  

a d j u d i c a t i o n  and t h e  appoin tment  o f  a t r u s t e e .  Norman S t evenson  

o f  C h a r l e s t o n ,  S o u t h  C a r o l i n a ,  was a p p o i n t e d  t r u s t e e  f o r  

r e g i s t r a n t  a n d , a s  n o t e d  e a ~ l i e r ,  p a i d  o u t  t o  cu s tomer s  i n  e x c e s s  

. 	 o f  $325,000 i n  c a s h ,  which h a s  been  advanced f o r  t h e  m 6 s t  p a r t  

by SIPA. 

Under S e c t i o n  1 5 ( b ) ( 4 ) ( C )  o f  t h e  Exchange Act t h e  e n t r y  

o f  a permanent  i n j u n c t i o n  c o n s t i t u t e s  a b a s i s  f o r  i m p o s i t i o n  

o f  s a n c t i o n s  i n  a n  a d m i n i s t r a t i v e  p r o c e e d i n g .  Under Section 10(b) 



of  SIPA 21 -/ t h e  appoin tment  o f  a t r u s t e e  c o n s t i t u t e s  a b a s i s  

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

Coker and Kane who, the  r e c o r d  shows were o f f i c e r s ,  d i r e c t o r s  

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

was a p p o i n t e d .  

P u b l i c  I n t e r e s t  

The r ema in ing  q u e s t i o n  i s  whe ther  it i s  i n  t h e  p u b l i c i n t e r e s t  

t o  impose a  s a n c t i o n  on  each  o f  t h e  r ema in ing  r e s p o n d e n t s .  

The r e c o r d  i s  overwhelming t h a t  r e g i s t r a n t ' s  o p e r a t i o n s  were  

f r a u d u l e n t  and t h a t  such  o p e r a t  i o n s  c o n s t i t u t e d  a scheme and 

c o u r s e  of  b u s i n e s s  which o p e r a t e d  a s  a  f r a u d  and d e c e i t  upon 

customers and shareholders a l ike .  The defkauded customers and shareholders 

placed f a i t h  and t r u s t  in St i lwel l ,  Coker a d  Kane whose duplicitous conduct 

not only rmi f e s t ed  a  lack of candor in t h e i r  dealings with such persons 

but a  gr-ievous breach of the o b l i g a t i o n  and d u t y  t o  d e a l  f a i r l y  and 

h o n e s t l y  w i t h  such  p e r s o n s .  The i r o n y  of  t h e  f a i t h l e s s  conduct  

was t h a t  when S t i l w e l l ,  Coker and Kane de t e rmined  i n  t h e  l a t t e r  

-2L/ S e c t i o n  1 0 ( b )  o f  SIPA p r o v i d e s ,  i n  p e r t i n e n t  p a r t :  

"The Commission may 	 by Order  b a r  o r  suspend 
f o r  a p e r i o d ,  any  o f f i c e r ,  d i r e c t o r ,  g e n e r a l  
p a r t n e r ,  owner o f  1 0  p e r  centum o r  more of 
t h e  v o t i n g  s e c u r i t i e s ,  o r  c o n t r o l l i n g  pe r son  
o f  any b r o k e r  o r  d e a l e r  f o r  whom a  t r u s t e e  
h a s  been a p p o i n t e d  p u r s u a n t  t o  t h i s  Act from 
b e i n g  o r  becoming a s s o c i a t e d  w i t h  a  b r o k e r  o r  
d e a l e r  if a f t e r  a p p r o p r i a t e  n o t i c e  and oppor-  
t u n i t y  f o r  h e a r i n g ,  t h e  Commission s h a l l  d e t e r -  
mine such  b a r  o r  s u s p e n s i o n  t o  be i n  t h e  p u b l i c  
i n t e r e s t " .  



p a r t  o f  September t h a t ,  i n  l i g h t  of  r e g i s t r a n t ' s  d i r e  

f i n a n c i a l  s i t u a t i o n ,  customers  s e c u r i t i e s  would be s o l d  

and t h e  proceeds  used f o r  r e g i s t r a n t ,  t h e  s e l e c t i o n  of t h e  

customers  was determined upon t h e  b a s i s  o f  c u s t o m e r l s  who 

had i n  t h e  p a s t  r e l i e d  upon t h e  a d v i c e  of  t h e s e  t h r e e  p e r s o n s  

and who t h e y  b e l i e v e d  would, i n  t h e  f u t u r e ,  r e l y  upon and be 

gu ided  by t h e i r  a d v i c e .  

