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CIVII. AC'tION ·NO • 

It appears to Plai~tiff, Securities and Exchange Commission 

("Commission·") , ~nd it alleges that: 

1. : This matter involves pervasive efforts by senior 

managem~nt employees ~o overstate the income of Computone 

Corpora't"ion (''Computone*) from fiscal year 1994 through fiscal 

year 1998. Computone began its operations in 1987 and sells 

computer hardware and software products. During 1992., 

Computone's· financial condition deteriorated to the point that it 

was no longer able to meet its financial obligations. During 

November 1992, a new management team led by Thomas J. Anderson 

("Ander~on") was instal:ed. After discovering transactions which 
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had been impr~perly recorded as sales, the new management team 

amended Computone's 1~92 Form 10-K. 

2. Less than a year later, while under pressure to 

maintain certain financial ratios and a::tounts in order to· comply 

with debt covenants and NASDAQ listing requirements and to live 

up to local media reports that it was a fast growing technology 

company, Anderson and his subordinates began employing improper 

accounting practices to overstate the results of Computone' s 

operations. The defendants improperly recorded approximately 240 

transactions from 1994 through 1998. 

3. Computone, under Anderson's direction, carried out this 

scheme of cooking its books by improperly recognizing revenue 

and/or income through a number of fraudulent practices, including 

recogni·zing revenue in one quarter instead of the next quarter 

when the products were actually shipped to customers; recognizing 

revenue on slow shipments which were made during the last days of 

a quarter but which were intentionally scheduled to arrive at the 

customer's location well into the next quarter; recognizing 

revenue at the time goods were shipped to customers even though 

the terms of the sales contained an F.O.B. destination provision; 

recognizing revenue before completion of the sale or at a time 

when the customer still had the right to cancel the sale; 

recognizing revenue when an undis~losed right of return existed; 

recognizing revenue in advance of the customer's acceptance of 
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the product; market channel stuffing without adequate provisions 

for sales returns; recognizing revenue from goods shipped to, but 

not ordered by, customers; recognizing revenue from goods shipped 

prior to the date requested by customers; recognizing revenue 

fro~ products shipped to warehouses in one quarter, instead of 

the next quarter, when they were either shipped to customers or 

redelivered to Computone; recognizing revenue when only partial 

orders were shipped; recognizing revenue when questionable bill­

and-hold provisions existed; recognizing revenue from sales to 

cus~omers who lacked the financial ability to pay for the goods; 

recognizing consigned inventory as sold inventory; keeping the 

sales journal open after the end of the quarter or year and back­

dating sales invoices; not issuing credit memos even though 

Computone authorized the return of products from customers; using 

undisclosed side agreements;· and altering existing or creating 

fictitious documents to give the appearance of legitimate 

business transactions with customers. Most of the fraudulent 

transactions were recorded on or about the last day of a fiscal 

quarter or year-end. 

4. During the relevant periods, Computone, assisted by a 

director and various officers, employees, and a customer, 

overstated income and in some periods reported income instead of 

losses. 

5. Various Computone reports on Forms 10-Q, 10-QSB, 10-K 

and 10-KSB filed with the Commission, and various Computone press 
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releases issued to the public were false and misleading because 

of the· defendants' manipulation of Computone' s income in 

violation of the antifraud, reporting, books and records, and 

internal controls provisions of the federal securities laws. The 

individual defendants also lied to or concealed factual 

information from Ccmputone's auditors. 

VIO~IOHS 

6. Defendant Computone has engaged, a.~d unless restrained 

and enjoined by this Court, will continue to engage in acts and 

practices which c~nstitute and will const~tute violations of 

Sections 10 (b}, 13 (a}, 13 (b} (2} (A} and 13 (b) (2) (B) of the 

Securities Exchange Act of 1934 ("Exchange Act") [15 U.S.C. 

78j (b), 78m(a), 78m(b) (2) (A) and 78m(b) (2) (B)] and Rules lOb-5, 

12b-20, 13a-l, 13a-13 and 13b2-1 thereunder [17 C.F.R. 240.lOb-5, 

240.12b-20, 240.13a-1, 240.13a-13 and 240.13b2-1). 

7. Defendants Anderson, Gregory A. Alba ("Alba") and 

Donald A. Pearce ("'Pearce") have engaged, a..,_d unless restrained 

and enjoined by this Court, will continue to engage in acts and 

practices which constitute and will const~tute violations of 

Sections lO(b) and 13(b) (5) of the Exchange A=t (15 U.S.C. 78j(b) 

and 78m(b) (5)] and Rules lOb-5, 13b2-1 and 13b2-2 thereunder (17 

C.F.R. 240.lOb-5, 240.13b2-1 and 240.13b2-2], and are liable as 

controlling persons for violations of Sections 13(a), 13(b) (2) (A) 
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and 13 '!:>) (2) (B) of the Exchar~ge Act [15 U.S.C. 78:i(a), 

78m(b) (2 (A) and 78m(b) (2) (B)] and Rules 12b-20, 13a-l and 13a-13 

thereunder (17 C.F.R. 240.12b-20, 240.13a-1 and 240.13a-13]. 

8. Defendants Duncan E. Hume ("Hume") and Bria!: D. 

Kretschir.an ("Kretschman") have engaged, and unless restraine:i and 

enjoined by this Court, will co:itinue to engage in acts and 

practices which constitute and will constitute violations of 

Sections lO(b) and 13(b) (5) of the Exchange Act [15 u.s.c. 73j(b) 

and 78m{!:>) (5)] and Rules lOb-5, 13b2-1 and 13b2-2 thereunde= [17 

C.F.R. 240.lOb-5, 240.13b2-l and 240.13b2-2]. 

9. The Conunission brings this action to enjoin such acts 

and prac~ices, for civil penalties, and for other relief, pursuant 

to Secti~ns 21(d) and 21(e) of the Exchange Act [15 U.S.C. 73u(d) 

and 7.Bu (e) 1 • 

10. This Court has jurisdiction of this action :mder 

Sections 21 (d), 21 (e) and 27 of the Exchange Act [15 U.S.C. 

78u(d), ~au(e) and 78aa]. 

11. Certain of the acts and practices consti t:.:ting 

violatic~s of the Exchange Act have occurred within the Nor:hern 

District of Georgia and were perpetrated through the use of the 

mails and the means and instrumentalities of interstate comme=ce. 
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'1'llE DEFENDANTS 

12 •· CC!IJ)U'tona Co:poration is a company headquartered in 

Alpharetta, Georgia that designs, manufactures and sells computer 

hardware and software products. Compu~~ne's conunon stock, which 

is registered pursuant to Section 12(g, of the Exchange Act, was 

traded in the NASDAQ SmallCap Market from September· 22, 1987 

until it was delisted on October 16, 1932. On November 23, 1994, 

the stock was relisted on the NASDAQ SmallCap Market until it was 

again delisted on December 3, 1998. 

13. Thomas J. Anderson of Georgetown, South Carolina, 

served as Computone's president and chief operating officer 

("COO") from November 3, 1992 until Apr.!.l 30, 1998, as its chief 

executive officer ("CEO''} from April 1S96 until April 1998, and 

as a director from 1993 until April 1998. 

14. Gregory A. Alba last known of Roswell, Georgia, is a 

certified public accountant (" CPAn) licensed in Arizona. Alba 

served as Computone' s controller from August 1994 until March 

1996, as its vice president of finance a~d ad.ministration-and its 

chief financial officer ("CFO'') from April 1996 until July 27, 

1998, and as its principal financial accounting officer from 

October 1995 until his involuntary resignation on July 27, 1998. 

15. Dona1d A. Pearce of Reston, Virginia, served as 

Computone' s vice president of finance and principal accounting 
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officer. from April · 1993 until July 21, 1995. Pearce holds a 

bachelq~s degree in· business and a ma~ters degree in management 

. science. 

16. Duncan E. Hume of Suwanee, Georgia, was Computone' s 
.. 

vice pt~sident of international sales. 

17. Bri.an D. Kretscbman of Alpharetta, Georgia, was 

Computone' s vice president of North American sales. Prior to 

April J996, _ he served as Computone' s sales manager and as its 

direct~f of North American sales. 

- 18. During 1992, Computone's financial condition 

deter~qrated to the point that it was no longer able to meet its 
....... ·- ~ 

financial obligations. On or about October 1992, all but one 

board:~emlier resigned and a new management team led by Anderson, 

and s1J}:)se~ently joined by Pearce and Hume, was installed at 

Computone. · Ne~ management soon discovered that the old 
':('. .-

management had engaged in accounting irregularities which caused 

materi'al :, misstatements in Computone • s previously filed 1992 

annual -report on Form 10-K. on May 12, 1994, Computone amended 

the 1992 Form 10-K to propei;ly report these transactions in 

conformity with generally accepted accounting principles 

("GAAP"). Anderson and Pearce signed the amended Form 10-K. 
)f" ti 
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19. Despite taking over a company beset with prior 

a:counting irregularities, the defendants, led by Anderson, soon 

e::igaged in the same fraudulent activity as their predecessors in 

v~rtually every financial report they filed with the Commission 

cr.iring.fiscal years 1994 t~ough 1998. Most of the fraudulent 

t~ansactions were recorded on or about the last day of a fiscal 

cr~arter or year-end. 

20. On or about September 24, 1993, Computone' s auditors 

p=ovided Computone's board ~f directors, through Pearce, with an 

i~ternal controls letter in conjunction with the 1993 fiscal year 

a~dit. Anderson was a Comp~tone board member at this time. 

21. The letter stated as a reportable condition that 

C:mputone's new management became aware of prior management 

record~ng sales even though the terms and conditions of the 

t=ansactions precluded them from qualifying as sales. 

22. In order to prevent any reoccurrence of such 

t=ansactions, the auditors recommended that Computone establish 

f :>rmal policies for identifying sales transactions that qualify 

for revenue recognition, and address matters such as shipping 

destinations, ownership risks, right of return, and credit terms. 

T~e auditors also noted that management required shipping 

documentation to be prepared and attached to each invoice as 

e1idence of shipment prior to recognition of revenue, but that 

t!lis was not consistently adhered to during the year. The 
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auditors recommended.proof of shipment be retained for each sales 

transac'tion. 

OCTOBER 1, 1993 l'OBM 10-Q 

23. On or about November 15, 1993, Computone filed with the 

Commission a quarterly report on Form 10-Q for the quarter ended 

October 1, 1993 {the "October 1993 10-Q"). The October 1993 10-Q 

. included Computone' s financial statements for the three month 

period ended October 1, 1993. 

24. Anderson participated in the preparation of the October 

1993 10-Q. 

25. Pearce participated in the preparation of the October 

1993 10-Q and signed the report in his capacity as Vice President­

Finance and Administration {principal financial/accounting 

officer) of Computone. 

26. On or about October 1, 1993, Computone recorded 

approximately $16,040 of income from the purported sale of 

products to Compulan Inc. ("Compulan"), a new customer, in 

violation of GAAP, in that Compulan never purchased or paid for 

~the products as listed in Computone invoice number 31117. 

27. On or about October 1, 1993, Computone recorded 

approximately $13,060 of income from the purported sale of 

products to Compulan, in violation of GAAP, in that Compulan never 
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purchased or paid for the produc~s as listed in Computone invoice 

number 31132. 

28. Pearce failed to record and report, and caused 

Computcne to fail to record and ~eport the two preceding Compulan 

transa=tions in Computone's books and in its financial statements 

in con:ormity with GAAP. 

2~. On or about August 6, 1993, Computone recorded· 

approximately $111,764 of inco~e from the purported sale of 

produc~s to HL Technology Distribution PTE (" HL Technology") , a 

new distributor, in violation of GAAP, in that, among other 

reasons, HL Technology never pur~hased the products as listed in· 

Computone invoice number 301Se, Computone never received a 

purchase order from HL Technology, and HL Technology never paid 

for the products. HL Technology would have only had to pay for 

the P.roducts if it resold them. 

30. On or about September 3, 1993, 

approx:.mately $43,901 of income from the 

Computone 

purported 

recorded 

sale of 

produc-:s to HL Technology, in violation of GAAP, in that, among 

other reasons, HL Technology never purchased the products as 

listed in Computone invoice numbe~ 30572, Computone never received 

a purchase order from HL Technoloqy, and HL Technology never paid 

for the products. HL Technology would have only had to pay for 

the products if it resold them. 
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31. On 

approximately 

or about September 

$30,795 of income 

3, 1993, 

from the 

':omputone 

purported 

recorded 

sale of 

products to HL Technology, in violation of GAAP, in that, among 

other reasons, HL Technology never purchased the products as 

listed in Computone i~voice number 30636, Compu~one never received 

a purchase order from HL Technology, and HL Technology never paid 

for the products. HL Technology would have or.ly had to pay for 

the products if it resold them. 

32. Anderson and Pearce failed to recorj and report, and 

caused Computone to fail to record and report t~e three preceding 

HL Technology transactions in Computone's books and in its 

financial statements in conformity with GAAP. 

33. As a result of recording the preceding five 

transactions in violation of GAAP, Computc~e's 

continuing operations was ~terially misstated in 

books and in its October 1993 10-Q. Comp".ltone 

reported approximately $261, 141 of income from 

operations, rather than the reported $465,0CJ of 

income from 

Cornputone's 

should have 

continuing 

income from 

continuing operations for the quarter ended October 1, 1993. 

~ 7, 1994 FOBM 10-Q 

34. On or about February 22, 1994, Computone filed with the 

Conunission a quarterly report on Form 10-Q for the quarter ended 

January 7, 1994 (the ~January 1994 10-Q"). The January 1994 10-Q 

11 
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included Computone' s . financial s:.atements for the three month 

period ended January 7, 1994. 

35. Anderson participated in the preparation of the January 

1994 10-Q. 

36. Pearce participated in ':he preparation of the January 

1994 10-Q and signed the report in his capacity as Vice President-

Finance and Administration (principal financial/accounting 

officer} of Computone. 

37. On or about December 3, 1993, Anderson and Pearce 

recorded in Computone's books and reported in Computone's 

financial statements approximately $69, 670 of income from the 

purported sale of products to Charter house Corporation 

(" Charterhouse") , an entity exper~encing financial difficulties. 

Andersor. knew, or was severely reckless in not knowing, that the 

recording and reporting of the transaction was in violation of 

GAAP, ir. that, among other reasons, this was a consignment sale. 

38. Pearce recorded and reported, and caused Computone to 

record and report the preceding Charterhouse transaction in 

Computone's books and in its financial statements in violation of 

GAAP. 

39. On or about January 7, 1994, Anderson and Pearce, 

knowingly, intentionally and/or with ·severe recklessness recorded 

in Computone's books and reported in Computone's financial 
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statements, - approxima~ely $189,848 of income from over sixty 

purpor~ep bill-and-h~l1 sales of products to various customers, in 

violation of GAAP, in that on January 7, 1994, among other 

reasons, the risks of ownership of the products had not passed to 

the customers, the customers had not made a fixed commitment to 
---

purchase the goods, the customers had not requested that the 

transactions be on a bill-and-hold basis, and fixed schedules to 

deliver the goods did not exist. 

4CL Anderson falsely described these transactions to 

Computone's :auditors as bill-and-hold sales. 

4~1~~-· C()mputone' s auditors then discussed the GAAP and 

Commission requirements necessary in order for the transactions to 

be considered sales under GAAP, with Anderson and Pearce. 

42.. Anderson and Pearce represented to the auditors that 

the triHsactions qualified as sales. 

43. . As a result of recording the preceding sixty-one 

transactions in violation of GAAP, Computone's income from 

continwi!i9 -~perations was materially misstated in Computone's 

books and ih its January 1994 10-Q. Computone should have reported 

an appro~~ate $197, 518 loss from continuing operations, rather 

than the reported $62,000 of income from continuing operations for 

the quarte~. ended January 7, 1994. 
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MJ\RCB AND APRIL 1994 TRANSACTIONS 

44. On or about. March 4, 1994, A.~derson and Pearce recorded 

in Computone' s books approximately $14, 771 of income from the 

purported sale of products to Ei:roimport Trading Company 

("Euroimport") in violation of GAAP, in that, among other reasons, 

the products, as listed in Computone invoice number 33126, were 

not shipped to the customer until the following fiscal year. 

45. On or about March 30, 1994, Anderson and Pearce 

recorded in Computone's books approximately $6,937 of income from 

the purported sale of products to Euroi:nport in violation of GAAP, 

in that, among other reasons, the products, as listed in Computone 

invoice number 33466, were not shipped to the customer until the 

following fiscal year.• 

46. On or about April 1, 1994, Anderson and Pearce recorded 

in Computone' s books approximately $30, 525 of income from six 

purported sales of products to Euroimport in violation of GAAP, in 

that, among other reasons, the products, as listed in Computone 

invoice numbers 33534, 33535, 33536, 33540, 33541 and 33624, were 

not shipped to the customer until the following fiscal year. 

