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UNITED STATES OF AMERICA 
Before the 

SECURITIES AND EXCHANGE COMMISSION 

In the Matter of: 

JAMES A. WINKELMANN, SR. 
AND BLUE OCEAN PORTFOLIOS, 
LLC, 

Respondents. 

ADMINISTRATIVE PROCEEDING 
File No. 3-17253 

RESPONDENTS' ANSWER AND 
DEFENSES TO THE ORDER 
INSTITUTING PUBLIC 
ADMINISTRATIVE AND CEASE
AND-DESIST PROCEEDINGS 

Respondents, James A. Winkelmann, Sr. and Blue Ocean Portfolios, LLC (together, 

"Respondents"), by and through their attorneys, hereby submit the following Answer and 

Defenses to the Order Instituting Administrative and Cease-and-Desist Proceedings (the 

"Order"). 

1. These proceedings arise out of Respondents' fraudulent misrepresentations, 
omissions, and breaches of fiduciary duty in the course of their offerings of securities of Blue 
Ocean, a registered investment adviser. Blue Ocean and its principal, Winkelmann, offered and 
sold Blue Ocean securities - which Respondents' referred to as "Royalty Units" - primarily to 
Blue Ocean's advisory clients. In the course of those offerings, through which Respondents 
raised $1.4 million from 24 investors, Respondents: (i) materially overstated Blue Ocean's 
success in converting advertising spending into new revenue for Blue Ocean; (ii) made 
materially misleading statements regarding the "alignment" of Winkelmann's and the Royalty 
Unit investors' interests and failed to disclose and explain the inherent conflicts of the Royalty 
Unit offerings; and (iii) made materially misleading statements regarding one of Winkelmann's 
business associates, whose radio show Blue Ocean had engaged and touted in offering materials 
as the focus of its advertising campaign, by omitting the fact that the business associate had been 
sanctioned by the Missouri Division of Securities. Respondents also failed to disclose that Blue 
Ocean could, and ultimately did, pay significant sums of money, in the form of "management 
fees," to three entities Winkelmann owned and controlled. Respondents additionally concealed 
from their clients that Winkelmann repeatedly chose to pay his investors the minimum returns 
possible while increasing his own compensation. Through their conduct in the Royalty Unit 
offerings, Respondents additionally breached the fiduciary duty that they owed to their advisory 
clients to whom Respondents offered and sold Royalty Units. Moreover, in connection with the 
Royalty Unit offerings, Respondents violated, or caused violations of, the custody, compliance, 
and reporting provisions of the Advisers Act. 

RESPONSE: Respondents deny the allegations of Paragraph 1. 
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2. J runes A. Winkelmann, Sr. is a resident of Saint Louis, Missouri and has worked 
in the securities industry since 1981. He is the Principal/CEO, Chief Compliance Officer 
("CCO"), and Manager of Blue Ocean, and the Manager of the limited liability company that 
owns 100% of Blue Ocean. Winkelmann holds a series 65 securities license and is registered as 
an investment adviser representative in Illinois, Missouri, and Texas. 

RESPONSE: Respondents admit the allegations of Paragraph 2. 

3. Blue Ocean Portfolios, LLC is located in Saint Louis, Missouri, and has been 
registered with the Commission as an investment adviser from April 7, 2011 to June 28, 2012 
and from April 18, 2013 to the present. According to Blue Ocean's most recently-filed Form 
ADV, dated February 16, 2016, it has discretionary authority over 295 accounts and $106 
million in regulatory assets under management. 

RESPONSE: Respondents admit the allegations of Paragraph 3. 

4. In April 2011, Respondents began raising capital by offering Blue Ocean Royalty 
Units. Each Royalty Unit was offered in $25,000 increments and granted purchasers a right to a 
percentage of Blue Ocean's cash receipts until Blue Ocean had repaid a specified runount ranging 
from 2.25 to 3.0 times the original investment amount. Winkelmann created, authored, and 
circulated four separate offering memoranda corresponding with four separate "financing 
rounds." While the specific terms of each of the four offering memoranda varied slightly, each 
memorandum contained· similar representations about Blue Ocean's business, its intended use of 
investor funds, and the anticipated returns for investors. From April 2011 to February 2013, 
Respondents raised, through four offerings of Royalty Units, a total of $1.4 million from 24 
investors in Missouri, Illinois and Indiana, nineteen of whom were Blue Ocean advisory clients. 

RESPONSE: Respondents admit that Blue Ocean began raising capital in or 

around April 2011. Respondents admit that each royalty unit was offered at $25,000. The 

rights associated with that ownership are detailed in the offering documents, which speak 

for themselves, and do not require a response. Respondents admit that they circulated the 

offering memoranda for each offering but deny that they authored or created the 

documents. Those documents were authored and created by its experienced outside legal 

counsel which specializes in advising clients in all aspects of securities, regulatory, and 

compliance issues and whom Respondents specifically retained to author and create them. 

Respondents admit that they raised $1.4 million from 24 investors located in Missouri, 

Illinois and Indiana, but deny that 19 of those investors were also Blue Ocean advisory 
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clients. Further responding, Respondents state that 18 investors were also Blue Ocean 

advisory clients. 