A l l  of t h e  v i o l a t i o n s  of t h e  S e c u r i t i e s  Act ,  t h e  Exchange 

Act and t h e  Adv i se r s  Act which S t i l w e l l ,  Coker and Kane were 

found t o  have committed and t h o s e  which Schumann were found t o  

have a i d e d  and a b e t t e d  were determined t o  be w i l l f u l l .  The 

Commission and t h e  Cour t s  have cons t rued  w i l l f u l l  as t h e  

i n t e n t i o n a l  commission of  t h e  a c t  which c o n s t i t u t e s  t h e  v i o -  

l a t i o n  and it i s  no t  neces sa ry  t h a t  a pe r son  so  charged be 

aware he i s  v i o l a t i n g  t h e  law.  I n  Douglass  Co., I n c .  1 4  SEC 

Docket 523, 535 (1978) t h e  Conmission s u c c i n t l y  s t a t e d :  
-

l l .  . . . it i s  no t  n e c e s s a r y  t h a t  a respondent .  
b e  aware he i s  v i o l a t i n g  t h e  law i n  o r d e r  
t o  f i n d  h i s  a c t i o n s  l w i l l f u l l l " .  It i s  
s u f f i c i e n t  i f  he h a s  i n t e n t  i o n a l l y  committed 
t h e  a c t  which c o n s t i t u t e s  t h e  v i o l a t i o n  o r ,  if 
charged wi th  a d u t y  t o  a c t ,  has  f a i l e d  t o  meet 
h i s  r e s p o n s i b i l i t i e s .  See Ar thu r  L ippe r  COP . 
v S.E.C. 547 F 2d 171,  180-181 (C . A .  2 ,  197%). 
c e r t  den ied  98 S . C t .  719 (1978) ;  Hanl -+v S.E.C. 
415 F 2d 589, 595-596 ( C .  A. 2, 1 9  9 )  

I n  t h e  i n s t a n t  c a s e  t h e  a c t s  o f  S t i l w e l l ,  Coker and Kane were 

d e l i b e r a t e ,  knowing and i n t e n t i o n a l .  S i m i l a r l y  t h e  f i n d i n g s  

t h a t  Schumann a i d e d  and a b e t t e d  v i o l a t i o n s  ~f s p e c i f i e d  pro-  

v i s i o n s  a r e  premised upon a c t s  done knowingly, d e l i b e r a t e l y  and 

i n t e n t i o n a l l y .  



- 6 1  -

The e v i d e n c e  of  t h e  involvement  o f  S t  i l w e l l ,  Coker and 

Kane i n  t h e  f r a u d e n t  conduct  ha s  been d e t a i l e d  e a r l i e r  and 

need n o t  be r e p e a t e d .  I n  de t e rmin ing  t h e  n a t u r e  o f  t h e  

s a n c t i o n  t o  be imposed emphasis  i s  p l a c e  h e r e  on t h e  s a l i i en t  

a c t s  which c l e a r l y  and c o n v i n c i n g l y  d e m o n s t r a t e  t h e  d e l i b e r a t e  

and i n t e n t i o n a l  manner i n  which t h e  t h r e e  men o p e r a t e d .  I n  

September 1976 r e g i s t r a n t  ' s  f i n a n c i a l  s i t u a t i o n  was d e s p e r a t e .  

S t i l w e l l  met w i t h  Coker and Kane, informed them of  t h e  immediate 

need t o  r a i s e  c a s h  s t a t i n g  t h a t  t h e  o n l y  means a v a i l a b l e  w a s  

t o  s e l l  cu s tomer s  s e c u r i t i e s  and s eek  t o  r e p l a c e  them a t  a 

l a t e r  d a t e .  A l l  t h r e e  concu r r ed  i n  such p l a n s .  When r e g i s t r a n t  

r e c e i v e d  cus tomer s  s e c u r i t i e s  from E l k i n s  no e n t r i e s  were made 

i n  t h e  p o s i t i o n  r e c o r d  t o  r e f l e c t  t h e  t r u e  owners o f  t h e  p a r t i -  