47. Anderson and Pearce failed to record, and caused 

Computone to fail to record the eight preceding Euroimport 

transactions in Computone's books in conformity with GAAP. 
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48. As a result cf recording the preceding eight 

transactions in violation of GAAP, Computone's income from 

c~ntinuing operations was m.:sstated in Computone's books. 

AIJDITORS' OBSERVATIONS AND SUGGESTIONS 

49. On or about May 24, 1994, Computone's auditors provided 

C~mputone's board with w~itten observations and suggestions. 

C~mputone' s auditors recommended, among other things, that 

Computone establish and enforce a formal credit policy which 

should address credit worthiness, collection procedures and 

typical payment terms; and that Computone periodically update 

existing customers' credit status due to the volatile nature of 

t~e industry in which Compu~one operates. 

JOLY 1, 1994 F01QI 10-Q 

50. On or about August 15, 1994; Computone filed with the 

Commission a quarterly repo~t on Form 10-Q for the qo..tarter ended 

J~ly 1, 1994 (the ~July 1994 10-Q"). The July 1994 10-Q included 

Computone's financial state~ents for the three month period ended 

J~ly 1, 1994. 

51. Anderson participated in the preparation of the July 

1394 10-Q. 

52. Pearce participated in the preparation of the July 1994 

lJ-Q and signed the report in his capacity as Vice President-
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Finance and Admir;ist~ation (duly authorized officer and principal 

financial officeri o~ Computone. 

53. During :he quarter ended July 1, 1994, in contravention 

of GAAP, Pearce !ailed to record and repor:. and caused Computone 

to fail to recor= and report an additional approximately $81,261 

of cost of goods sold. 

54. During ~he quarter ended July 1, 1994, in contravention 

of GAAP, Pearce failed to disclose and caused Computone to fail to 

disclose that it was using the gross margin method to report its 

cost of goods sold. 

55. On or about July 1, 

approximately $78,053 of income 

1994, 

from the 

Computone 

purported 

recorded 

sale of 

products to GC Services, in violation of GAAP, in that, among 

other reasons, the products had not been ordered by GC Services 

and Computone did not ship the products to GC Services. 

56. On or about July 26, 1994, Anderson and Pearce each 

signed a management representation letter, which was provided to 

Computone' s independent accountants, which . falsely stated that 

Computone's July 1, 1994 quarterly financial statements complied 

with GAAP. 

57. On or about July 28, 1994, Ricky D. Barkley 

(~Barkley"), Computone's accounting manager and a CPA, submitted 

a written documen~ to Pearce in which he claimed that the July 1, 

16 



1994 financial state~ents, including the preceding GC Services 

transaction, were materially misstated. 

58. Pearce and Anderson discussed Barkley's allegations but 

did not reverse any of the transactions, alleged by Barkley to 

have been misstated, on Computone's books or in its records. 

59. Neither Pearce nor Anderson advised Computone's 

independent accountants regarding the transactions alleged by 

Barkley to have been misstated. 

60. In the management representation letter, Pearce also 

falsely stated that there had been no significant changes in 

Computone ' s internal control structure or accounting systems. 

Pearce was aware that Computone had installed a new computer 

system during the quarter to capture cost of goods sold by 

Computone. The new system did not function properly, causing 

Computone to materially understate its expenses during this and 

the following three quarters until Computone's independent 

accountants discovered the problem during their April 1995 audit. 

61. Anderson knowingly, intentionally and/or with severe 

recklessness, -recorded and reported, and caused Computone to 

record and report the preceding GC Services transaction in 

Computone's books and in its financial statements in violation of 

GAAP. 

62. Pearce recorded and rep.orted, and caused Computone . to 

record and report the preceding GC Services transaction during 
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this quarter i~ Computone's books and in its financial statements 

in violation of GAAP. 

63. As a result of recording the preceding three 

transactions ~n violation of GAAP, Computone's income· from 

continuing operations was materially It.isstated in Computone's 

books and in i~s July 1994 10-Q. Computone.should have reported an 

approximate $36,314 loss from continuing operations, rather than 

the reported $123,000 of income from continuing operations for the 

quarter ended July 1, 1994. 

OCTOBER 7, 1994 FORM 10-Q 

64. On or about November 17, 1994, Computone filed with the 

Conunission a ~~arterly .report on Form 10-Q for the quarter ended 

October 7, 1994 (the "October 1994 10-Q"). The October 1994 10-Q 

included Computone's financial statements for the three month 

period ended October 7, 1994. 

65. Pearce participated in the preparation of the October 

1994 10-Q and signed the report in his capacity as Vice President-

Finance and Administration {duly authorized officer and principal 

financial officer) of Computone. 

66. During the quarter ended October 7, 1994, in 

contravention of GAAP and his duties at Computone, Pearce failed 

to record on Computone's books and report in its financial 
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sta:ements, and caused Cornputo~e to fail to record and report, an 

add~tio~~l approximately $283,012 of cost of ·goods sold. 

67 :r:: During the quarter ended October 7, 1994, in 

con~ravention of GAAP, Pear~e failed to disclose ar.d caused 

Corr~utone to fail to disclose that it was using the gross margin 

met?":od to report its cost of g::>ods sold. 

68. As a result of fail~ng to record cost of goods sold in 

con!ormity with GAAP, Computone' s income from continuing 
::.s· 

operations was materially misstated in Computone' s books and in 

its Oct_ober 1994 10-Q. :omputone should have reported 
.an· 

approximately $153,000 of income from continuing operations, 

ratr.er than the reported $436,000 of income from continuing 

ope~ations for the quarter ended October 7, 1994. 

JAHOARY 6, 1995 POBM 10-Q 

69 ~:'> On __ · or about February 21, 1995, Computone filed with the 

Conmri.ssi.on a quarterly report on Form 10-Q for the quarter ended 

Jam:ary 6, 1995 (the "January 1995 10-Q''). The January 1995 10-Q 

includec:L ... computone' s financial statements for the three month 

per~od ended January 6, 1995. 

70. Anderson participated in the prep~ration of the January 

1995 10-Q. 

71. Pearce participated in the preparation of the January 

1995 10-Q and signed the repor~ in his capacity as Vice. President-
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Finance and Adminis~ration (duly authorized cff icer and principal 

financial officer) ~~ Cornputone. 

72. Alba par:icipated in the preparat.ion of the January 

1995 10-Q. 

73. During -:he quarter ended January 6, 1995, in 

contravention of GAAP, Pearce failed to record on Computone's 

books and report in Computone's financial statements, and caused 

Computone to fail to record and report, an additional 

approximately $338,309 of cost of goods sold. 

74. During ~he quarter ended January 6, 1995, in 

contravention of GAAP, Pearce failed and caused Computone to fail 

to disclose that it was using the gross marqin method to report 

its cost of goods sold. 

15. On or about December 2, 1994, Computone recorded 

approximately $10,951 of income from the purported sale of 

products to Charterhouse, an entity experiencing financial 

difficulties, in violation of GAAP, in that, among other reasons, 

this was a consignment sale. Computone issued invoice number 

37664 to Charterhouse for this transaction. 

76. Anderson knowingly, intentionally and/or with severe 

recklessness, recorded and reported, and ~aused Computone to 

record and report the preceding Charterhouse transaction in 
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Computor.~'s books and in its financial statements in violation of 

GAAP. 

77. Pearce recorded and reported, and caused Computone to 

record and report the preceding Charterhouse transactio~ in 

Computor.~'s books and in its finan=ial statements in violation of 

GAAP. 

78. On or about January 6, 1995, Computone recorded 

approxiltately $131,400 of income from the purported sale of 

products to Source Systems & Technologies ("Source"), in violation 

of GAAP, in that, among other reasons, this was a consignment 

sale, and the products had not been shipped to Source. Computone 

issued i~voice number 38001 to Sour=e for this transaction. 

79. Anderson personally handled the Source account. 

80. Source was not required to pay for the products unless 

it resold the products. 

81. Source never paid for the products, and returned the 

products in August 1995. 

82. At Anderson's direction, Computone did not issue the 

related credit memos until 1996. 

83. Anderson knowingly, intentionally and/or with severe 

reckless~ess, recorded and reported, and caused Computone to 

record a.1d report the preceding Source transaction in Computone's 

books and in its financial statements in violation of GAAP. 
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84. Pearce recorded and reported, and caused Computone to 

record and report the p~eceding Source transaction in Computone's 

books and in its financial statements in violation of GAAP. 

85. On or about ::anuary 6, 19.95, Anderson and Kretschman 

knowingly, intentionally and/or with severe recklessness, recorded 

and reported, and caused Computone to record and report 

approximately $39,726 of income from the purported sale of 

products to Walmart St::>res, Inc. ("Walmart"), in violation of 

GAAP, in that, among c~her reasons, Walmart did not order the 

products from Computone. Computone issued invoice number 38012 to 

Walmart for this transaction after Kretschman, at Anderson's 

direction, created a fic~itious order from Walmart. 

86. Kretschman submitted the fictitious purchase order to 

Computone' s accounting department knowing that Computone would 

improperly recognize income from this transaction. 

87. On or about January 6, 1995, Computone recorded 

approximately $19,344 of income from four purported bill-and-hold 

sales of products to Robec Distributors ("Robec''), in violation of 

GAAP, in that on January 6, 1995, among other reasons, the risks 

of ownership of the products had not passed to Robec, Robec had 

not made a fixed commitment to purchase the goods, Robec had not 

requested that the transactions be on a bill-and-hold basis, Robec 

could cancel the order at anytime for any reason prior to shipment 
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of the goods by Compu.tone with no penal :y, Robec would not pay for 

the goods until they received and a=cepted the goods, fixed 

schedules to deliver the goods did no~ exist, and bill-and-hold 

sales were a departure from Robec's por.:ial purchasing practices. 

Computone issued invoice numbers 38042, 38049, 38076 and 38083 to 

Robec for these four transactions. 

88. Alba knowingly, intentiona:.ly and/ or with severe 

recklessness, recorded and reported, and caused Computone to 

record and report the preceding f o~r Robec transactions in 

Computone's books and in its financial statements in violation of 

GAAP. 

89. Pearce recorded and reported, and caused Computone to 

record and report the preceding f ot:r Robec transactions in 

Computone's books and in its financial statements in violation of 

GAAP. 

90. As a result of failing to record cost of goods sold and 

the other seven preceding transactions in conformity with GAAP, 

Computone's income from continuing cperations was materially 

misstated in Computone' s books .and i:: its January 1995 10-Q. 

Computone should have reported an apprcximate $186,310 loss from 

continuing operations, rather than the reported $359,000 of income 

from continuing operations for the quarter ended January 6, 1995. 

APRZL 7, 1995 l'OBM 10-K 

23 



) ) 

91. On or about July 6, 1995, Computone filed with the 

Commissfon an annual ~epo!'t on Form 10-K for the year ended April 

7, 1995 (the "April 1995 10-K") . The April 1995 10-K included 

Computone' s financial sta~ements for the year ended April 7, · 1995. 

92. Anderson participated in the preparation of the April 

1995 10-K and signed the report in his capacity as president, 

chief operating officer and a director of Computone. 

93. Pearce participated in the preparation of the April 

1995 10-K and signed the report in his capacity as Vice President­

Finance and Administration (principal financial and accounting 

officer) of Computone. 

94. Alba participated in the preparation of the April 1995 

10-K. 

95. During the fourth quarter ended April 7, 1995, in 

contravention of GAAP, Pearce failed to record, and caused 

Computone to fai.l to record an additional $83,869 of cost of goods 

sold in conformity with GAAP. 

96. On or about April 7, 

approximately $124,684 of income 

1995, .computone 

from the purported 

recorded 

sale of 

produ.cts to CYMA, in violation of GAAP, in that, among other 

reasons, this was a consignment sale and CYMA lacked the ability 

to pay for the products. Computone issued invoice number 39480 to 

CYMA for this transaction. 
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97. Comp~tone did not disclose in its financial statements 

that CYMA was a relat~d party. 

98 ~.,.. CYMA never paid Cornputone for any of the products. 

99. Duri:ig the period beginning o:: or about July 19; 1995 

through apprcxirnately January 27, 1~96, CYMA directly or 

indirectly ret~rned all of the products t~ Computone. 

100. ComP':.itone intentionally did not issue credit memos to 

CYMA until app~oximately April S, 1996. 

lOl. Anderson, Alba and Pearce knowingly, intentionally 

and/or with se7ere recklessness, recorded and reported, and caused 

Computone to record and report the preceding CYMA transaction in 

Computone's books and in its financial s~atements in violation of 

GAAP. 

102. On or about April 7, 1995, Computone recorded 
L~ .• ·-·-

approximately $30,661 of income ·from the purported sale of 

products to . __ Data General, in violation of GAAP, in that, among 

other reasons, Data General did not order the products from 

Computori~~- C~putone issued invoice number 39516 to Data General 

for this transaction. 

103. On or about April 7, 1995, Cornputone intentionally 

delayed shipment of the goods by causing the.goods to be held in 

storage at the shipper's warehouse. Computone did not ship the 

products to Data General. Instead, Computone instructed the 
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shipper to store the produc~s at the shipper's warehouse and 

dur~ng the following fiscal year, Computone instructed the shipper 

to ship the products back to Computone. 

104. Alba knew that no sale had occurred as the products 

were in storage, that Computor.e had not received a purchase order 

fro= Data General for this tra~saction, and the products were sent 

back to Computone rather than Jata General. 

105. Alba knowingly, intentionally and/or with severe 

recr.lessness, recorded and reported, and caused Computone to 

record and report the preceding Data General transaction in 

Computone's books and in its financial statements in violation of 

GAAP. 

106. On or about April 7, 1995, Anderson and Alba knowingly, 

intentionally and/or with severe recklessness recorded in 

Computone's books and reported in Computone's financial statements 

approximately $6,387 of income from the purported sale of products 

to Euroimport, in violation of GAAP, in that, among other reasons, 

Computone did not ship the products to Euroimport until the 

following fiscal year, and Euroi.mport did not pay for the 

products. Computone issued invoice number 39499 to Euroi.mport for 

' this transaction. 
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107. On or about April 7, 1995, Corc;>utone intentionally 

delayed shipment of the goods by causing the goods to be held in 

storage at the shipper's warehouse. 

108. On or about April 7, 1995, Computone recorded 

app~oximately $30,244 of income from five purported sales of 

products to BSM Computers, Inc. ("BSM"), an entity experiencing 

financial difficulties, in violation of GAAP, in that, among other 

reasons, BSM was unable to pay for the products and never paid for 

the products. Computone issued invoice nm?lbers 39435, 39466, 

39436, 39496 and 39507 to BSM for these five transactions. 

109. Computone intentionally delayed the shipment of the 

goods by causing the goods to be held in storage at the shipper's 

warehouse. The goods were returned to Computcne by the shipper. 

110 . Co~putone did not ship the products listed in invoice 

numbers 39496 and· 39507 to BSM until the following fiscal year. 

111. Anderson, Pearce and Alba were aware of Computone' s 

practice to delay shipments. 

112. Anderson, Pearce and Alba knew that BSM was potentially 

a collectibility problem. 

113. BSM never paid for the products and on or about August· 

2, 1995, filed for bankruptcy. 

114. Anderson, Alba and Pearce knowingly, intentionally 

and/or with severe recklessness, recorded and reported, and caused 
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Computone to record ~nd report the preceding BSM transactior~ in 

Computo·ne' s books and in its financial statements in violation of 

GAAP. 

115. On or about April 7,. 1995, Pearce knowingly, 

intentio~ally and/or with severe recklessness, recorded and 

reported, and caused Computone to record and report approximately 

$46,968 of income from two purported sales of products to Digital 

Equipmen-: of Canada ("DEC''), in violation of GAAP, in that, a:nong 

other reasons, Computone shipped the products prior to the ~ime 

requested by DEC, DEC did not take ownership of the products u.~til 

it received the products during the following fiscal quarter, and 

DEC could return the products to Computone for a full refund at 

anytime. 

116. Computone issued invoice numbers 1558 and 39488 to DEC 

for these transactions. During the following fiscal year, DEC 

returned all of the products to Computone. 