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

t h e  cus tomer s  and t h e  s e c u r i t i e s  t o  be s o l d  were l e f t  t o  Coker 

and Kane who kep t  S t i l w e l l  c o n t i n u a l l y  a d v i s e d  a s  t o  t h e i r  
-

p r o g r e s s .  No ment ion w a s  made conce rn ing  n o t i c e  t o  t h e  cus -

tomer s  o f  t h e  p l a n  and o b v i o u s l y  no c o n f i r m a t i o n s  o f  s a l e s  

were s e n t  t o  them. Coker,  i n  f a c t ,  was t h e  pe r son  who execu t ed  

most o f  such  s a l e s .  A t  o t h e r  t i m e s  when t h e  need t o  r a i s e  -
c a p i t a l  was n e c e s s a r y ,  t h e  c o l l a t e r a l  f u r n i s h e d  by p r e f e r r e d  

s t o c k h o l d e r s  i n  connec t i on  w i t h  t h e i r  p u r c h a s e s  o f  r e g i s t r a n t ' s  

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

t o l d  t h a t  such  c o l l a t e r a l  would no t  be s o l d  wi thout  t h e i r  



1 

knowledge and c o n s e n t .  A s  a p a r t  o f  t h i s  scheme some o f  

t h e s e  i n v e s t o r s  were p a i d  d i v i d e n d s  a f t e r  c u s t o m e r s  s e c u r i t i e s  

had been  m i s a p p r o p r i a t e d .  I n  o t h e r  i n s t a n c e s  d i v i d e n d  

c h e c k s  o f  F i r s t  S.C. were i s s u e d  t o  p r e f e r r e d  s t o c k h o l d e r s  

on c o l l a t e r a l  g i v e n  r e g i s t r a n t  on t h e  p u r c h a s e  o f  t h e  s t o c k  

which c o l l a t e r a l  had a l r e a d y  been s o l d ,  w i t h  t h e  o b v i o u s  

i n t e n t  o f  c o v e r i n g  up t h e  c o n v e r s i o n s .  

To a v o i d  d e t e c t i o n  o f  t h e  f r a u d u l e n t  scheme some o f  t h e  

s o - c a l l e d  a b s o l u t e  t r a n s f e r s  o f  s e c u r i t i e s  were f a b r i c a t e d ,  a 

u t t e r l y  f a l s e  l e t t e r  was a l s o  f a b r i c a t e d  p u r p o r t i n g  t o  t r a n s f e r  

s e c u r i t i e s  f rom H a r t  t o  S t i l w e l l  s o  t h a t  r e g i s t r a n t  c o u l d  show 

r e c e i p t s  o f  some o f  t h e  s e c u r i t i e s  c a r r i e d  as c a p i t a l  by i t .  

When t h i s  s o - c a l l e d  l e t t e r  from H a r t  was manufac tu red  S t i - l w e l l  

and Coker were p r e s e n t .  Coker t e s t i f i e d  S t i l w e l l  d i d  t h e  j o b  

w h i l e  he s t o o d  by s i l e n t l y  w a t c h i n g  and knowing what was b e i n g  

a c c o m p l i s h e d .  Though H a r t  t e s t i f i e d  t h a t  many o f  h i s  s i g -  

n a t u r e s  on s t o c k  were  f o r g e r i e s  t h e  r e c o r d  h e r e i n  

d o e s  n o t  r e f l e c t  t h e  p e r s o n  commi t t ing  s u c h  a c t s .  However, 

o t h e r  t h a n  S t i l w e l l ,  Coker, o r  p o s s i b l y  Kane, t h e r e  i s  no e v i d e n c e  

t h a t  p e r s o n s  o t h e r  t h a n  t h e s e  t h r e e  had a u t h o r i t y  t o  o r ,  in fact ,  
* 

e v e r  h a n d l e d  such  s e c u r i t i e s  o r  s t o c k  powers  e x c e p t  t o  do 

what e v e r  m i n i s t e r i a l  work was n e c e s s a r y  i n  c o n n e c t i o n  t h e r e w i t h .  