117. On or about April 7, 1995, Anderson and Pearce 

knowingly, intentionally and/or with severe recklessness, reco:-ded 

on Computone's books and reported on Computone's financial 

statements, and caused Computone to record and report,-· 

approximately $92, 077 of income from five purported sales of 

products to Ingram Micro, in violation of GAAP, in that, anong 

other reasons, Ingram Micro had requested delivery of the products 

28 

-------------------------



) ') 
.. 

be delayed until the following fiscal year, and by contractual 

arrangement, Ingram ~icr~ would not take ownership of the products 

until it received the products, which they would be unable to do 

until the following fiscal year. Computone issued invoice numbers 

39483, 39484, 39509, 39517 and 39490 to Ingram ?-!icro for these 

transactions. 

118. Further, Compu~one did not ship the pro:iuc:ts listed in 

invoice numbers 39483, 39484, 39509 and 39517 to Ingram Micro. 

Instead, Computone instr~cted the shipper to store the products at 

the shipper's warehouse. During the followin; fiscal year, 

Computone instructed the shipper to ship the products back to 

Computone. 

119. On or about April 7, 1995, Pearce recorded on 

Computone's books and reported on Computer.e's financial 

statements, and caused Computone to record and report, 

approximately $34, 387 of income from three pu~rted sales of 

products to ITT Merisel in violation of GAAP, in that, among other 

reasons, ITT Merisel had requested deli very. of the products be 

delayed until the following fiscal year. Computone issued invoice 

numbers 39485, 39491 . and 39486 to ITT Merisel for these · 

transactions. 

120. On or about April 7, 1995, Compi:tone recorded 

approximately $26,667 of income from the purported sale of 
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products to Merisel/IMS, in violation of GAAP, in that, among 

other reasons, Computone did n~~ ship the products to Merisel/IMS. 

Ins~ead, Computone instructed the shipper to store the products 

at ~he shipper's warehouse. During the following fiscal ·year, 

Com;:.Jtone instructed the shipper to ship the products back to 

Com;utone. Computone issued invoice number 39511 to ~erisel/IMS 

for this transaction. 

121. Anderson and Pearce knowingly, intentionally and/or 

witr. severe recklessness, recorded and reported, and caused 

Comp:.itone to record and report the preceding Merisel/IMS 

trar.saction in Computone's books and in its financial statements 

in violation of GAAP. 

122. On or about April 7, 1995, Computone recorded 

approximately $15,283 of income from the purported sale of 

prod:.icts to Tech Data Corpora-cion ("Tech Data") , in violation of 

GAAP, in that, among other reasons, Computone did not ship the 

prod~cts to Tech Data. Instead, Computone instructed the shipper 

to store the products at the shipper's warehouse. During the 

following fiscal year, Computone instructed the shipper to ship 

the produ.cts back to Computone. Computone issued invoice number 

39513 to Tech Data for this transaction. 

123. Anderson and Pearce knowingly, intentionally and/or 

with severe recklessness, recorded and reported, and caused 
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Computo~e. to record and report the preceding '!'ech Data transaction 

in Comput~ne's books and in its financial statements in violation 
1 :;(: 

124. On or about April 7, 1995, Computone recorded 

approximately $11,398 of income from the purported sale of 

products ... to ·Data Voice Networks, Inc. ("Data 7oicen), in violation 

of GAAP, in that, among other reasons, Compu~one did not ship the 

products to Da~a Voice until the following fiscal year. Computone 

issued iiivoice number 39481 to Data Voice for this transaction. 

125~. Alb.a knowingly, intentionally and/or with severe 
'an-· 

recklessness, recorded and reported, and caused Computone to 

record and report the preceding Data Voice transaction in 

Computone's books and in its financial statements in violation of 

GAAP. 

126·;:-: On or about December 2, 1994, Computone recorded 

approxiDl,fltely $10, 951 of income from the purported sale of 
-

products to Charterhouse, an entity experiencing financial 

difficu~~es, in violation of GAAP, in that, among other reasons, 

this was · a consigriment sale. Computone issued invoice number 

37664 to-Charterhouse for this transaction. 

127. An~erson and Alba knowingly, intentionally and/or with 

severe recklessness, recorded and reported, and caused Computone 

to recoi;~ and report the preceding Charterhouse transaction in 
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Computone's books and in its financial statements in violation of 

GAAP •. 

128. Pearce recorded and reported, and caused Computor.e to 

record and report the preceding Charterhouse transaction in 

Computone's books and in its financial statements in violatijn of 

GAAP. 

129. On or about January 6, 1995, Computone recorded 

approximately $131,400 of income from the purported sale of 

products to Source, in violation of GAAP, in that, among other 

reasons, this was a consignment sale. Computone issued invoice 

number 38001 to Source for this transaction. 

130. Anderson and Alba, knowingly, intentionally and/or with 

severe recklessness, recorded and reported, and caused Computone 

to record and report the preceding Source transaction in 

Computone's books and in its financial statements in violation of 

GAAP. 

131. Pearce recorded and reported, and caused Computone to 

record and report the preceding Charterhouse transaction in 

Computone's books and in its financial statements in violation of 

GAAP. · 

132. As a result of failing to record cost of goods sold and 

the other twenty-three preceding transactions in conformity with 

GAAP, Computone's income from continuing operations was materially 
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misstated in Computone's books and in its April 1995 10-K. 

Computone should have reported an approximate $435,107 loss from 

continuing operations, rather than the reported $126,000 of income 

from continuing operaticns for the year ended April 7, 1995. · 

~ 1995 AODIT 

133. On or about May 19, 1995, Anderson and Pearce signed a 

management representation letter which was provided to 

Computone's independent accountants for use in conducting their 

1995 audit. 

134. The manage~ent representation letter falsely 

represented that all related party transactions had been properly 

recorded or disclosed in Computone' s financial statements; and 

that there were no inventories on consignment, bill-and-hold, or 

other arrangements. 

135. Anderson and Pearce knew that the representations in 

the management letter were false. 

136. The CYMA transaction was a related party consignment 

sale. CYMA was 80% owned by the chairman of Computone and 

another Computone director. 

137. Anderson and Pearce knew that the two Computone 

directors were owners of CYMA. 

138. The CYMA transaction was not properly recorded or 

disclosed in Computone's financial statements. 
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139. Pearce did not tell the auditors that Computone 

recorded numerous transactions as sales where the goods had been 

provided to a shipper with instructions to indefinitely delay 

their deli very to customers. This practice, about which i;>earce 

knew, occurred, among other times, with respect to the recording 

of nine sales to various customers on the last day of Computone•s . 

1995 fiscal year. As previously discussed, these nine· purported 

sales transactions involved Computone invoice numbers 39499, 

39496, 39507, 39483, 39484, 39509, 39517, 39511 and 39513 which 

were issued to Euroimport, BSM, BSM, Ingram Micro, Ingram Micro, 

Ingram Mier:>, Ingram Micro, Merisel/IMS and Tech Data, 

respectively. 

_140. Anderson was also aware of Computone' s practice to 

instruct cenain shippers to delay the delivery of products to 

customers until those customers were willing to accept title to 

the products. Anderson did not disclose this information to 

Computone's independent accountants. 

141. Anderson also failed to disclose to Computone•s 

independent accountants that Source was not obligated to pay for 

any products unless it resold the products. 

142. Pearce did not tell Computone•s. independent accountants 

that the two preceding purported sales to DEC were shipped 

approximately one month prior to the shipping date requested by 

the customer, the customer would only accept title to the goods 

upon receipt at the customer's location, and the customer could 
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u::.conditionally return the goods to Computone after receipt of 

t!:.e goods. 

143. On or about June 29, 1995, Anderson and Pearce signed 

a:. updated 1:1.a.nagement representation letter, which was provided 

t: Computone's independent a=countants and which reaff~rmed their 

false representations made in the May 19, 1995 management 

r~presentation letter • 

.JULY 7, 1995 FOBM 10-Q 

144. On or about Septenber 14, 1995, Computone filed with 

t::e Commission a quarterly report on Form 10-Q for the quarter 

e::ded July 7, 1995 (the "July 1995 10-Q"). The July 1995 10-Q 

i::cluded Computone's financ~al statements for the three month 

period ended July 7, 1995. 

145. Anderson participat.ed in the preparation o: the July 

1;95 10-Q and signed the report in his capacity as president and 

c!:.ief operating officer (duly authorized officer and principal 

executive officer) of Computcne. 

14 6. Alba participated in the preparat;Lon of the July 1995 

i:-Q • 

. 147. On or about Jaly 7, 1995, Computone recorded 

aFproximately $544,400 of income from the purported sale of 

p=oducts to GC Services, ir- violation of GAAP, in that, among 

o~her reasons, title to the goods did not transfer from Computone 
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to GC Services because GC Services had placed a conditional order 

with Computone, Compu~one did not physically possess the products 

to be purportedly sold on July 7, 1995, and the products were not 

shipped by Computone to GC Services. Computone issued invoice 

number 41327 to GC Services for this transaction. 

148. This sale was recorded at Anderson's direction even 

though GC Services did not issue a binding purchase order to 

Computone and the products, which a~ the time were not in 

Computone's inventory, were never shipped. 

149. Anderson wanted this t:::-ansaction recorded on 

Computone's books to increase the amount of revenues and/or income 

Computone would report for this quarter. 

150. The GC Services purchase order contained five 

conditions. The five conditions were: ( 1) that Computone would 

store the products, bearing all storage costs, and protect GC 

Services from any loss or damage for whatever cause; (2) the 

warranty on the product would not begin until the Internal 

Revenue Service ("IRS" ) received the product; ( 3) payment would 

only be due for items shipped to the IRS and shipments would only 

be made upon request by GC Services; (4) all products were fully 

returnable to Computone by September 29, 1996; and (5) the return 

of products would not change pricing. 
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15L Kretschman,. on behalf of Computone, signed the GC 

Service~ ,~: .. conditional purchase order . 
. ~r~. 

152;. The purchase order was provided to Pearce on or about 

July 7 I 1995 • 

153. Pearce objected tc the recognition of revenue from this 

t::ansaction because of the presence of the l·3St two conditions, 

i.e., all products were fully returnable to Computone by 

September 29, 1996 and the return of products would not change 

p::icinq:· 

154~ Kretschman became aware of Pearce's objections. 

S'absequently, Kretschman discussed the matter with Pearce. 
~: ..... 

155. On July 6, 1995, the original signed purchase order 

f::om GC Services was faxed to Anderson's house. The fax also 

st.ated, "Changes to this PO at this time would not be well 

received;. if_· you know what I mean." 

156. Kretschman told Anderson about Pearce's objections as 

described above. 

151~ Anderson instructed Kretschman that the last two 

condi tio.ns listed on the purchase order be whited-out to 

eliminate Pearce's objections. 

158. Within approximately 24 hours, James o. Montgomery, II 

c·Montgomery") I Computone's director of original equipment 
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manufacturer sales, was summoned to a meeting with Anderson and 

Kretschman. · 

159. During this meeting, Anderson and Kretschman told 

Montgomery of their desire to recogniz~ revenue from this 

transaction alth~ugh the conditions imp~sed by GC Services 

precluded such recognition, and that Compu~one absolutely had to 

record and recognize this revenue. 

160. At the close of the meeting, Mon~gomery and Kretschman 

were directed by Anderson to "go take care of it" and do what 

needed to be done to recognize the revenue. 

161. Subsequently, Montgomery was sunmoned to Kretschman' s 

office where Kretschman whited-out the last two conditions on the 

purchase order, modified the first conditi~n by indicating that 

GC Services, rather than· Computone, would bear the expense of 

insuring the storage of the products at Computone's premises, and 

changed the date of the purchase order to July 7, 1995. None of 

these changes jus~ified revenue recognition under GAAP. 

162. Kretschman then directed Montgomery to go to a copy 

center to further alter the original purchase order to 

incorporate Kretschman's changes. 

163. Kretschman told Montgomery that if Montgomery did not 

make the changes, then the order would not be able to be 

processed and the revenue would not be able to be recognized. 
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164. Montgomery made the changes to the purchase order at 

the copy center knowing that GC Services was not aware cf the 

alterations. 

165. On oi: about July 7, 1935, . Montgomery sent a fax to GC 

Services requesting that an attached letter be signed recause 

"our accounting staff needs to be able to post this letter for 

audit purposes." GC Services refused Montgomery's request. 

166. Montgomery gave Pearce the altered purchase order with 

three conditions. 

167. Pearce was aware that GC Services was on an internal 

Computone list targeted for a sale to be completed by the end of 

the quarter. 

168. Alba was provided a copy of the GC Services purchase 

order with three conditions. 

169. On or about July 6, 1995, Alba learned from Pearce and 

Montgomery that Computone· would be recognizing revenue from this 

transaction. 

170. The IRS never ordered the products.from GC Services. 

171. Alba and/or Pearce knowingly, intentionally and/or with 

severe recklessness, directed the recording of this transaction 

on Computone's books. Both Alba and Pearce knew or were reckless 

in not knowing that this transaction was recorded on or about 
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July 7, 1995 as a bill-and-hold sale which did not comply with 

GAAP, and that it would be reported in the July 1995 10-Q. 

172. Anderson, Alba and Kretschman knowingly, intentionally 

and/or with severe recklessness, recorded and reported, and·caused 

Computone to record and report the preceding GC Services 

transaction in Computone' s books and in its financial statements 

in violation of GAAP. 

173. Pearce knowingly, intentionally and/or with severe 

recklessness, recorded and caused Computone to record the 

preceding GC Services transac~ion in Compu-:one' s books in 

violation of GAAP. 

174. During the quarter ended July 7, 1995, Computone failed 

to record and report approximately $14,145 of tooling amortization 

expense in conformity with GAAP. 

175. During the quarter ended July 7, 1995, Computone failed 

to record and report approximately $30, 7 50 of obsolete inventory 

expense in conformity with GAAP. 

176. During the quarter ended July 7, 1995, Computone failed 

to record and report approximately $22,500 of bad debt expense in 

its books, records and financial statements in conformity with 

GAAP. 

177. Pearce and Alba failed to record, and caused Computone 

to fail to record the preceding tooling amortization, obsolete 
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inventory, and bad debt expenses in Computone's books in 

conformity with GAAP. 

178. O!l or about July 7, 1995, Computone recorded 

approximately $10,135 of income fr~m the purported sale cf 

products to Data General, in violati::m of GAAP, in that, amor:g 

other reasons, Computone did not ship the products until the 

following quarter in accordance with the request of Data General. 

Computone issued invoice number 4131! to Data General for this 

transaction. 

179. Anderson failed to record and report, and caus~ 

Computone to fail to record and report the preceding Data General 

transaction in Computone's books in conformity with GAAP. 

180. Pearce failed to record, and caused Computone to fail 

to record the preceding Data General transaction in Computone' s 

books in conformity with GAAP. 

181. On or about July 7, 1995, Computone recorded 

approximately $6,016 of income from the purported sale of products 

to Unisel, S.A. ("Unisel"), in violation of GAAP, in that, among 

other reasons, Computone did not ship the products to Onisel until 

the following quarter. Computone issued invoice number 41324 to 

Unisel for this transaction. 

182. Alba knowingly, intentionally and/or with severe 

recklessness, recorded and reported, and caused Computone to 
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record and report the preceding Unisel transaction in Computone's 

books and in its fin~ncial statements in violation of GAAP. 

183. On or about June 12, 1995, Computone authorized 

Microage to return certain products accounting for approximately 

$55,779 of income, but failed to record these pending returns in 

its books and records in conformity with GAAP. 

184. On or about June 30, 1995, Computone authorized Merisel 

to return certain, products accounting for approximately $27,654 of 

income, but failed to record these pending returns in its books 

and records in conformity with GAAP. Pearce personally authorized 

this return on behalf of Computone. 

185. Instead of immediately issuing credit memos for these 

pending returns, Anderson directed Computone' s accounting 

department to not issue credit memos for the ·preceding Microage 

and Merisel returns in order to manipulate Computone's income. 

186. Microage and Merisel were not issued credit memos until 

April 5, 1996. 

187. Anderson and Alba knowingly, intentionally and/or with 

severe recklessness, in contravention of GAAP, failed to record 

and report, and caused Computone to fail to record and report the 

preceding credit memos to Microage and Merisel in Computone' s 

books and in its financial statements. 
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188. Pearce knowingly, intentionally and/or with severe 

reckles~~~ss, in contravention of GAAP, failed to record and 

caused C;mputone to fail to record the preceding credit memos to 

Microage and Merisel in Computone's books. 

189. As a result of failing to recording the preceding eight 

transact:.ons in conformity with GAAP, Computone' s income from 

continuing operations was materially misstated in Computone's 

books and in its July 1995 10-Q. Computone should have reported an 

approximate $1, 352, 380 loss from continuing operations, ra'ther 

than the.reported $641,000 loss from continuing operations for the 
ar·. 

quarter :~ded July 7, 1995. 

OCTOBER. 6, 1995 FOHN 10-Q 

190. On or about November 7, 1995, Computone filed with the 

Commission a quarterly report on Form 10-Q for the quarter ended 

October ='6', 1995 (the "October 1995 10-Q''). The October 1995 10-Q 

included Computone's financial statements for the three month 

period ended October 6, 1995 . 
.. 

19l:~c. Anderson participated in the preparation of the October 
•I 

1995 10-Q and signed the report in his capacity as president and 

chief operating officer (duly authorized officer and principal 

executive officer) of Computone. 

192. Alba participated in the preparation of the October 

1995 10-Q. 

43 



) 

193. During the quarter ended October 6, 1995, Computone 

failed to record and report approximately $14,145 of tooling 

amortization expense in conformity with GAAP. 

194. During the quarter ended October 6, 1995, Computone 

failed to record and report appro~imately $30, 750 of obsolete 

inventory expense in co~formity with GAAP. 

195. During the quarter ended October 6, 1995, Computone 

failed to record and report approximately $2,277 of depreciation 

expense in conformity with GAAP. 

196. During the quarter ended October 6, 1995, Computone 

failed to record and report approximately $22, 500 of bad debt 

expense in conformity with GAAP. 

197. During the quarter ended October 6, 1995, Computone 

improperly recorded and reported approximately $3,192 of product 

development expense in violation of GAAP. 

198. During the quarter ended October 6, 1995, Computone 

failed to record and report approximately $662 of interest expense 

in conformity with GAAP. 

199. Alba failed to record and report, and caused Computone 

to fail to .record and report the preceding tooling amortization, 

obsolete inventory, depreciation, bad debt, product development, 

and interest expenses in Computone' s books and in its financial 

statements in conformity with GAAP. 
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200. On or about October 6, 1995, Computone recorded 

approximately $66, 380 of income from seven purported sales of 

products to :our different customers. Each of these purported 

sales were recorded in violation of. GAAP, in that, among ·other 

reasons, the products were not shipped by Computone to the 

customers un~il the following quarter, and title to the products 

did not transfer to the customers until after October 6, 1995. 

201. Coi:putone issued invoice number 43058 to Data General, 

invoice number 43102 to Merisel/IMS, invoice number 43108 to Tech 
. 

Data, invoice number 43132 to Diamond Flower Electric Instrument 

Company ("Diamond Flower') , invoice number 43123 to Diamond 

Flower, invo:.ce number 4 3134 to Tech Data, and invoice number 

43103 to Mer~sel/IMS for these seven transactions. 

202. Corputone recorded approximately $7,092, $14,677, 

$9, 839, $5, 951, $4, 756, $12, 687 and $11, 378 of income from the 

preceding invoice numbers 43058, 43102, 43108, 43132, 43123, 43134 

and 43103, respectively. 

203. Anderson instructed Computone's accounting department 

to record the preceding seven transactions as sales even though he 

knew that Canputone had not shipped the products by October 6, 

1995, the last day of the quarter. 

204. Anderson and Alba knowingly, intentionally and/or with 

severe recklessness, recorded and reported, and caused Computone 
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to record and report th~ preceding seven transactions in 

Canputone' s books and. in its financial statements in violation of 

GJ.AP. 

205. On or about Sep:ember 

a~proximately $30,723 of :ncome 

1, 1995, Computone recorded 

from the purported sale of 

products to Source, in violation of GAAP, in that, among other 

reasons, this was a consignr.ent sale and the products, as listed 

in Computone invoice number 42459, were not shipped until the 

following quarter. 

206. Anderson knowingly, intentionally and/or with severe 

recklessness, recorded and reported, and caused Computone to 

record and report the preced.:.ng Source transaction in Computone's 

books and in its financial statements in violation of GAAP. 

207. Alba recorded and reported, and caused Computone to 

record and report the preced..!.ng Source transaction in Computone's 

books and in its financial statements in violation of GAAP. 

208. As a result of failing to record the preceding fourteen 

transactions in conformity with GAAP, Computone' s 

continuing operations was :iaterially misstated in 

books and in its October 1995 10-Q. Computone 

income from 

Computone's 

should have 

reported an approximate $156,245 loss from continuing operations, 

rather than the reported $8,000 of income from continuing 

operations for the quarter ended October 6, 1995. 
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~y 5, 1996 FOBM 10-Q 

209. On or about February 15, 1996, Coi:putone filed with the 

Commission a quarterly report on Form 10-Q :or the quarter ended 

January 5, 1996 (the "January 1996 10-Q''). !'he January 1996 10-Q 

included Computone's financial statements :or the three month 

period ended Ja~uary 5, 1996. 

210. Anderson participated in the preparation of the January 

1996 10-Q and signed the report in his capacity as president and 

chief operating officer (duly authorized c:ficer and principal 

executive officer) of Computone. 

211. Alba participated in the prepara-:ion of the January 

1996 10-Q and signed the report in his capacity as controller and 

principal accounting officer of Computone. 

212. During the quarter ended January 5, 1996, in 

contravention of GAAP, Alba failed to record and report, and 

caused Computone to fail to record and report approximately 

$14,145 of tooling amortization expense. 

213. During the quarter ende~ January 5, 1996, in 

contravention of GAAP, Alba failed to record and report, and 

caused Computone failed to record and report approximately $30,750 

of obsolete inventory expense. 

214. During the quarter ended January 5, 1996, in 

contravention of GAAP, Alba failed to record and report, and 
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ca~sed Computone to f~il to record and report approximately $2,277 

of depreciation expen~e. 

215. During the quarter ended January 5, 1996, in 

co::travention of GAAP, Alba failed to record and report, and 

ca~sed Computone to fail t~ record and report ap~roximately 

$22,500 of bad debt expense. 

216. During the quarter ended ~anuary 5, 1996, in 

co~travention of GAAP, Alba improperly recorded and reported, and 

ca:ised Computone to improperly record and report approximately 

$3,192 of product development expense in violation of GAAP. 

217. During the quarter ended January 5, 1996, in 

contravention of GAAP, Alba failed to record and report, and 

ca~sed Computone to fail to record and report approximately $662 

of interest expense. 

218. For the quarter ended January 5, 1996, in con~ravention 

of GAAP, Computone failed to record approximately $25,333 of legal 

expenses which had been incurred by Computone during the quarter. 

219. These legal fees were paid for by three of Computone's 

directors, who were also stockholders of Computone. 

220. Computone implici~ly benefited from the three 

directors' payment of the legal fees on Computone's behalf. 

221. Alba failed to record and report, and caused Computone 

to fail to record and report: the preceding legal expenses in 
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Computone' s books and in its financial statements in conformity 

with GAAP. 

222~· on· or about November 3, 1995, Computone recorded 

approximately $65,000 of income from the purported sale of 

products to Euroirtport, in violation of GAAP, in that, among other 

reasons, th:ls was a consignment sale. Computone issued invoice 

number 43547 to Euroimport for this transaction. 

223. The consignment order issued by Euroimport to Computone 

for this transaction. was intentionally altered by Anderson and 

Hume to ,crea~.~ the appearance that Euroimport. had placed a bill-

and-hold· ~sale with Computone. 
__ ,,...._ . 

224. Notwiths~anding the alteration by Anderson and Hume to 

Euro import' s order, the altered order would not have supported 

recognition of this transaction as a sale in conformity with GAAP 

because/..:- am9ng other reasons, this transaction had not been 

requested by,;.,~Euroimport, the inventory had not been segregated by 

Computone, there were no firm delivery dates and Computone 

expectecL. Euroimport's customers to pay C:>mputone upon their 

purchase of ~he products from Euroim.port. 

225. Anderson, Alba and Hume knowingly, intentionally and/or 

with severe recklessness, recorded and reported, and caused 

Computone to record and report the preceding Euroimport 
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transac~ion in Comput~ne's books and in its financial statenents 

in violation of GAAP. 

22€. On or about January 5, 1996, Computone recorded 

approxil:.ately $23,320 of income from the purported sale of 

products to First Internet :ranchise Corporation ("First 

Internet"), in violation of GAAP, in that, among other reasons, 

the products were not shipped by C~mputone to First Internet until 

the following quarter, and this was a consignment sale. Computone 

issued invoice number 44683 e;o First Internet for this 

transac~ion. 

227. Computone sent obsolete products to First Internet for 

this transaction. 

228. Computone authorized First Internet to return the 

products during May 1996 and durir.; July 1996. 

229. First Internet did r.ot commence operations until 

approximately June 1996. 

230. Alba knowingly, inter.e;ionally and/or with severe 

recklessness, recorded and repo:ted, and caused Computone to 

record and report the preceding First Internet transaction in 

Computone' s books and in its f inar.cial statements in violation o'f 

GAAP. 

231. On or about January 5, 1996, Computone recorded 

approxin:ately $180,485 of income from the purported sale of 
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products to Walmart, in violation of GAAP, in that, among other 

reasons, Walmart had.net ordered the products, and Computone did 

not ship the products to Walmart until the following quarter. 

Computone issued invoice number 44745 to Walmart for· this 

transaction. 

232. Anderson and Kretschman created a fictitious order to 

create the appearance t:hat Walmart entered into a bill-and-hold 

sale with Computone. 

233. Anderson instructed Alba to record this sale on 

Computone' s books even though both Anderson and Alba knew that 

Computone had not shipped the products to Walmart. 

234. Notwithstanding the creation of the fictitious Walmart 

order by Anderson and ¥Ietschman, recognition of this transaction 

as a sale was in contravention of GAAP. 

235. In an attempt to conceal the improper recording of this 

transaction, on or about April 9, 1996, Anderson and Kretschman 

attempted to obtain a document from Walmart to indicate that 

Walmart had placed a bill-and-hold sale for this transaction as of 

January 5, 1996. 

236. Anderson, Alba and Kretschman knowingly, intentionally 

and/or with severe recklessness, recorded and reported, and caused 

Computone to record and report the preceding Walmart transaction 
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in Computone's books and in its financial statements in violation 

of GAAP~ 

237. As a result of failing to recording the preceding ten 

transactions in conformity with GAAP, Computone' s income from. 

continuing ~perations was materially misstated in Computone's 

books and in its January 1996 10-Q. Computone should have reported 

an approximate $162, 280 loss from continuing operations, rather 

than the reported $199, 000 of income from continuing operations 

for the quarter ended January 5, 1996. 

APRIL S, 1996 FORM 10-K 

238. On or about August 21, 1996, Computone filed with the 

Commission a.~ annual report on Form 10-K for the year ended April 

5, 1996 (the "April 1996 10-~'). The April 1996 10-K included 

Computone's financial statements for the year ended April 5, 1996. 

239. Anderson participated in the preparation of the April 

1996 10-K and signed the report in his capacity as president, 

chief executive officer, principal executive officer and a 

director of Computone. 

240. Alba participated in the preparation of the April 1996 

10-K and signed the report in his capacity as Vice President­

Finance and Administration and chief financial officer (principal 

financial and accounting officer) of Computone. 
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241. During the four:h quarter ended April 5, 1996, 

C~mputone authorized five d.:..fferent customers, in a total of six 

transactions, to return ce:tain products, but failed to record 
'. 

t~ese known, pending sales returns, approximating a $54,571 

reduction of income, in its books and records in conformity with 

G.~P. 

242. The sales returr~ related to invoice number 46930 

previously issued to Ameriquest Robec, invoice number 46958 

previously issued to Datat~ac, invoice number 46987 previously 

issued to Riverstyx, invoice number 46996 previously issued to 

Dallas Airmotive, invoice number 47092 previously issued to Harris 

F..awk Company, and invoice number 47093 previously issued to 

~;neriquest Robec. 

243. Alba failed to record, and caused Computone to fail to 

record the six preceding pending returns in Computone's books and 

Li its financial statements in conformity with GAAP. 

244. During the. four:h quarter ended April 5, 1996, 

c::Jmputone f ai~ed to record known, pending sales returns from Tech 

Data approximating a $55,140 reduction of income in its books and 

records in conformity with G.~P. 

245. Alba failed to record, and caused Computone to fail to 

record the preceding Tech Data pending return in Computone's books 

a.id in its financial statements in conformity with GAAP. 
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246. On or about April 5, 1996, Computone recorded 

approximately $179,360 of income from the purported sale of 

products in thirty-six transactions with various customers, in 

violation of GAAP, in that, amo~g ether reasons, Computone -did not 

ship the products to the customers until the following quarter. 

247. The thirty-six transactions related to Computone 

invoice numbers 66365, 66336, 66332, 66296, 66315, 66309, 66338, 

66337, 66333, 66335, 66355, 66353, 66334, 66363, 66328, 66329, 

66350, 66330, 66342, 66327, 66347, 66344, 66345, 66360, 66364, 

66354, 66362, 66359, 66352, 66358, 66346, 66349, 66343, 66351, 

66087 and 66313 which were issued to Computone customers Dupaco, 

Solid Data, Capstone, Merisel \IMS, Mid South, Melita, Computer 

Clinic, Computer Clinic, Team Technologies, Systems Distrib., JC & 

G Company, Harris Hawk, Tuscaloosa City School, Walmart, Wal.mart, 

Walmart, Tech Data, Walmart, Business Records, Walmart, Tech Data, 

The Re\Comm Group, Tech Data, Merisel, Renlar, Renlar, Ameriquest 

Robec, Merisel, Tech Data, Gates\Arrow, Tech Data, Tech Data, 

Fujitsu, Tech Data, Source, and Socket Internet, resp~ctively. 

248. On or about April 5, 1996, Computone was attempting to 

ship the products relating to the preceding thirty-six 

transactions, to certain customers. 

54 

--------------- ----



) ) 
·' 

249. Anderson a~d Alba knew that Computone vas experiencing 

proble~j.n finding a shipper to pick-up the prodc=ts on April S, 
I 4:: 

1996. 

250. One of Computone's outside auditors, who was on 

Computone's premises t~ observe the packing a..~d shipping of 

inventory~ told Anderson and Alba that title to t~e products had 

to transfer to the cus~omers by midnight in order to recognize 

sales revenue from these transactions • 
. ; ~ 

251-. Anderson and Dan Howell ("Howell" , , Computone's 

Director. of· Operations who oversaw Comput::me' s shipping 
·ar-· · 

operations,· attempted to intimidate the Computo:r.e auditor into 

reversing his position on sales recognition by cal:ing the auditor 

into Howell's office and berating him. 

2 52. Amcmg other things, Anderson shouted at the auditor, 

"If you ;·.f------ think that we' re not going to recognize income on 

this sa~e, YQU've lost your g-d---- mind." 
--· 

253. After the auditor left Howell's office, Anderson and 

Howell ~~.re high-fiving each other. Anderson then congratulated 

Howell on a 9reat performance and said he was going to buy him a 

big bottle of champagne. 

254. In an attempt to conceal the products from the 

auditors, Anderson and Alba obtained a trailer to store the 

products. The products were loaded onto the trailer. The auditor 
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observed the loading of the products onto the trailer and was told 

that the products would be shipped that night. 

255. When the auditor left that night, the trailer, with the 

products aboard, was moved from Computone's loading dock to 

Computone's parking lot. 

256. The following day, a Saturday and the first day of the 

next fiscal quarter, the auditor drove to Computone' s premises 

where he observed the trailer. 

257. ·computone did not begin to remove the products from the 

trailer and ship them to customers until the following week. 

258 .. The auditors uncovered the attempt by Computone, 

Anderson and Alba to hide this inventory in order to create the 

appearance that title to the products had transferred to the 

customers prior to the end of the year ended April 5, 1996. 

259. Anderson and Alba knowingly failed to record, and 

caused Computone to fail to record the preceding thirty-six 

transactions in Computone's.books in conformity with GAAP. 

2 60 . During the fourth quarter ended April 5, 1996, 

Computone recorded approximately $32, 000 of income from a 

purported bill-and-hold sale in violation of GAAP. 

261. Alba failed to record, and caused Computone to fail to 

record the preceding purported sale in Computone' s books and in 

its financial statements in conformity with GAAP. 
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2 62. During the. fourth quarter, Computone failed to record 

approximately $75,000 for es~imated future sales returns from its 

distributors in conformity with GAAP. 

263. Alba failed to record, and caused Computone to fail to 

re=ord the preceding estimated future sales returns from its 

distributors in Computone's books and in its financial statements 

in conformity with GAAP. 