The f r a u d u l e n t  scheme was n o t  c o n f i n e d  s o l e l y  t o  t h e  f o r e -  

g o i n g  a c t s .  The r e c o r d  shows t h a t  Kane had t u r n e d  o v e r  some 

s e c u r i t i e s  t o  r e g i s t r a n t  t o  be u s e d  a s  c a p i t a l .  

The s e c u r i t i e s  were p l e d g e d  a t  a bank f o r  a l o a n  by r e g i s t r a n t .  
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S t i l w e l l  and Kane h a n d l e d  t h i s  t r a n s a c t i o n  a t  t h e  bank.  

Kane made a p e r s o n a l  l o a n  a t  t h e  same bank and u s e d  t h e  same 

s e c u r i t i e s  p r e v i o u s l y  p l e d g e d  by r e g i s t r a n t  as c o l l a t e r a l  

f o r  h i s  p e r s o n a l  l o a n .  I n  O c t o b e r  r e g i s t r a n t  p a i d  o f f  i t s  

l o a n  and t h e  s e c u r i t i e s  p l e d g e d  were r e l e a s e d  t o  Thornal . .  

I n  November 1976 Kane made a n o t h e r  l o a n  f rom t h e  bank t o  

buy a s a i l b o a t  and g a v e  a s  c o l l a t e r a l  o n e  o f  t h e  s e c u r i t i e s  

which had j u s t  been r e l e a s e d  t o  r e g i s t r a n t .  On December 1, 

1976 Kane made an  a d d i t i o n a l  l o a n  and g a v e  s e c u r i t i e s  i n  h i s  

w i f e ' s  name a s  c o l l a t e r a l .  T h i s  c o l l a t e r a l  had been g i v e n  

p r e v i o u s l y  by Kane t o  r e g i s t r a n t  t o  be  used  a s  c a p i t a l .  On 

December 8 ,  1976 Kane and Coker went t o  t h e  b a n k ' s  o f f i c e r  and 

r e q u e s t e d  him t o  r e l e a s e  t h e  c e r t i f i c a t e s  s o  t h e y  c o u l d  be  

shown t o  t h e  a c c o u n t a n t s ,  who were a u d i t i n g  r e g i s t r a n t s  books  

and a t t e m p t i n g  t o  l o c a t e  r e g i s t r a n t ' s  s e c u r i t i e s  s o  t h e y  c o u l d  

i s s u e  t h e  Sep tember  30 ,  1976 f i n a n c i a l  s t a t e m e n t .  The bank 
-

o f f i c e r  r e f u s e d  t o  comply w i t h  t h e  Coker and Kane r e q u e s t .  

T h i s  i n c i d e n t  t r i g g e r e d  t h e  u l t i m a t e  c o l l a p s e  o f  r e g i s t r a n t .  

Coker i n  h i s  d e f e n s e  u r g e s  i n  s u b s t a n c e  t h e  f o l l o w i n g :  

t h a t  S t i l w e l l  was r e s p o n s i b l e  f o r  t h e  f i n a n c i a l  end o f  r e g i s -  
* 

* 
t r a n t ' s  o p e r a t i o n s  and h i s  r o l e  i n  t h e  f i i r m  was t h a t  o f  a 

-	 s a l e s m a n  and a s  a n  a c c o u n t  e x e c u t i v e ,  cus tomer  r e p r e s e n t a t i v e  

and i n v e s t m e n t  a d v i s o r ;  t h a t  he pe r fo rmed  h i s  f u n c t i o n s  " i n  a n  

exempla ry  f a s h i o n t ' ;  t h a t  t h o u g h  he  s o l d  r e g i s t r a n t  's  p r e f e r r e d  

s t o c k h o l d e r s ' c o l l a t e r a l  w i t h o u t  t h e i r  a u t h o r i z a t i o n  he "was 
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neve r  c o n s u l t e d  about  and neve r  p a r t i c i p a t e d  i n  t h e  d e c i s i o n  

t o  s e l l " ,  on ly  d o i n g  so  because  S t i l w e l l  r e q u e s t e d  him; t h a t  

w i t h  r e s p e c t  t o  t h e  conve r s ion  of cus tomers  ' s e c u r i t i e s ,  

a l l  he d i d  was "acquiesce1 '  i n  S t i l w e l l ' s  d e t e r m i n a t i o n  t o  