264. During the fourth quarter ended April 5, 1996, Alba 

failed to record, and ca~sed Computone to fail to record 

a~proximately $22,500 of bad debt expense in conformity with GAAP. 

265. During the fourth quarter ended April 5, 1996, Alba 

failed to record, and caused Computone to fail to record 

approximately $30,750 of obsolete inventory expense in conformity 

wi-:.h GAAP. 

266. On or about April 5, 1996, Computone recorded 

approximately $15,450 of income from the purported sale of 

products to AV Systems & Exports ("AV Systems") , in violation of 

GAAP, in that, among other reasons, Computone did not ship the 

products to AV Systems until the following quarter.. Computone 

issued invoice number 46558 to AV Systems for this transaction. 

267. Anderson and Alba failed to record, and caused 

Computone to fail to record the preceding AV Systems transaction 

in Computone's books in conformity with GAAP. 
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268. On or about April 7, 1995, Computone recorded 

approximately $124,6~4 of income from the purported sale of 

products to CYMA, in violation of GAAP, in that, among other 

reasons, this was a consignment sale and CYMA lacked the ability 

to pay for the products. Computone issued invoice number 39480 to 

CYMA for this trar.saction. 

269. CYMA never paid for any of the products. 

270. During the period beginning on or about July 19, 1995 

through approximately January 27, 1996, CYMA directly or 

indirectly returned all of the products to Computone. 

271. Computone intentionally did not issue credit memos to 

CYMA until approximately April 5, 1996. On or about April S, 

1996, Computone reduced its reported income, in violation of GAAP, 

by issuing and recording a credit for $124,684 of income to CYMA 

for this purported sale. 

272. Anderson and Alba knowingly recorded, and caused 

Computone to record the preceding CYMA credit memo in Computone's 

books in violation of GAAP. 

273. As a result of failing to record the preceding forty­

eight transactions in conformity with GAAP, Computone' s income 

from continuing operations was materially misstated in Computone's 

books. 
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274. On or about June 12, 1995, Computone authorized 

Microage to return c~rtain produ~s accounting for approximately 

$55,77S of income, but failed to record these pending returns in 

its boc~s and records in conformi~1 with GAAP. 

2~5. On or about June 30, 19~5, Computone authorized Merisel 

to reti:=n certain products accoun~ing for approximately $27,654 of 

income, but failed to· record these pending returns in its books 

and records in conformity with GAA?. 

276. Instead of immediately issuing credit memos for these 

pending returns, Anderson di:ected Cornputone's accounting 

departI::.ent to not issue credit memos for the preceding Microage 

and Merisel returns in order to manipulate Computone's income. 

277. Microage and Merisel were not issued credit memos until 

April 5, 1996. 

TllB 1996 ADDIT 

278. During the 1996 audit, Alba knowingly gave Computone•s 

auditors misleading responses when the auditors asked him why 

there had been a delay in issuing the credit .memos to CYMA. Alba 

knowingly failed to tell the auditors that the issuance of the 

credit memos to CYMA was intentionally delayed at the instruction 

of Anderson in order·to manipulate Computone's income. 

279. During the 1996 audit o! Computone, Alba knowingly gave 

Computone's auditors misleading responses when the auditors asked 

him why there had been a delay in issuing the credit memos to 
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Microage and Me~isel. Alba knowingly failed to tell the 

auditors, after being asked by them, that the iss~ance of the 

credit memos to t~ese customers was intentionally delayed at the 

instruction of Anderson in order to manipulate Comp~tone•s 

income. 

280. As pre7iously discussed, on or about July 7, 19.95, 

Computone recorded approximately $544,400 of income from the 

purported sale of products to GC Services, in violation of GAAP, 

in that, among ot~er reasons, title to the goods did not transfer 

from Computone to GC Services because GC Services had placed a 

conditional order with ·Computone, Computor.e did not physically 

possess the produ=ts to be purportedly sold on July 7, 1995, and 

the products were not shipped by Computone to GC Services. 

Computone issued invoice number 41327 to GC Services for this 

transaction. 

281. During ~he 1996 audit, Anderson and Kretschman lied or 

omitted to tell t~e truth to Computone's independent accountants 

about the preceding GC Services transaction. 

282. During the 1996 audit, Computone' s independent 

accountants were provided a copy of the preceding GC Services 

purchase order wi~h three conditions. 

283. During the 1996 audit, 

accountants questioned Kretschman 

Computone's 

about this 

independent 

transaction. 

Kretschman's responses were misleading when he failed to disclose 
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the truth about the aitered purchase order. 

'\ 
J 

Kretschman failed to 

tell th_e: independent. accountants that the GC Services purchase 

order hid been altered. Kretsch:nan falsely told the independent 

accountants that he did not know where the original purchase 

order was and that he had no reccllection of which version ~f the 

purchase-order he signed. 

284. Kr.etschman knew that he had signed the original, 

unaltered purchase order and that the original version was copied 

and altered to justify the sale on Computone•s books. 

285 • Anderson and other Computone board members req.iested 

written·?.~~- correspondence 
~;.;L 

from the auditors explaining why 

additional procedures needed to be performed and what addi~ional 

documentation needed to be obtained by the auditors befo:e the 

1996 audit could be completed. 

28~;. On=· or about June 11, 1996, Co~putone' s auditors 

provided An~~rson and other board members with an interim report 

in conjuncti:on with the 1996 audit. Anderson provided a copy of 

the report to Alba. The report stated that t~e auditors had been 
·::S\..r.' 

!!-

alerted to potential irregularities within Computone from a tip. 

The tipster· reported that Computone was making deliveries at the 

end of each quarter to warehouses in the Atlanta, Georgia area 

which in the fallowing quarter would be returned to Computone. 

The auditors also noted that bill-and-hold sales reported by 
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Computone failed to ~ supported by documentation which indicated 

the customer intended to take title to the goods. 

287. In the let~er dated on or about J~11e 11, 1996, the 

auditors identified ~he July 1995 GC Services ~ransactions as a 

bill-and-hold sale. Although Anderson knew that these were not 

bill-and-hold sales, he never told Computone's auditors that the 

GC Services transac~ion was a conditional sale and that he 

participated in the alteration of the purchase order in order to 

conceal the true substance of the transaction. 

288. As previously discussed, on or about November 3, 1995, 

Computone recorded approximately $65,000 of income from the 

purported sale of products to Euroimport ("the Euroimport sale"), 

in violation of GAAP, in that, among other reasons, this was a 

consignment sale. Computone issued invoice number 43547 . to 

Euroimport for this transaction. 

289. The consignment order issued by Euroimport to Computone 

for this transaction was intentionally altered by Anderson and 

Hume. 

290. On or abou~ April 15, 1996, in conjunction with the 

April· 1996 fiscal year audit, the president of Euroimport 

responded to a confirmation request from the BOO auditors by 

stating that Euroimport did not owe money from the Euroimport 

sale. 
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291. Upon learning about Euroimp~rt's president's response, 

Anderson and Hume d;-afted a document. to Euroimport' s president 

asking him to help them by confirmin; with Computone' s auditors 

that the :ornputone invoice was . genuine and a Euroimport 

liability. The letter also stated, ~?lease be assured that this 

invoice is not and will not be considered as due from 

Euroimports ..•• " 

292. This letter was drafted wit~ the intention to convince 

Euroimport's president to.sign the audit confirmation. 

293. On or about July 1, 1996, Ar.derson was questioned about 

the Euroimport sale by Computone's auditors. 

294. On or about July 2, 1996, Computone's auditors 

questioned Hume about the Euroimport sale. 

295. Anderson and Hume failed to tell the auditors that the 

Euroimport sale was a consignment sale and that they had altered 

the purchase order which was furnished to them for use in their 

audit. 

296. Hume requested that Computone' s auditors not contact 

Euroimport to obtain a copy of the original purchase order. 

297. Anderson and Hume misled Con:putone's auditors about the 

Euroimport sale by failing to disclose that this was a contingent 

sale and that the purchase order Computone had furnished for· the 

audit was fictitious. 
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.ll\NtJARY 3, 1997 FOBM 10-QSB 

298. On or abou~ February 14, 1997, Computone filed with the 

Commission a quarterly report on Form 10-QSB for the quarter ended 

January 3, 1997 (the "January 1997 10-QSB") . The January 1997 10-

QSB included Computone's financial statements for the three month 

period ended January 3, 1997. 

299. Anderson participated in the preparation of the January 

1997 10-QSB and signed the report in his capacity as president and 

chief operating officer {duly authorized officer and principal 

executive officer) of Computone. 

300. Alba participated in the preparation of the January 

1997 10-QSB and signed the report in his capacity as vice 

president of finance and administration and chief financial 

officer (principal accounting officer) of Computone. 

301. On or about January 3, 1997, Alba recorded and 

reported, and caused Computone· to record on its books and report 

in its financial statements approximately $5, 933 of income from 

the purported sale of products to Data General in violation of 

GAAP, in that, among other reasons, title did not contractually 

pass to GC Services until the following quarter. Computone issued 

invoice number 52967 to Data General for this transaction. 

302. On or about January 3, 1997, Computone recorded 

approximately $75,830 of income from the purported sale of 
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products to Data Gen~ral, in violation o: GAAP, in that, among 

other reasons, title did not pass to Ge Services until the 

following quarte~. 

303. Data C-eneral was closed during ~he period December 30, 

1996 through Jar.uary 3, 1997 and had not ordered these products 

from Computone. 

304. In an attempt to create the appearance that the 

products had been sold to Data General, A.,derson directly and/or 

indirectly through Kretschman, instructed Danny R. Auerbach, 

Computone' s then national sales manager a.,d current Director of 

North American Sales, to create a fictitious sales order 

purportedly rece~ved from Data General, in order to recognize this 

transaction as a sale during the quarter. 

305. Computone issued invoice number 53078 to Data General 

for this transa~ion. 

306. In. addition, Computone intentionally sent the products 

to storage at an interim shipper's warehouse on or about January 

3, 1997. The interim shipper was initially instructed to 

redeliver the goods to CompQtone on January 8, 1997. 

Subsequently, the shipper was instructed to redeliver the goods to 

Computone on January 10, 1997. 

307. Anderson, Alba and Kretschman knowingly, intentionally 

and/or with severe recklessness, recorded a,d reported, and caused 
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Computone to record and report the preceding Data General 

transaction in Computone' s books and in its financial statements 

in violation of GAAP. 

308. From on or about November 25, 1996 through January 3, 

1997, Computone recorded approximately $360,440 of income from the 

purported sale of products to Capella Worldwide Networking, Inc. 

("Capella"), in violation of GAAP, in that, among other reasons, 

these were consignment sales whereby title had not passed to 

Capella as of January 3, 1997. 

309. Computone issued 

invoices to Capella, an 

approximately twelve 

entity experiencing 

difficulties, relating to these transactions. 

different 

financial 

310. Two of the transactions, accounting for $202,247 of the 

$360,440 of income from these purported sales, were recorded on or 

about January 2, 1997 and January 3, 1997. 

311. Capella lacked the financial ability to pay for 

Computone's products unless it resold the products. On or about 

October 1997, Capella filed for Chapter 11 bankruptcy. 

312. Anderson and Alba knowingly, intentionally and/or with 

severe recklessness, recorded and reported, and caused Computone 

to record and report the preceding Capella transaction in 

Computone's books and in its financial statements in violation of 
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GAAP. Anderson and Alba knew that the sales we~e consigrunent sales 

and knew.that Capella.was experiencing financial difficulties. 

313. On or about January 3, 1997, Computone recorded 

approximately $82,796 of income from six purported sales of 

products tc certain foreign customers, in violation of GAAP, in 

that, among other reasons, title did r.ot pass to GC Services until 

.the following quarter. 

314. The six transactions related to Computone invoice 

numbers" 52977, 53008, 53009, 53064, 53065 and 53058 which were 

issued tp Computone customers Computronics Belgium, Top Log France 

SA, Coltll?.9.tronics Belgium, Top Log France SA, Top Log Iberica and 

PCS Computer Projects Ltd., respectively. 

315. Computone gave the goods to a local interim shipper to 

store at its warehouse. The local interim shipper was, by law, 

unable to· deliver the goods to Computone's customers. The local 

interim-shipper was not the shipper designated to be used by the 

customers. 

316i·-· The local interim shipper did not pick-up the goods 

related to invoice numbers 53008 and 53058 from Computone until 

on or about January 6, 1997. The local interim shipper 

transferred some of the goods to another shipper on or about 

January 6, 1997. This subsequent shipper did not receive nor 
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ship the goods to ·computone's customers until the following 

quarter. 

31 7 . Anderson and Alba were aware of the use of interim 

shippers by Computone and that Computone recorded sales when the 

products were provided to the interim shipper, even though title 

to the goods did not pass to the customer until the following 

quarter. 

318. Anderson and Alba knowingly, intentionally and/or with 

severe recklessness, failed to record and report, and caused 

Computone to fail to record and report the preceding six 

transactions in Computone's books and in its financial statements 

in conformity with GAAP. 

319. On or about January 2, 1997, . Computone recorded 

approximately $27,680 of income from the purported sale of 

products to Galacticomm Inc. (" Galacticomm" ) , in violation of 

GAAP, in that, among other reasons, this was a consignment sale. 

Computone issued invoice number 52953 to Galacticomm for this 

transaction. 

320. On or about January 3, 1997, Computone recorded 

approximately $5,751 of in=ome from the purported sale of products 

to Galacticomm, in violation of GAAP, ip that, among other 

reasons, this was a consignment sale. Computone issued invoice 

number 53042 to Galacticomn for this transaction. 
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321. Anderson and Alba knowingly, intentionally and/or with 

severe recklessness,. recorded and reported, and caused Computone 

to record and report the two preceding Galacticonun transactions in 

Computone's books and in its financial statements in violation of 

GAAP. 

322. On o:- about January 3, 1997, 

approximately $56,563 of income from the 

Computon~ 

purported 

recorded 

sale of 

products to Newcom Inc. ("Newcom"}; in violation of GAAP, in that, 

among other reasons, title did not pass to Newcom Inc. until the 

following quarter. 

323. Computone issued invoice number 53057 to Newcom for 

this transaction. 

324. Newcom's purchase order, which was reviewed by Alba on 

January 3, 1997, indicated FOB-destination, i.e., title did not 

pass until Newcom received the products. 

325. Newcom received the products on January 13, 1997, 

during the following fiscal year, and subsequently returned the 

products to Computone during April 1997 and· August 1997 because 

it was unable to sell the products. 

326. Newcom never paid for the products and in October 1997, 

Computone cancelled the transaction. 

327. Anderson and Alba knowingly, intentionally and/or with 

severe recklessness, recorded and reported, and caused Computone 
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to record and report the preceding Newcom transaction in 

Computone's books and in its financial statements in violation of 

GAAP. Anderson and Alba knew that title to the products did not 

vest with Newcom until the following fiscal year. 

328. As a result of failing to record the pre=eding twenty­

three transactions in conformity with GAAP, Computone' s income 

from continuing operations was materially misstated in Computone's 

books and in its January 1997 10-QSB. Computone shou~d have 

reported an approximate $488,992 loss from continuing operations, 

rather than the reported $126,000 of income from continuing 

operations for the quarter ended January 3, 1997. 

APJllL 4, 1997 l'OIQI 10-KSB 

329. On or about July 2, 1997, Computone filed with the 

Conunission an annual report on Form 10-KSB for the year ended 

April 4, 1997 (the "April 1997 10-KSB"). The April 1997 10-KSB 

included Computone's financial statements for the year ended April 

4, 1997. 

330. Anderson participated in the preparation of the April 

1997 10-KSB and signed the report in his capacity as president, 

chief executive officer, principal executive officer and a 

director of Computone. 

331. Alba participated in the preparation of the April 1997 

10-KSB and signed the report in his capacity as Vice President-
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Finance and Ad::.i.nistration and chief financial officer (principal 

financial and a=count.ing officer) of Computone. 

332. As p=eviously discussed, on or about January 2, 1997, 

Computone reccrded approximately $27,680 of income from the 

purported sale of products to Galacticomc, in violation of GAAP, 

in that, amor.~ other reasons, this was a consignment sale. 

Computone issued invoice number 52953 to Galacticomm for ·this 

transaction. 

333. As p=eviously discussed, on or about January 3, 1997, 

Computone reccrded approximately $5,751 of income from the 

purported sale of products to Galacticomm, in violation of GAAP, 

in that, among other reasons, this was a consignment sale. 

Computone issued invoice number 53042 to Galacticonun for this 

transaction. 

334. On er about January 30, 1997, Computone recorded 

approximately $21 of income from the purported sale of products to 

Galacticomm, ir. violation of GAAP, in that, among other reasons, 

this was a consignment sale. Computone issued invoice number 53557 

to Galacticomm for this transaction. · 

335. On er about January 31, 1997, Computone recorded 

approximately S230 of income from the purported sale of products 

to Galacticomm, in violation of GAAP, in that, among other 
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reasons, this was a consignment sale. Computone issued invoice 

number 53597 to Gala~ticolM\ for this transaction. 

336. On or about FebrJary 3, 1997, Computone recorded 

app~oximately $860 of income from the purported sale of products 

to Galacticomm, in violatic~ of GAAP, in that, among other 

reasons, this was a consigrment sale. Computone issued invoice 

number 53669 to Galacticomm Inc. for this transaction. 

337. On or about Febr~ary 6, 1997, Computone recorded 

approximately $1,385 of income from the purported sale of products 

to Galacticonun, in violation of GAAP, in that, among other 

reasons, this was a consignment sale. Computone issued invoice 

number 53762 to Galacticomm for this transaction. 

338. On or about March 18, 1997, Computone recorded 

approximately $1,071 of income from the purported sale of products 

to Galacticomm, in violation of GAAP, in that, among other 

reasons, this was a consignment sale. Computone issued invoice 

number 54692 to Galacticomm for this transaction. 

339. Anderson and Alba knowingly, intentionally and/or with 

severe recklessness, recorded and reported, and caused Computone 

to record and report the seven preceding Galacticomm transactions 

in Computone's books and in its financial statements in violation 

of GAAP. Anderson and Alba knew that the transactions were 

consignment sales. 
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340. As previo:isly discussed, on or about January 3, 1997, 

Computon~ recorded .approximately $56,563 o: income from the 

purported sale of products to Newcom, in viclation of GAAP, in 

that, among other reasons, title did not pass to Newcom until the 

following quarter. Computone issued invoice number 53057 to 

Newcom for this trar.saction. 

341. Newcom Ir.c. ' s purchase order, which was reviewed by 

Alba on January 3, 1997, indicated FOB-destination, i.e., title 

did not.pass· until Newcom received the products. 

342. Newcom received the products on January 13, 1997, 

during ~,~he following fiscal year, and subsequently returned the 

products to Computone during April 1997 and August 1997 because 

it was unab~~ to sell the products. 

343. Newcom never paid for the products and in October 1997, 
·._:.. 

Computone cancelled the transaction. 

344. on· or about April 4, 1997, Computone wrote-off 

approximately $9,280 of income which was previously recorded from 

this tra·nsaction on January 3, 1997. 

345. At April 4, 1997, approximately $47,283 of income 

remained on Computone' s books from the January 3, 1997 

transaction; in violation of GAAP, in that, among other reasons, 

this amount was overdue and appeared.to. be uncollectible. 
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346. Anderson and Alba knowingly, intentionally and/or with 

severe recklessness,. recorded and reported, and caused Computone 

tc record and report the preceding Newcom transaction in 

Ccmputone's books and in its financial statements in violation of 

c;r_?\P. 

347. On or about Jan~ary 27, 1997, Computone recorded 

approximately $4,844 of inco~e from the purported sale of products 

to Newcom, in violation of GAAP, in that, among other reasons, 

collectibility of the sales price was doubtful. Computone issued 

ir.voice number 53418 to Newcom for this transaction. 

348. On or about January 31, 1997, Computone recorded 

approximately $13,454 of income from the purported sale of 

products to Newcom, in violation of GAAP, :in that, among other 

reasons, collectibility of the sales price was doubtful. Computone 

issued invoice number 53578 to Newcom for this transaction. 

349. On March 10, 1997, Alba sent a. letter to Newcom 

inquiring about Newcom' s failure to pay for the three January 

1997 sales and stating tha~ he would have to reserve for the 

profits Computone had already recorded from the sales unless 

Newcom provided a schedule of payments to be made. 

350. Two weeks later, on or about March 26, 1997, Computone 

recorded approximately $13, 178 of income from the purported sale 

of products to Newcom, in violation of GAAP, in that, among other 
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reasons, collectibi:ity of the sales price was doubtful. Computone 

issued invoice number .54874 to Newcom for this transaction. 

351. Despite Alb~'s letter, Newcom failed to pay for these 

products during the fiscal year ended April 4, 1997. 

352. On April :1, 1997, Alba signed an authorization form on 

behalf of Computc~e acknowledging that Newcom would return 

products from the :anuary sales because of its inability to sell 

the products. 

353. Subsequer.~ly, Computone reserved $5,220 of income from 

the January 27, 1~97 Newcom transaction and $14, 500 of income 

from the January 31, 1997 Newcom transaction as being 

uncollectible. On ~.pril 22, 1997, Computone issued a credit memo 

to Newcom to cover ~hese amounts. 

354. Alba knowingly, intentionally and/or with severe 

recklessness, reco=ded and reported, and caused Computone to 

record and report t~e preceding January 27, 1997, January 31, 1997 

and March 26, 1997 Newcom transactions in Computone's books and in 

its financial state:ients in violation of GAAP; 

355. Anderson failed to record and report, and caused 

Computone to fail to record and report the preceding January 27, 

1997, January 31, :997 and March 26, 1997 Newcom transactions in 

Computone's books a.1d in its financial statements in violation of 

GAAP. 
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356. On or about April 4, 1997, Computone recorded 

approxilr.ately $25,087 of income from the purported sale of 

products to Source, in violation of GAAP, in that, among other 

reasons, this was a consignment sale. Computone issued "invoice 

number ~5102 to Source for this transaction. 

351. Anderson knowingly, intentionally and/or with severe 

recklessness, recorded and reported, and caused Computone to 

record and report the preceding Source transaction in Computone's 

books and in its financial statements in violation of GAAP. 

358. Alba failed to record and report, and caused Computone 

to fail to record and report the preceding Source transaction in 

Computone' s books and in its financial statements in conformity 

with GAAP. 

359. As a result of failing to record the preceding twelve 

transaC'tions in conformity with GAAP, Computone' s income before 

income taxes was materially misstated in Computone's books and in 

its April 1997 10-KSB. Computone should have reported an 

approximate $72, 135 loss before income taxes, rather than the 

reported $49,000 of income before income taxes for the year ended 

April 4, 1997. 

TllB 1997 AUDIT 

360. During the 1997 audit, Alba signed management 

representation letters on or about June 2, 1997 and again on or 

76 



about June 20, 1997, which were provided to Computone•s 

independent accounta~ts and in which Alba falsely attested that 

Computone had recorded or disclosed all agreements to repurchase 

assets previously sold, oral and written agreements or 

understandings with customers, that no material transactions were 

improperly recorded in Computone' s accounting records, and that 

no events had occurred subsequent to year-end which would require 

adjustment to or disclosure in the financial statements. 

361. At the time he signed the 1997 management 

representation letter, Alba knew that Computone' s 1997 annual 

financial statements included the preceding seven sales to 

Galacticomm and that Galacticomm was not obligated to pay for the 

products unless they were resold, and Alba knew t!lat Galacticomm 

could unconditionally return the products to Compu:one for a full 

refund. Alba did not disclose this information to Computone' s 

independent accountants. 

362. At the time he signed the 1997 management 

representation letter, Alba knew that Computone's 1997 annual 

financial statements included a significant receivable from 

Newcom which was uncollectible and which needed to be fully 

reserved, thereby reducing Computone' s reported income during 

fiscal year 1997. Alba did not disclose this information to 

Coinputone•s independent accountants. 

363. During the 1997 audit, Anderson falsely attested to 

Computone•s in~ependent accountants that Computone had recorded 
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or disclosed all agreements to repurchase assets previously sold, 

oral and written ag~eements or understandings with customers, and 

that no material transactions· were improperly recorded in 

Computone•s accounting records. 

364. Anderson failed to disclose to Computone's independent 

accountants that Source was not obligated to pay for any products 

unless it resold the products. 

365. Anderson also failed to tell Computone' s independent 

accountants that Computone • s 1997 annual financial statements 

i~cluded seven sales to Galacticomm, which was not obligated to 

pay for products unless they were resold. 

OCTOBER 3, 1997 l'Omf 10-QSB 

366. On or about November 10, 1997, Computone filed with the 

C~mmission a quarterly report on Form 10-QSB for the quarter ended 

Cktober 3, 1997 (the "October 1997 10-QSB") . The October 1997 10-

QSB included Computone's financial statements for the three month 

period ended October 3, 1997. 

367. Alba participated in the preparation of the October 

1397 10-QSB and signed the report in his capac~t.Y as vice 

p=esident of finance and administration and chief financial 

o:ficer (principal accounting officer) of Computone. 

368. Anderson participated in the preparation of the October 

1397 10-QSB and signed the report in his capacity as president and 
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chief executive officer (principal operating officer} of 

computon~. 

369. On or about October 3, 1997, Computone recorded 

approximately $257,792 of income from the purported sale of 

products to Newcc:n, in violation of GAAP, in that, among other 

reasons, title did not pass to Newcom until the following quarter. 

Computone issued invoice number 59790 to Newcom for this 

transaction. 

37h. In order to create the appearance that the goods had 
,. 

been sh~pped, Computone arranged for an interim shipper to pick-

up one-q~lf of the shipment and store the goods at its warehouse. 

Computone instructed the interim shipper to refrain from 

delivering the goods to the final shipper until October 8, 1997 

(the following quarter) . The final shipper was to ship the goods 
:H ,_. 

to Newc8ftt". · · 

371. Newcom's purchase order stated that the shipping terms 

were FOB-d~stination, i.e., title did not pass until Newcom 

recei ve~;~the_ products, and therefore, Newcom did not take title 

to the gc)od~{ until they were delivered on October 15, 1997. 

372. Newcom never opened the boxes it received from 

Computone and eventually returned all of the goods to Computone. 

373. AI)derson told Computone's board of directors at a 

November 1997 meeting that this transaction had been properly 
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recorded and that Newcom would pay for the goods by December 31, 

1997. 

374. Subsequently, on February 5, 1998 (during the fourth 

quarter of fiscal year 19 98) , Computone issued Newcom a ·credit 

memo to reverse this transaction. 

375. As previously discussed, Anderson and Alba were aware 

of Computone's use of interim shippers. 

376. In fact, on or about April 1997, Alba had requested and 

received written guidance from C~mputone' s auditors on when it 

was appropriate to recognize revenue when using an interim 

shipper. Alba provided the auditors' written guidance to 

Anderson. Alba and Anderson ignored the auditors' guidelines. 

371. Anderson and Alba knowingly, intentionally and/or with 

severe ~ecklessness, recorded and reported, and caused Computone 

to rec~rd and report the preceding Newcom transaction in 

Computone's books and in its financial statements in violation of 

GAAP. 

378. On or about October 3, 1997, · Computone recorded 

approximately $13,061 of income from the purported sale of 

products to Data General, in violation of GAAP, in that, among 

other reasons, title did not pass to Data General until the 

following quarter. Computone issued invoice number 59788 to Data 

General for this transaction. 
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379. On or abou~ October 3, 1997, Cocputone recorded 

approximately $10,6~2 of income from the purported sale of 

products to Data Gene~al, in violation of GAAP, in that, among 

other reasons, title did not pass to Data General until the 

following quarter. Co=iputone issued invoice number 59789 to Data 

General for this transaction. 

380. In order to create the appearance that the goods from 

the two preceding Data General transactions had been shipped, 

Computone arranged for an interim shipper to pick-up one-half of 

the shipment and store the goods at its warehouse. The interim 

shipper did not deliver the goods to the final shipper until 

October 6, 1997 {the following quarter). The final shipper was 

to ship the goods to Data General. 

381. Data General did not take title to the goods until the 

final shipper, which Data General had contractually .designated, 

received the goods. 

382. Anderson and Alba knowingly, intentionally and/or with 

severe recklessness, recorded and reported, ·and caused Computone 

to record and report the two preceding Data General transactions 

in Computone's books and in its financial statements in violation 

of GAAP. 

383. On or about October 3, 1997, Computone recorded 

approximately $66,930 of income from the purported sale of 
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products to Ilion SA/Top Log France, in violation of GAAP, in 

that, a:nong other reasons, title ~id not pass to Ilion SA/Top Log 

France until the following quarter. Computone issued invoice 

number 59795 to Ilion SA/Top Log France for this transaction. 

384. In order to create the appearance that the goods from 
\ 

the preceding Ilion SA/Top Log France transaction had been 

shipped, Computone arranged for an interim shipper to pick-up 

one-half of the shipment and store the goods at its warehouse~ 

The in~erim shipper did not deliver the goods to the final 

shipper until October 6, 1997 (the following quarter) • The final 

shipper was to ship the goods to Ilion SA/Top Log France. 

385. Ilion SA/Top Log France did not take title to the goods 

until the final shipper, whicr. Ilion SA/Top Log France had 

contractually designated, received the goods. 

386. Anderson and Alba know:!..ngly, intentionally and/or with 

severe recklessness, recorded and reported, and caused Computone 

to record and report the preceding Ilion SA/Top Log France 

transact:ion in Computone' s books and in its- financial statements 

in violation of GAAP. 

387. On or about October 3, 1997, Computone recorded 

approximately $21,379 of income from the purported sale of 

products to Altech, in violation of GAAP, in that, among other 

reasons, Altech could unconditionally return the products to 
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Computone for a full refund. Computone issue:i invoice number 

59717 to Altech for this transaction. 

388. Anderson and Alba knowingly, intentior.ally and/or with 

severe recklessness, recorded and reported, and caused Co~putone 

to record and repor~ the preceding Altech transaction in 

Computone' s books a.nd :.n .its financial statements in violation of 

GAAP. 

389. On or about October 3r 1997, 

approximately $18,077 of income from the 

Computone 

pU-.t>Orted 

recorded 

sale of 

products to Circle Net, in violation of GAAP, in ~hat, among other 

reasons, this was a consignment sale. Computor:e issued invoice 

number 59757 to Circle Net for this purported sal~. 

390. Anderson signed and approved Computo::e' s sales order 

for this transaction. 

391. Anderson knowingly, intentionally and/or with severe 

recklessness, recorded and reported, and caused Computone to 

record and report the preceding Circle Net transaction in 

Computone's books and in its financial statements in violation of 

GAAP. 

392. 

record and 

Alba recorded and reported, and caused Computone to 

report the preceding Circle Net transaction in 

Computone's books and in its financial statements in violation of 

GAAP. 
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393. On or about October 3, 1997, Anderson and Alba recorded 

and reported, 

approximately 

and caused Computone 

$29,946 of income from 

to 

the 

record and report 

purported sale of 

products to Circle Net, in violation of GAAP, in that, among other 

reasons, th!s was a consignment sale. Computone issued invoice 

number 59734 to Circle Net for this purported sale. 

394. On or about October 3, 1997, Anderson and Alba 

knowingly, intentionally and/or with severe recklessness, recorded 

and reported, and caused Computone to record and repott 

approximately $11,770 of income from the purported sale of 

products to Olsy, N.A. ("Olsy"), in violation of GAAP, in that, 

among other reasons, title did not pass to Olsy until the 

following quarter. Computone issued invoice number 59787 to Olsy 

for this transaction. 

395. In order to create the appearance that the goods from 

the preceding Olsy transaction had been shipped, Computone 

arranged for an interim shipper to pick-up one-half of the 

shipment and store the goods at its warehouse. The interim 

shipper did not deliver the goods to the final shipper until 

October 6, 1997 (the following quarter). The final shipper was 

to ship the goods to Olsy. 

396. Anderson signed and approved Computone' s sales order 

for this transaction. 
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397~ Computone did not. ship the complete order :.o Olsy, and 

shipped:·.the wrong products :.o Olsy. Olsy returned the products to 

Computone. 

398. On or about September 5, 1997, Comput:ne recorded 

approximately $36,786 of income from six purported sales of 

products to-Tech Data Produ=t Management, in violatior. of GAAP, in 

:.hat, among other reasons, title did not pass to Tech Data Product 

Management because these were consignment sales and/or Tech Data 

?reduct Management could return the products to Computone during 

t:he following quarter for a full refund. Comp~tone issued 

:.nvoice"')iumbers 58892, 58894, 58919, 58920, 58923 and 58924 to 
·r· 

:ech Data Product Management .for these transactions. 

399. Anderson authorized the terms and conditions of these 

six preceding transactions with Tech Data Product Management on 

~ehalf of· C~mputone. 

40Q. ~~erson knowingly, intentionally and/or with severe 

=ecklessness, recorded and reported, and caused Computone to 

=ecord ~d report the six preceding Tech Data Produ~ Management 

:.rans actions" in Computone' s books and in its financial statements 

~n violation of GAAP. 