s e l l ;  t h a t  t h e  on ly  r o l e  he p layed  w i t h  r e s p e c t  t o  documentat ion 

i n  connec t ion  w i t h  t r a n s f e r s  of  s e c u r i t i e s  was t o  execu te  

documents a t  S t i l w e l l '  s d i r e c t i o n  sometimes, w i thou t  f u l l y  

r e a d i n g  o r  unde r s t and ing  such  documents;  t h a t  th roughout  

t h e  s p r i n g  and summer o f  1976 he b e l i e v e d  t h a t  a Rober t  

Blake would i n v e s t  abou t  $250 ,000  i n  r e g i s t r a n t  and have 

SCA manage a p o r t f o l i o  of f i v e  t o  s i x  m i l l i o n  d o l l a r s  and 

t h a t  even i n  September,  d e s p i t e  n o t h i n g  happening,  he st ill 

be1  i eved  i n  t h e  Blake "angel" appearing t o  solve registrant  's 

f i n a n c i a l  d i f f i c u l t i e s .  Coker i n t i m a t e s  he went a l o n g  w i t h  

t h e  e n t i r e  scheme i n  t h e  hope t h a t  once he ,  S t i l w e l 1 , a n d  Kane 

o b t a i n e d  t h e  s i x  m i l l i o n  d o l l a r  p o r t f o l i o  a l l  t h e  cus tomers  
-

and s h a r e h o l d e r s  would somehow be made whole.  Presumably 

Coker b e l i e v e d  t h a t  he would s e l l  B l a k e ' s  s e c u r i t i e s  and pay 

back t h o s e  'whom he had a l r e a d y  f l e e c e d .  A l l  of  Coker s a r -

guments a r e  c o n t r a r y  t o  t h e  ev idence  and a r e  r e j e c t e d .  More--
ove r ,  none o f  such  s rguments  a r e  s u f f i c i e n t  t o  e x c u l p a t e  him 

from h i s  p a r t i c i p a t i o n  i n  r e g i s t r a n t  ' s f r a u d u l e n t  o p e r a t i o n s .  

Nor i s  Coker excu lpa t ed  from a i d i n g  and a b e t t i n g  r e g i s t r a n t  ' s  

bookkeeping v i o l a t i o n ,  as no t ed  above,  mere ly  because  he p e r -  

s o n a l l y  made no e n t r i e s  i n  t h e  r e c o r d s .  He must have known 

when he s o l d  cus tomers  and s t o c k h o l d e r s  s e c u r i t i e s  wi thout  



a u t h o r i z a t i o n  t h a t  improper  e n t r i e s  would be  made i n  t h e  

r e c o r d s  t o  a v o i d  d e t e c t i o n .  The o r d e r  t i c k e t s  r e f l e c t i n g  s a l e s  

by F i r s t  S.C. o f  s e c u r i t i e s  he knew be longed  t o  cus tomers  were 

f a l s e  and he must have known, and i s  c h a r g e a b l e  w i t h  knowledge, 

t h a t  e n t r i e s  i n  t h e  p u r c h a s e  and s a l e s  b l o t t e r s ,  r e c e i p t  and 

d e l i v e r y  b l o t t e r s ,  p o s i t i o n  r e c o r d s ,  i n v e n t o r y  r e c o r d s ,  con-

f i rma 'c ions  and e n t r i e s  i n  t h e  g e n e r a l  l e d g e r s  and f i n a n c i a l  

s t a t e m e n t s  would a l l  be fal.se and m i s l e a d i n g .  

C o k e r ' s  a t t e m p t e d  p o r t r a y a l  o f  h imse l f  a s  a n  i nnocen t  

dupe i n  S t i l w e l l ' s  m a c h i n a t i o n s  i s  c o n t r a r y  t o  t h e  e v i d e n c e  

and d e f i e s  c r e d i b i l i t y .  E v e r y t h i n g  Coker d i d  was done know- 

i n g l y  and i n t e n t i o n a l l y .  If h i s  argument  i s  t h a t  he n e v e r  

r e a l l y  u n d e r s t o o d  what was happen ing  and t h a t  he sa t  i n  h i s  

o f f i c e  buy ing  and s e l l i n g  s e c u r i t i e s ,  it d e m o n s t r a t e s  he h a s  

n e i t h e r  t h e  c a p a c i t y  n o r  t h e  a b i l i t y  t o  be p e r m i t t e d  t o  d e a l  

w i t h  cus tomer s .  He b e a r s  e q u a l  r e spons ib - iP i t y  w i t h  S t  i l w e l l  