401. Alba recorded and reported, and caused :::omputone to 

=ecord and report the six preceding Tech Data Produc:. Management 

:.ransactions.. in Computone's books and in its financial statements 

in violation of GAAP. 
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402. On or about September 9, 1997, 

approximate:y $10,220 of income from two 

) 

Computone recorded 

purported sales of 

products to Tech Data Product Management, in violation of GAAP, in 

that, among other reasons, title did net pass to Tech Data e·roduct 

Management because these were consigrut.ent sales and/or Tech Data 

Product Management could return the products to Computone during 

the following quarter for a full refund. Computone issued 

invoice numbers 58968 and 58971 to Tech Data Product Management 

for these t:ansactions. 

403. Anderson authorized the terms and conditions of these 

two preceding transactions with Tech Data Product Management on 

behalf of Computone. 

404. A."'lderson and Alba failed to record and report, and 

caused · Comp:!tone to fail to record and report the two preceding 

Tech Data P:oduct Management transactions in Computone's books and 

in its finar.cial statements in conformity with GAAP. 

405. On or about September 12, 1997, Computone recorded 

approximately $27,800 of income from the. purported sale of 

products to Tech Data Canada, in violation of GAAP, in that, among 

other reaso~s, title did not pass to Tech Data Product Management 

because Tech Data Canada had the right to return the products to 

Computone during the following quarter for a full refund. 

406. On September 12, 1997, Computone failed to comply with 

GAAP when i= recorded $27,800 of income from a sale to Tech Data 
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canada because this customer had the option to return the 

products to Computone at anytime. 

4 07. Anderson and Alba failed to record and report, and 

caused Computone to fail to record and report the preceding Tech 

Cata Canada transaction in Computone's books and in i~s financial 

statements in conformity with GAAP. 

408. As a result of failing to recording the preceding 

seventeen transactions in conformity with GAAP, Computone's income 

before income taxes was materially misstated in Compu~one's books 

and in its October 1997 10-QSB. Computone should have reported an 

approximate $224, 434 loss before income taxes, rather than the 

reported $280, 000 of income before income taxes for the quarter 

ended October 3, 1997. 

FALSE ARD MIST·EM>IBG PRESS PBT•ASBS 

409. On or about February 23, 1994, Computone issued a press 

release (the "February 1994 press release") which, among other 

things, reported Computone's fraudulent financial results for the 

quarter ended January 7, 1994 as discussed · above. Anderson and 

Pearce participated in the preparation of and/or reviewed the 

February 1994 press release, and knew that it was misleading when 

issued. or were severely reckless in not knowing 

410. On or about August. 16, 1994, Computone issued a press 

release (the "August 1994 press release") which, among other 
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things, reported Computone's fraudulent financial results for the 

quarter ended July. 1, 1994, as discussed. above. Anderson 

participated in the preparation of and/or reviewed the August 1994 

press release and knew or was severely reckless in not knowing 

that it was misleading when issued. 

411. On or about February 2, 1995, Computone issued a press 

release (the "February 1995 press release"') which, among other 

things, reported Computone's fraudulent financial results for the 

quarter ended January 6, 1995, as discussed above. Anderson 

participated in :.he preparation of and/or reviewed the February 

1995 press release and knew or was severely reckless in not 

knowing that it was misleading when issued. 

412. On or about June 23, 1995, Computone issued a press 

release (the "June 1995 press release") which, among other things, 

reported Computone' s fraudulent financial results for the year 

ended April 7, 1995, as discussed above. Anderson, Pearce and 

Alba participated in the preparation of and/or reviewed the June 

1995 press release and knew or were severely reckless in not 

knowing that it was misleading when issued. 

413. On or about February· 1, 1996, Computone issued a press 

release (the "February 1996 press release") which, among other 

things, reported Computone's fraudulent financial results for the 

quarter ended January 5, 1996, as discussed above. Anderson and 
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Alba ~articipated in the preparation of and/or reviewed the 

Februa~ 1996 press ~elease and knew or were severely reckless in 

not kncwing that it was misleadi~~ when issued. 

4:4. On or about February l~, 1997, Computone issued a press 

releass (the "February 1997 press release") which, among other 

things, reported Computone's fra~dulent financial results for the 

quarte:::- ended January 3, 1997, as discussed above. Anderson and 

Alba participated in the preparation of and/or reviewed the 

Februa~y 1997 press release and knew or were severely reckless in 

not kncwing that it was misleading when issued. 

415. On or about June 13, 1997, Computone issued a press 

release (the "June 1997 press release"} which, among other 

things, reported Computone's fra~dulent financial results for the 

year e~ded April 4, 1997, as dis=ussed above. Anderson and Alba 

participated in the preparation of and/or reviewed the June 1997 

press :::-elease and knew or were se.verely reckless in not knowing 

that it was misleading when issued. 

416. On or about November 5, 1997, Computone issued a press 

release (the "November 1997 press release"} which, among other 

things, reported Cornputone's fraudulent financial results for the 

quarter ended October 3, 1997, as discussed above. Anderson and 

Alba participated in the preparation of and/or reviewed the 
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November 1997 press release and knew or were severely reckless in 

not knowing t~at it ~as misleading when issued. 

COMPtr.rORB' S DmDBQOAD BOOKS, RBCOBDS,. ARD IN'lBmL ACCOUBTDtG 
CONTROLS, A1ID RBLATBD VIO~IOHS BY ARDBRSON, ALBA, PmCB., lltJllB 

AND B:RE'!SCBMMI 

417. From 1993 through 1997, Comp~tone was required to make 

and keep books, records, and accounts, which in reasonable detail, 

accurately and fairly reflected transactions and disposition of 

its assets. 

418. From 1993 through 1997, as described above, Computone 

failed, as described above, to devise and maintain a system of 

internal accounting controls sufficient to provide reasonable 

assurances that: (a) transactions were-executed in accordance with 

management's general or specific authorization, (b) transactions 

were recorded as necessary (i) to permit preparation of financial 

statements in conformity with GAAP or any· other criteria 

applicable to such statements, and (ii) to maintain accountability 

for assets, (c) access to its assets was permitted only in 

accordance with management's general or specific authorization, 

and (d) the recorded accountability for its assets was compared 

with its existing assets at reasonable intervals and appropriate 

action was taken with respect to any differences. 

419. As described above in paragraphs 15 through 509, 

Computone' s books, records, and accounts failed to reflect the 
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tr~e nature of the transactions. Additionally, Computone's 

ir.~ernaL accounting controls were insufficient, in that Computone 

d.:.:i not have systems in place to record the transactions as 

ne=essary to be reported in the financial statements in conformity 

w~~h GAAP and other criteria. 

420. From 1993 through 1997, as described above, Anderson, 

s~~gly or in concert with others, was responsible for making and 

keeping Computone's books, records, and accounts, which in 

reasonable detail, accurate.:.y and fairly reflected transactions 

ar.d disposition the assets of Computone, and for devising and 

maintai~!ng Computone's inte~al accounting controls. 

421. From 1995 through 1997, as described above, Alba, 

si~gly or in concert with others, was responsible for making and 

keeping Computone's books, records, and accounts, which in 

reasonable detail, accurately and fairly reflected transactions 

and disposition the assets of Computone, and for devising and 

maintaining Computone's internal accounting controls. 

422-~'- From 1993 through 1995, :as described above, Pearce, 

singly or in concert with p~h~rs, wa§ ~esponsible. tor making and 

keeping Computone's books, records, and accounts, which in 

reasonable detail, accurately and fairly reflected transactions 

and disposition the assets of Computone, and for devising and 

maintaining Computone's internal accounting controls. 
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423. From 1995 through 1996, as described above, Hume, 

singly or in concert.with others, was responsible for making and 

keeping Computone's books, records, and accounts, which in 

reasonable detail, accurately and fairly reflected transa·ctions 

and disposition ~he assets of Computone, and for devising and 

maintaining Compu~one's internal accounting controls. 

424. From 1995 through 1997, as described above, Kretschman, 

singly or in concert with others, was responsible for making and 

keeping Computone•s books, records, and accounts, which in 

reasonable detail, accurately and fairly reflected transactions 

and disposition the assets of Computone, and ·for devising and 

maintaining Compu~one•s internal accounting controls. 

425. As described above, defendant Computone from 1993 

throug~ 1997, defendant Alba from 1995 through 1997, defendant 

Anderson from 1993 through 1997, defendant Hume from 1995 through 

1996, defendant Kretschman from 1995 through 1997, and defendant 

Pearce from 1993 through 1995, singly or in concert with others, 

knowingly circumvented Computone•s internal accounting controls, 

knowingly failed to implement · certain systems of internal 

accounting controls, and knowingly falsified Computone • s books, 

records, and accounts, including, among other things: 

a. recording sales in Computone•s books when title to 

products had not passed from Computone to independent third 

parties; 
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b. failing to record the existence of conditional 

sales ·crders, side agreements, consignment sales, and the right 

to retu_..-zi products to Computone; 

c. creating fictitious or altering existing records 

to give the appearance of completed business transactions with 

customers; 

d. failing to perform credit checks or ignoring the 

results of adverse credit checks and recording sales to customers 

who were not capable of paying for products; 

e. shipping products not ordered by customers without 

adequate provisions for sales returns; 

f. recognizing revenue before sales were complete or 

at a time when the customer still had the right to cancel the 

sale; 

g. failing to ensure that certain costs and expenses 

·incurred by or on behalf of Computone were recorded in 

Computone•s books; and 

h. failing to issue credit memos to customer even 

though Computone had authorized the return of products from 

customers, 

in violation of GAAP and/or Computone•s internal accounting 

rules. 

:CLL-GOTTBN GAms BY ANDERSON 

426. Anderson personally benefited and was unjustly enriched 

through the receipt of ill-gotten gains from sales of his 
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Computone stock which he obtained as a result of the fraudulent 

conduct set forth abqve. 

comrr I 

Violations of Section lO(b) of the Exchange Act [15 
U.S.C. 78j(b)] and Rule lOb-5 thereunder [17 C.F.R. 
240.lOb-5] 

427. Paragraphs 1 · through 426 are hereby realleged and are 

incorporated herein by reference. 

428. Defendant Ccmputone, from 1993 through 1997, defendant 

Alba, from 1995 thrcugh 1997, defendant Anderson, from 1993 

thro~gh 1997, defendar:t Hume, from 1995 through 1996, defendant 

Kretschman, from 1995 through 1997, and defendant Pearce, from 

1993 through 1995, singly or in concert, in connection with the 

purchase and sale of securities, directly and indirectly, by the 

use of means and instrumentalities of interstate commerce and by 

use of the mails: 

a. employed devices, ·s·chemes, and artifices to 

defraud;. 

b. made ll££true statements of material facts and 

omitted to state material facts necessary in order 

to make the statements made, in the light of the 

circums~ances under which they were made, not 

mislead:..ng; and 
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c. engaged in acts, practices, and courses of 

business which would and did operate as a fraud 

and deceit upon persons, in connection with the 

pur=hase and sale c: such securities, 

all as =.ore partic~larly described above. 

429. The sta~ements and representations alleged herein were 

known ~o defendants or recklessly disregarded by them to be 

materially false and misleading. In making the material 

representations o: fact and material omissions described herein, 

defendants acted with scienter, that is, with an intent to 

deceive, manipulate or defraud or with reckless disregard for the 

truth. 

430. By reason of the foregoing, defendants Computone, Alba, 

Anderson, Hume, Kretschman, and Pearce have violated, and unless 

restrained and enjoined, will continue to violate Section lO(b) of 

the Exchange Act [15 U.S.C. 78j(b)] and Rule lOb-5 thereunder (17 

C.F.R. 240.lOb-5]. 

COURT II 

L.iabi.lity of Anderson, Alba and Pearce, as Control Persons, 
for Camputone's Violations of Sec:t:ion 13(a) of the Exc:hange 
Act [15 U.S.C. 78m(a)] and Rules 12h-20 and 13a-1 thereander 
[17 C.F.R. 240.12h-20 and 240.lla-1] 
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431. Paragraphs 1 through 426 are hereby realleged and are 

incorporated herein ~Y reference. 

432. Defendants 1'-."'l.derson and Alba, during 1995 and 1997, 

prepared, signed and/o~ filed, singly or in concert, Computone's 

1995 10-K and 1997 10-r.. Defendant Pearce, during 1995, prepared, 

signed and/or filed, singly or in concert, Computone's 1995 10-K. 

The 1995 10-K and 1997 10-K. Each were materially false and 

misleading, as described above. 

433. By reason of the foregoing, Computone violated Section 

13(a) of the Exchange Act (15 u.s.c. 78m(a)] and Rules 12b-20 and 

13a-1 thereunder (17 C.F.R. 240.12b-20 and 240.13a-l]. 

434. Defendant Anderson served as Computone's president and 

COO from November 3, 1992 until April 30, 1998, as its CEO from 

April 1996 until April 1998, and as a director from 1993 until 

April 1998. Defendant Alba served as Computone's controller from 

August 1994 until March 1996, as its vice president of finance 

and administration and its CFO from April 1996 until July 27, 

1998, and as its principal financial accounting officer from 

October 1995 until July 27, 1998. Defendant Pearce served as 

Computone' s vice president of finance and principal accounting 

officer from April 1993 until July 21, 1995. Anderson, Alba and 

Pearce, while associated with Computone, possessed the power to 

influence and direct the conduct of Computone with respect to the 
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activities constituting the violatior..s -of Section 13 (a) of the 

Exchange Act [15 U.S.C. 78m(a)] ax::t· Rules 12b-20 and 13a-1 

thereunder (17 C. F. R. 240 .12b-20 and 240 .13a-l]. In addition, 

Anderson, ~iba and Pearce were culpable participants ·in the 

conduct. 

435. By reasons of the foregoing, Anderson, Alba and Pearce 

were controlling persons of Computcne within the meaning of 

Section 20 of the Exchange Act {15 u.s.c. 78t] and are liable as 

control persons for Computone's violat!ons of Section 13(a) of the 

Exchange Act [15 U.S.C. 78m(a)] ar.d Rules 12b-20 and 13a-1 

thereunder [17 C.F.R. 240.12b-20 and 240.13a-1]. 

436. By reason of the foregoing, Anderson, Alba and Pearce 

are liable for violations of, and unless enjoined will continue to 

violate and cause violations of, Section 13(a) of the Exchange Act 

[15 u.s.c. 78m(a)] and Rules 12b-2C and 13a-l thereunder [17 

C.F.R. 240.12b-20 and 240.13a-1]. 

COOHT I:IJ: 

Liability of Anderson, Alba and Pearce, as Control Parsons, 
.for Ccmputone' s Violations of Section 13 (a) of the Bzcbanga 
Act [15 U.S.C. 78m(a)] and Rules 12b-20 and 13a-13 [17 C.F.R. 
240.12h-20 and 240.13a-13] 

437. Paragraphs 1 through 426 are hereby realleged and are 

incorporated herein by reference. 
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438. Defendant Andersen, from 1993 through 1991, prepared, 

signed and/or filed,. sing.:.y or in concert, Computor:e' s October 

1993 10-Q, January 1994 10-Q, July 1994 10-Q, January 1995 10-Q, 

J~ly 1995 10-Q, October 1993 10-Q, January 1996 10-Q, January 1997 

l~-Q and October 1997 10-':. Defendant Alba, from :995 through 

1997, prepared, signed a~d/or filed, singly or ~n concert, 

Computone's January 1995 lG-Q, July 1995 10-Q, October 1995 10-Q, 

January 1996 10-Q, Januar1 1997 10-Q and October :997 10-Q. 

Defendant Pearce, from 1993 through 1995, prepared, s~gned and/or 

filed, singly or in concert, Computone's October 1993 10-Q, 

January 1994 10-Q, July 1994 10-Q, October 1994 10-Q and Janu~ry 

1995 10-Q. The October 1933 10-Q, January 1994 10-Q, July 1994 

10-Q, October 1994 10-Q, January 1995 10-Q, July 1995 10-Q, 

October 1995 10-Q, January 1996 10-Q, January 1997 10-Q and 

October 1997 10-Q each were materially false and misleading, as 

described above. 

439. By reason of the foregoing, Cornputone violated Section 

13(a) of the Exchange Act (15 U.S.C. 78m(a)]· and Rules 12b-20 and 

13a-13 thereunder [17 C.F.R. 240.12b-20 and 240.13a-13]. 