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

C o n s i d e r a t i o n  was g i v e n  t o  t h e  e i g h t  l e t t e r s  f u r n i s h e d  

by Coker f rom p e r s o n s  who b e l i e v e  he shou ld  be p e r m i t t e d  t o  

-	 c o n t i n u e  i n  t h e  b roke rage  b u s i n e s s .  These l e t t e r s ,  when 

weighed a l o n g s i d e  C 6 k e r 1 s  conduc t  a r e  h a r d l y  s u f f i c i e n t  t o  

* 	 a l l o w  Coker t o  remain  i n  t h e  b roke rage  b u s i n e s s .  The p u b l i c  

r e q u i r e s  g r e a t e r  p r o t e c t i o n .  

While a l l  ' o f  t h e  above  n o t e d  a c t i t i v i e s  were t a k i n g  

p l a c e ,  r e g i s t r a n t ' s  books and r e c o r d s  were Being imprope r ly  

m a i n t a i n e d .  T h i s  was p a r t  o f  t h e  f r a u d  and a cove r  up o f  t h e  



- 66 -
d e c e i t f u l  a c t s .  It i s  i n  t h i s  c o n n e c t i o n  t h a t  Schumann 

p l ayed  a v i t a l  r o l e .  The manner i n  which she a i d e d  and a b e t t e d  

v i o l a t i o n s  by r e g i s t r a n t  and o t h e r s  h a s  been  d e t a i l e d  

e a r l i e r  h e r e i n .  I n  a s s e s s i n g  a n  a p p r o p r i a t e  s a n c t i o n  

c o n s i d e r a t  i o n  i s  g i v e n  t o  Schumann ' s background s i n c e  i t  

i s  i n d i c a t i v e  of h e r  a b i l i t y  t o  comprehend r e g i s t r a n t ' s  

a c t i v i t e s .  S u f f i c e  it t o  s ay  i n  t h i s  r e g a r d  t h a t  h e r  employ- 

ment by t h e  NASD as a n  examiner  and s u p e r v i s o r  f o r  t h r e e  

y e a r s  c e r t a i n l y  made h e r  knowledgeable o f  t h e  p rope r  manner 

of m a i n t a i n i n g  books and r e c o r d s  of a b r o k e r  and d e a l e r .  

I n  h e r  b r i e f  Schumann d e n i e s  she  had r e s p o n s i b i l i t y  f o r  t h e  

main tenance  o f  r e g i s t r a n t ' s  r e c o r d s ,  d e n i e s  g i v i n g  i n s t r u c t i o n s  

t o  T h o r n a l  about  e n t r i e s  t o  be made i n  r e g i s t r a n t ' s  books 

and i n  g e n e r a l  mimtains she  d i d  n o t h i n g  more t h a n  a d v i s e  employees 

of r e g i s t r a n t  " a s  t o  s e t t i n g  up  t h e  books and r e c o r d s  f o r  

s e c u r i t y  r e g u l a t i o n  pu rposes  and t o  a d v i s e  on p r o c e d u r a l  -

and r e g u l a t o r y  m a t t e r s " .  The d e n i a l s  and h e r  s t a t e m e n t  as t o  

what she  d i d  a r e  c o n t r a r y  t o  t h e  ev idence  and a r e  rejected. She 

was e a r l y  on c l o t h e d  w i t h  a u t h o r i t y  t o  r e p r e s e n t  r e g i s t r a n t  

a t  t h e  SEC and t h e  NASD and t h e  ev idence  d i s c l o s e s  she  ex-

e r c i s e d  t h a t  a u t h o r i t y  and c o n f e r r e d  f r e q u e n t l y  w i t h  r e p r e -  

s e n t a t i v e s  o f  t h e  NASD, and on a number o f  o c c a s i o n s  t h e  SEC, 

w i t h  r e s p e c t  t o  s u b s t a n t i v e  m a t t e r s ,  n o t  mere ly  g i v i n g  a d v i c e  

t o  employees on p r o c e d u r a l  and r e g u l a t o r y  m a t t e r s .  She a t t e n d e d  

mee t ings  w i t h  S t i l w e l l  and t h e  a c c o u n t a n t s  and a t t o r n e y s  on 

such  s u b s t a n t i v e  m a t t e r s  a s  t h e  a b s o l u t e  t r a n s f e r s ,  t h e  l o -  