440. Defendant Anderson served as Cornputone',s president and 

COO from November 3, 1992 ~ntil April 30, 1998, as i~s CEO from 

April 1996 until April 1998, and as a director from 1993 until 

April 1998. Defendant Alba served as Computone's controller from 
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August 1994 until March 1996, as its vice president of finance 

and administration and its CFO from April 1996 until July 27, 

1998, and as its principal financial accounting officer from 

October 1995 until July 27, 1998. Defendant Pearce served as 

Computone' s ·Tice president of finance and principal accounting 

officer from April 1993 ·until July 21, 1995. Anders-on, Alba and 

Pearce, while associated with Computone, possessed the power to 

influence and direct the conduct of Computone with respect to the 

activities constituting the violations of Section 13 (a) of the 

Exchange Act (15 U.S.C. 78m(a)] and Rules 12b-20 and 13a-13 

thereunder [17 C.F.R. 240.12b-20 and 240.13a-13]. In addition, 

Anderson, Alba and Pearce were culpable participants in the 

conduct. 

441. By reasons of the foregoing, Anderson, Alba and Pearce 

were controlling persons of Computone within the meaning of 

Section 20 of the Exchange Act [15 U.S.C. 78t] and are liable as 

control persons for Computone's violations of Section 13(a) of the 

Exchange Act (15 U.S.C. 78m(a)] and Rules 12b-20 and 13a-13 

thereunder (17 C.F.R. 240.12b-20 and 240.13a-13]. 

442. By reason of the foregoing, Anderson, Alba and Pearce 

are liable for violations of, and unless enjoined will continue to 

violate and cause violations of, Section 13(a) of the Exchange Act 
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[15 U. s. c. 78m (a)] -and Ru:es 12b-20 and 13a-13 thereunder [17 

C.F.R. 240.12b-20 and 240.13a-13]. 

COON'? IV 

BOOKS AND RECOBI>S MID nt'1'ER!1AL ACCOOH'?ING COR'DOLS 

Liability of Anderson, Al.ha and Pearce, as Con'Uol Persons, 
for Ccmputone' s Vi.olations of Sect:Lons 13(h) (2) (A) and 
13 (b) (2) (B) of the Exchange Act [15 U.S. C. 78m (b) (2) (A) ad 
78m(b) (2) (B)] 

443. Paragraphs 1 thrc\lgh 426 are hereby realleged and are 

incorporated herein by refe~ence. 

444. From 1993 through 1997, Computone failed, as described 

above, to make and keep bcoks, records, and accounts, which in 

reasonable detail, accurately and fairly reflected transactions 

and disposition of its assets. 

445. From 1993 through 1997, Computone failed, as described 

above, to devise and main'tain a system of internal accounting 

controls s~fficient to provide reasonable assurances that: (a) 

t=ansactions were executed i..~ accordance with management's general 

or specific authorization, (b) transactions were recorded as 

necessary (i) to permit preparation of financial statements in 

conformity with GAAP or ar.y other criteria applicable to such 

si:.atements, and (ii) to maintain accountability for assets, (c) 

access to its assets was permitted only in accordance with 

management's general or specific authorization, and (d) the 
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recorded accountability for its assets was compared with its 

existing assets at reasonable intervals and appropriate action was 

taken with respect to any differences. 

446. By reascn of the foregoing, Computone violated Sections 

13(b) (2) (A) and 13(b) (2) (B) of the Exchange Act [15 U.S.C. 

78m(b) (2) (A) and 79m(b) (2) (B)]. 

447. Defendant Anderson served as Computone's president and 

COO from November 3, 1992 until April 30, 1998, as its CEO from 

April 1996 until April 1998, and as a director from 1993 until 

April 1998. Defer.dant Alba served as Computone's controller from 

August 1994 until March 1996, as its vice president of finance 

and administratio:i and its CFO from April 1996 until July 27, 

1998, and as its principal financial accounting officer from 

October 1995 until July 27, 1998. Defendant Pearce served as 

Computone' s vice president of finance and principal accounting 

officer from Apri! 1993 until July 21, 1995. Anderson, Alba and 

Pearce, while associated with Computone, possessed the power to 

influence and direct the conduct of Computone with respect to the 

activities constit~ting the violations of Sections 13(b) (2) (A) and 

13(b) (2) (B) of t~e Exchange Act [15 o.s.c. 78m(b) (2) (A) and 

78m(b) (2) (B)]. In addition, Anderson, Alba and Pearce were 

culpable participants in the conduct. 
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448. By reasons of the foregoing, Anderson, Alba and Pearce 

were cciptrolling persons of CO".llputone within the meaning of 

Section 20 of the Exchange Act [~5 U.S.C. 78t] and are liable as 

control persons for Computone's v~olations of Sections 13(b)(2) (A) 

and 13 (b) (2) (B) of ·the Exchange Act [ 15 U.S. C. 78m (b) (2) (A) and 

7 Sm ( b) ( 2 ) ( B ) ] . 

449. By reason of the foregoing, defendants Anderson, Alba 

and Pearce are liable as contr:>l persons for violations, and 

unless restrained and enjoined, will continue to violate and cause 

violati?ns of Sections 13(b) (2) (A) and 13(b) (2) (B) of the Exchange 

Act [lS_'~:u.s.c. 78m(b) (2) (A) and 78m(b) (2) (B) J. 

COOl1f v 

BOOKS, RBCOBI>S, IR'.rERHAL CCOtnrrD1G CON'?ROLS, MISBEPRBSENTM:IORS TO 
ADD:rmBS 

Violations of Section 13(h) (5) of the Exchange Act [15 
U.S. C. 7Bm (b) (5)] and ltllles 13h2-1 and 13h2-2 
thereunder [17 C.F.ll. 240.13h2-1 and 240.13b2-2] 

450. Paragraphs· 1 through 426 are hereby realleged and are 
-~ ~:. 

incorpo~ated herein by reference. 

451. Defendant Anderson, frcin 1993 through 1997, defendant 

Alba, from 1995 through 1997, defendant Hume, from 1995 through 

1996, defendant Kretschman, from 1995 through 1997, and defendant 

Pearce, from 1993 through 1995, singly or in concert, knowingly 

circumvented Computone' s internal accounting controls, knowingly 
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failed to implement certain systems of internal accounting 

· controls, knowingly. falsified and caused to be falsified 

Computone's books, records and accounts described in Section 

13 (b) {2) of the Exchange Act [15 u.s.c. 78m(b) (2)], as described 

in paragraphs 1 through 426 above. 

452. Defendant Computone, from 1993 through 1997, knowingly 

falsified and caused to be falsified its books, records and 

accounts subject to Section 13 (b) (2) (A) of the Exchange Act (15 

u.s.c. 78m(b) (2) (A)], as described in paragraphs 1 through 426 

above. 

453. Defendant Anderson, from 1993 through 1997, defendant 

Alba, from 1995 through 1997, defendant Hume, from 1995 through 

1996, defendant Kretschman, from 1995 through 1997, and defendant 

Pearce·, from 1993 through 1995, singly or in concert, knowingly 

falsified and caused to be falsified Computone' s books, records 

and accounts subject to Section 13 (b) (2) {A) of the Exchange Act 

[15 U.S.C. 78m(b) (2) (A)], as described in paragraphs 1 through 426 

above. 

454. Defendant Anderson, from 1994 through 1997, defendant 

Alba, during 1995 and 1997, defendant Hume, from 199,5 through 

1996, defendant Kretschman, during 1996, and defendant Pearce, 

during 1994 and 1995, singly or in concert: 
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a. made .or caused to be made materially false or 

misle~ding statements; and 

b. omitted to state, or caused another person to omit 

to state, material facts necessary in order to 

make statements made, in light of the 

circumstances under which such statements were 

made, not misleading, to an accountant in 

connection with (1) an audit or examination of the 

financial statements of the issuer required to be 

made pursuant to Section 13 of the Exchange Act; 

and (2) the preparation or filing of a document or 

report required to be filed with the Commission 

pursuant to this subpart or otherwise, 

as described in paragraphs 1 through 426 above. 

455. Defendant Anderson, from 1994 through 1997, defendant 

Pearce, from 1994 through 1995, and defendant Alba, from 1996 

through 1997, signed Computone's management representation letters 

which were provided to Computone's independent accountants. Each 

of these letters contained material untrue statements of facts, as 

described above. 

456. Defendant Anderson, from 1994 through 1997, defendant 

Alba, from 1996 through 1997, defendant Hume, during 1996, 

defendant Kretschman, during 1996, and defendant Pearce, from 1994 
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through 1995, lied to, misled and/or omitted to tell Computone's 

independent accountants material facts or statements, as described 

above. 

457. By reason of the foregoing, defendant Computone has 

violated, and :mless restrained and enjoined, will continue to 

violate Rule 13b2-l of the Exchange Act (17 C.F.R. 240.13b2-l]. 

458. By reason of the foregoing, defendants Anderson, Alba, 

Hume, Kretschma.~ and Pearce have violated, and unless restrained 

and enjoined, will continue to violate Section 13 (b) (5) of the 

Exchange Act [:5 U.S.C. 78rn(b) (5)] and Rules 13b2-1 and 13b2-2 

thereunder (17 C.F.R. 240.13b2-l and 240.13b2-2]. 

PRAYER l'OR PBI·DP 

WHEREFORE, Plaintiff Commission, respectfully prays that the 

Court: 

I. 

Make findings of fact and conclusions of law in accordance 

with Rule 52 of the Federal Rules of Civil Procedure. 

II. 

Issue a permanent injunction enjoining defendant Computone, 

and its agents, servants, employees, attorneys, and all persons in 

active concert or participation with it who receive actual notice 

of the order by personal service or otherwise, and each of them, 

from violating: 
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a. Section lO(b) of the Exchange Act (15 U.S.C. 

78j(b)] and Rule lOb~S thereunder [17 C.F.R. 240.lOb-5]; 

b. Section 13(a) of the Exchange Act [15 U.S.C. 

78m(a)] and Rules 12b-20, 13a-l and 13a-13 thereunder (:7 C.F.R. 

240.:2b-20, 240.13a-1 and 240.13a-13]; and 

c. Sections 13 (b) (2) (A), 13 (b} (2) (B) and 13 ~b) (5) of 

the Exchange Act [15 u.s.c. 78m(b) (2) (A), 78m(b) (2i(B) and 

78m(b) (5)] and Rule 13b2-1 thereunder (17 C.F.R. 240.13b2-1]. 

III. 

Issue a permanent inj unc~ion enjoining defendant Anderson, 

and ~is agents, servants, employees, attorneys, and all persons in 

acti7e concert or participation with him who receive actual notice 

of t~e order by personal service or otherwise, and each of them, 

from violating: 

a. Section lO(b) of the Exchange Act [15 U.S.C. 

78j(b)] and Rule lOb-5 thereunder [17 C.F.R. 240.lOb-5]; 

b. Section 13(a) of the Exchange Act [15 U.S.C. 

78m(a)] and Rules 12b-20, 13a-l and 13a-13 ·thereunder (17 C.F.R. 

240.12b-20, 240.13a-1 and 240.13a-13]; and 

c. Sections 13(b) (2) (A), 13(b) (2) (B) and 13(b) (5) of 

the Exchange Act [15 U.S.C. 78m(b) (2) (A), 78m(b) (2)(B) and 

78m(!>} (5)] and Rules 13b2-1 and 13b2-2 thereunder [17 C.F.R. 

240.13b2-1 and 240.13b2-2]. 
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IV. 

Issue a permanent injunction enjoining defendant Alba, and 

his agents, servants, employees, attorneys, and all persons in 

active concert er participation with him who receive actual notice 

of the order by personal service or otherwise, and each of them, 

from violating: 

a. Section lO(b) of the Exchange Act [15 U.S.C. 

78j(b)] and Rule lOb-5 thereunder [17 C.F.R. 240.lOb-5]; · 

b. Section 13(a) of the Exchange Act [15 U.S.C. 

78m(a)] and Rules 12b-20, 13a-l and 13a-13 thereunder [17 C.F.R. 

240.12b-20, 240.13a-1 and 240.13a-13]; and 

c. Sections 13 ~~) (2) (A), 13 (b) (?) (B) and 13 (b) (5) of 

the Exchange hCt (15 u.s.c. 78m(b) (2)(A), 78m(b) (2) (B) and 

78m(b) (5)] and Rules 13b2-1 and 13b2-2 thereunder [17 C.F.R. 

240.13b2-1 and 240.13b2-2]. 

v. 

Issue a permanent injunction enjoining defendant Hume, and 

his agents, servants, employees, attorneys,· and all persons in 

active concert or participation with him who receive actual notice 

of the order by personal service or otherwise, and each of them, 

from violating: 

a. Section lO(b) of the Exchange Act [15 U.S.C. 

78j(b)] and Rule lOb-5 thereunder [17 C.F.R. 240.lOb-5]; and 
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· b.: Section 13 {b) (5} of the Exchange Act [15 U.S.C. 

78m(tJ ("$)"] and Rules. 13b2-l and 13b2-2 of thereunder [17 C.F.R. 

240.:3b2-1 and 240.13b2-2]. 

VI. 

Issue a permanent injuncti~n enjoining defendant Kretschman, 

and r..is ·agents, servants, emplo1ees, attorneys, and all persons in 

acti~e concert or participation with him who receive actual notice 

of tte order by personal service or otherwise, and each of them, 

from violating: 

;··a.:.· Section lO(b) of the Exchange Act [15 U.S.C . 
. dP· 

78j(t)] ·:~nd Rule lOb-5 thereunder [17 C.F.R. 240.lOb-5]; and 

b.-. Section 13 (b) (5) of the Exchange Act [15 U.S.C. 

78m (b (5)] and Rules 13b2-1 and 13b2-2 of thereunder [17 C. F. R. 

240.:3b2-1 and 240.13b2-2]. 

VII. 

Issue a.3-pennanent injunction enjoining defendant Pearce, and 

his agents,·_ servants, employees, attorneys, and all persons in 

active ~~ce~t or participation with him who receive actual notice 

of tte o·rde~. by personal service or otherwise, and each of them, 

from 7iolat~ng: 

a.. Section lO(b) of the Exchange Act [15 U.S.C. 

78j(b)] and Rule lOb-5 thereunder [17 C.F.R. 240.lOb-5]; 
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b. Section 13(a) of the Exchange Act [15 U.S.C. 

78m(a)] and Rules ~2b-20, 13a-1 and 13a-13 tr.ereunder [17 C.F.R. 

240.12b-20, 240.13a-1 and 240.13a-13]; and 

c. Sections 13 (b) (2) (A) , 13 (b) (2) (8) and 13 (b) (5) of 

the Exchange Act [15 U.S.C. 78m(b) (2) (A), 78m(b) (2) (B) and 

78m(b) {5)] and ~u:es 13b2-1 and 13b2-2 thereunder [17 C.F.R. 

240.13b2-1 and 240.13b2-2]. 

VIII. 

Issue an Order requiring defendant Anderson to disgorge all 

ill-gotten gains and unjust enrichment he received, as alleged in 

the Commission's Complaint, plus prejudgment L~terest thereon. 

IX. 

Issue Orders p~rsuant to Section 2l(d) (3) of the Exchange Act 

[15 U.S.C. 78u(d) (3)] imposing civil monetary penalties against 

defendants Anderson, Alba, Hume, Kretschman and Pearce for 

violations occurring after September 22, 1994. 

x. 
Issue an Order pursuant to Section 21.(d) (2) of the Exchange 

Act (15 U.S.C. i8u(d) (2)] permanently prohibiting defendant 

Anderson from acting as an officer or director of any company that 

has a class of secl;I'ities registered with the Commission pursuant 

to Section 12 of t.he Exchange Act [15 U.S.C. 781] or that is 
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required 'to file rep.orts with the Ccmrnission pursuant to Section 

15(d) of the Exchang~ Act [15 U.S.C. 78o(d)]. 

XI. 

Retain jurisdiction over this action in order to implement 

and carry out the terms of all orde~s and decrees that may have 

been entered or to entertain any suitable application or motion 

by the Commission for additional relief within the jurisdiction 

of this Court. 

XII. 

Gran~ such other and further relief as may be necessary and 

appropriate. 

Dated: September 28, 1999 
Atlanta, Georgia 

Respec~fully submitted, 

(Ji GI'(llk 
Williai:s. P. Hie s 
DISTRICT TRIAL COUNSEL 
Georgia State Bar No. 351649 

Counsel for Plaintiff 
UNITED STATES SECURITIES 
AND EXCHANGE COMMISSION 
3475 Lenox Road, N.E., 
Suite 1000 
Atlanta, Georgia 30326-1232 
Telephone: (404) 842-7675 
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