, 



I 

c a t i o n s  o f  s e c u r i t i e s  s u p p o s e d l y  i n  t r a n s i t  and u rged  t h e  

p o s i t i o n  t h a t  s u c h  s e c u r i t i e s  were good f o r  c a p i t a l  p u r p o s e s .  

She f u r n i s h e d  a li.st o f  r e g i s t r a n t ' s  s e c u r i t i e s  t o  t h e  a c c o u n t -  

. a n t s .  Schumann g a v e  Thorrial  i n s t r u c t i o n s  c o n c e r n i n g  f a l s e  e n t r i e s  

t o  be made i n  r e g i s t r a n t '  s books .  The c l a i m  t h a t  s h e  d i d  n o t h i n g  

more t h a n  t r a n s m i t  messages  t o  T h o r n a l  f rom S t i l w e l l  must be  r e -

j e c t e d  i n  l i g h t  o f  h e r  e x p e r i e n c e .  She o b v i o u s l y  a p p r e c i a t e d  t h e  

n a t u r e  o f  t h e  c h a n g e s  and a l t e r a t i o n s  s h e  was i n f o r m i n g  T h o r n a l  

t o  make. I n  f a c t  s h e  gave T h o r n a l  t h e  a p p r o p r i a t e  books and r e -

c o r d s  i n  which t h e s e  a l t e r a t i o n s  were t o  be  made. I f ,  a s  Schumann 

c o n t e n d s ,  s h e  had no d u t y  t o  m a i n t a i n  t h e  books s h e  a l s o  had no 

d u t y  t o  h e l p  f a l s i f y  t h e  books and r e c o r d s .  None o f  Schumann's  

a r g u m e n t s  a r e  s u f f i c i e n t  t o  e x c u l p a t e  h e r  f r o m  t h e  manner i n  which 

s h e  a i d e d  and a b e t t e d  t h e  r e g i s t r a n t ' s  v i o l a t i o n s .  C o n s i d e r a t i o n  

i s  g i v e n  t o  t h e  d i s m i s s a l  o f  c e r t a i n  c h a r g e s  a g a i n s t  h e r .  

I n  l i g h t  o f  t h e  e v i d e n c e  s u p p o r t i n g  t h e  s e r i o u s  and p e r v a s i v e  
-

v i o l a t i o n s  found  h e r e i n  and t h e  e n t i r e  r e c o r d  adduced i n  t h e s e  

p r o c e e d i n g s ,  i t  i s  conc luded  t h a t  t h e  s a n c t i o n s  o r d e r e d  below 

f o r  r e m e d i a l  and d e t e r r e n t  p u r p o s e s  a r e  a p p r o p r i a t e  and e s s e n t i a l  

i n  t h e  p u b l i c  i n t e r e s t .  

ORDER 

I T  I S  ORDERED t h a t :  

R e s p o n d e n t s  C h a r l e s  D .  S t i l w e l l ,  S t e p h e n  C .  Coker and V i n c e n t  

P .  Kane a r e  h e r e b y  b a r r e d  f rom b e i n g  a s s o c i a t e d  w i t h  any b r o k e r  

o r  d e a l e r ,  i n v e s t m e n t  a d v i s e r  o r  i n v e s t m e n t  company. 
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Respondent F i r s t  South  C a r o l i n a  Corpora t ion  i s  hereby 

ba r r ed  from be ing  a s s o c i a t e d  w i t h  any broker  o r  d e a l e r ,  i n -

vestment a d v i s e r  o r  inves tment  company. 

The r e g i s t r a t i o n  o f  S.C. A s s o c i a t e s ,  I n c . ,  as  an  i n v e s t -

ment a d v i s e r  i s  hereby revoked and i t  i s  hereby b a r r e d  from 

be ing  a s s o c i a t e d  w i t h  any b roke r  o r  d e a l e r ,  investment  a d v i s e r  

o r  inves tment  company. 

A s  no t ed  h e r e i n ,  t h e  c h a r g e s  t h a t  respondent  Schumann a i d e d  

and a b e t t e d  v i o l a t i o n s  o f  S e c t i o n  204 of  t h e  Adv i se r s  Act and 

Rule 204-2(a) and t h a t  she a i d e d  and a b e t t e d  r e g i s t r a n t ' s  v io-

l a t i o n s  of  S e c t i o n  1 5 ( c )  ( 3 )  of  t h e  Exchange Act and Rule  15C3-1 

a r e  hereby d i s m i s s e d .  Respondent Joan  Schumann i s  hereby b a r r e d  

from be ing  a s s o c i a t e d  w i t h  any broker  o r  d e a l e r ,  investment  ad- 

v i s e r  o r  inves tment  company, p rovided  t h a t  a f t e r  one y e a r  from 

t h e  e f f e c t i v e  d a t e  o f  t h i s  Order  she  may app ly  t o  t h e  Commission 

t o  become so  a s s o c i a t e d  i n  a  non-superv isory  p o s i t i o n  upon a n  -

adequate  showing t h a t  she  w i l l  be p r o p e r l y  supe rv i sed .  . 

T h i s  Order s h a l l  become e f f e c t i v e  i n  accordance  w i t h  and 

s u b j e c t  t o  Rule 1 7 ( f )  o f  t h e  Commission's Rules  of P r a c t i c e  

1 7  CFR 2 0 1 . 1 7 ( f ) .  -
Pursuant  t o  Rule  1 7 ( f ) ,  t h i s  i n i t i a l  d e c i s i o n  s h a l l  become 

t h e  f i n a l  d e c i s i o n  of t h e  Commission as  t o  each p a r t y  t h a t  has  

no t  w i t h i n  f i f t e e n  (15)  days  a f t e r  s e r v i c e  o f  t h i s  i n i t i a l  

d e c i s i o n  upon h3m o r  i t ,  f i l e d  a p e t i t i o n  f o r  rev iew of  t h i s  

i n i t i a l  d e c i s i o n  pu r suan t  t o  Rule  1 7 ( b ) ,  u n l e s s  t h e  Commission 



pur suan t  t o  Rule  ( c ) ,  d e t e r m i n e s  on i t s  own i n i t i a t i v e  t o  

r ev i ew  t h i s  i n i t i a l  d e c i s i o n  as t o  him o r  i t .  I f  a p a r t y  

t i m e l y  f i l e s  a p e t i t i o n  f o r  rev iew,  o r  t h e  Commission t a k e s  

B 

a c t i o n  t o  r ev i ew  as  t o  a p a r t y ,  t h e  i n i t i a l  d e c i s i o n  s h a l l  

no t  become f i n a l  w i t h  r e s p e c t  t o  t h a t  p a r t y .  -2  2 /  

~ d m i n i $ t r a t i v e  Law Judge  

Washington, D . C .  
June  18 ,  1979 

-22/ A l l  proposed f i n d i n g s ,  c o n c l u s i o n S  and s u p p o r t i n g  arguments  
of  t h e  p a r t i e s  have been c o n s i d e r e d .  To the e x t e n t .  t h a t  t h e  
proposed f i n d i n g s  and c o n c l u s i o n s  submi t t ed  by t h e  p a r t i e s ,  
and t h e  arguments  made by them, a r e  i n  accordance  w i t h  t h e  
f i n d i n g s ,  c o n c l u s i o n s  and views s t a t e d  h e r e i n ,  t h e y  have 
been a c c e p t 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  have been r e j e c t e d .  C e r t a i n  proposed f i n d i n g s  
and c o n c l u s i o n s  have been o m i t t e d  as no t  r e l e v q t  o r  a s  no t  
n e c e s s a r y  t o  a p rope r  d e t e r m i n a t i o n  o f  t h e  m a t e r i a l  i s s u e s  
p r e s e n t e d .  To t h e  e x t e n t  t h a t  t h e  t e s t imony  o f  t h e  v a r i o u s  
w i t n e s s e s  i s  n o t  i n  acco rd  w i t h  t h e  f i n d i n g s  h e r e i n  it i s  
n o t  c r e d i t e d .  