5. The offering memoranda represented that the primary use of investor proceeds 
would be to increase Blue Ocean's advertising budget and expand its advertising reach. Each 
offering memorandum described a financial metric which Respondents referred to as the 
"advertising conversion rate" or "advertising factor." Respondents calculated the advertising 
conversion rate by dividing (a) Blue Ocean's advertising expenses in a given period by (b) the 
new annually occurring revenue (typically in the form of new advisory client management fees) 
generated during the same period. In the offering memoranda, Respondents represented that the 
advertising conversion rate was the "key driver" that would impact the pace of returns on the 
Royalty Unit investments. Respondents further represented that a lower conversion rate indicated 
a more efficient use of advertising expenses, and that Blue Ocean's goal was to achieve the 
lowest rate possible. The conversion rate was important to investors because it directly impacted 
their rate of return: the lower the conversion rate, the faster they would be repaid. 

RESPONSE: The offering memoranda and the fmancial metrics set forth therein 

speak for themselves. Respondents deny the remaining allegations of Paragraph 5. 

6. Each of the offering memoranda, which Winkelmann authored, controlled the 
content of, and circulated, contained material misrepresentations about Blue Ocean's advertising 
conversion rate. 

RESPONSE: Respondents admit that the caused the offering memoranda 

referenced in paragraph 6 to be circulated. Respondents deny the allegations of Paragraph 

6. 

7. The first offering memorandum, dated March 31, 2011, misrepresented the 
advertising conversion rate by more than 100%, as it incorrectly stated that "each $10,000 in new 
recurring revenue will cost [Blue Ocean] $2,200 in advertising - a 22/100 ratio." In reality, 
each $10,000 in new recurring revenue cost Blue Ocean $4,548 in advertising - a 45/100 ratio. 

RESPONSE: The offering memorandum, dated March 31, 2011, speaks for itself. 

Respondents deny the remaining allegations of Paragraph 7. 

8. The second offering memorandum, which Respondents began circulating in 
March 2012, misrepresented the advertising conversion rate by more than 75%. That 
memorandum incorrectly stated that "each $10,000 in new recurring revenue is currently costing 
[Blue Ocean] $6,200 in advertising - a 62/100 ratio or an 'advertising conversion factor' of 
0.62," and falsely claimed that Blue Ocean's "advertising factor for 2011 was 0.78." In reality, 
the current advertising conversion factor was 1.11, not 0.62, and for 2011, this factor was 1.28, 
not 0.78. 
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RESPONSE: The second offering memorandum speaks for itself. Respondents 

deny the remaining allegations of Paragraph 8. 

9. The third offering memorandum, dated September 1, 2012, misrepresented the 
advertising conversion rate by more than 50%. That memorandum falsely stated that "each 
$10,000 in new recurring revenue is currently costing [Blue Ocean] $6,700 in advertising - a 
67 /100 ratio or an 'advertising conversion factor' of 0.67." In reality, the current conversion rate 
was 1.03, not 0.67. Moreover, the third offering memorandum contained the same 
misrepresentation about Blue Ocean's 2011 advertising conversion rate that was contained in the 
second offering memorandum. 

RESPONSE: The third offering memorandum speaks for itself. Respondents deny 

the remaining allegations of Paragraph 9. 

10. The fourth offering memorandum, dated February 2013, misrepresented the 
advertising conversion rate by approximately 15%, as it incorrectly stated that Blue Ocean's 
2012 conversion rate was 0.89. Blue Ocean's actual conversion rate for 2012 was 1.02. 

RESPONSE: The fourth offering memorandum speaks for itself. Respondents deny 

the remaining allegations of Paragraph 10. 

11. The misrepresentations set forth above led investors to believe that Blue Ocean's 
advertising spend was more efficient that it really was, and that they would be repaid faster than 
they actually would be repaid. 

RESPONSE: Respondents deny the allegations of Paragraph 11. 

12. In addition to making the above representations about Blue Ocean's advertising 
efficiency, Respondents failed to disclose the material conflict of interest that existed between 
Respondents and their advisory clients who purchased Royalty Units. Specifically, Respondents 
had a fiduciary obligation to disclose and explain their financial interest in their advisory clients' 
decision regarding whether to purchase Royalty Units. However, Respondents failed to make 
such disclosure, in the offering memoranda or otherwise. 

RESPONSE: The offering memoranda speak for themselves. Beyond that, 

Respondents deny the allegations of Paragraph 12. 

13. Rather than disclosing the conflict of interest that existed between Winkelmann 
and his advisory clients, the offering memoranda made materially misleading statements about 
the "alignment" of Winkelmann's and the Royalty Unit investors' interests. The offering 
memoranda stated that: (i) Winkelmann would be compensated with a base salary plus a bonus 
based on the profitability of Blue Ocean; (ii) Royalty Unit investors would receive at least a 
"minimum" monthly cash payment (0.25% of cash receipts for rounds 1 and 2; 0.10% for round 
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3; and 0.05% for round 4); and (iii) Winkelmann had the sole discretion to set, on a monthly 
basis, both his own compensation and the rate at which investors would be repaid. However, the 
offering memoranda, among other things, also stated that: (i) the decision to pay Winkelmann 
based upon the profitability of the company was "directly in line with the investors' payback and 
the owners' potential distributions"; (ii) "expansion capital in the form of Royalty Units is a way 
to ... align all interests for returns at relatively low risk"; and (iii) "the overall objective is to 
keep the interest of investors . . . and owners of Blue Ocean Portfolios aligned at all times." 
These statements regarding the "alignment" of Winkelmann's and the Royalty Unit investors' 
interests were misleading because, in fact, their interests were competing, not aligned, with 
respect to how Winkelmann would allocate Blue Ocean's funds to pay himself and the Royalty 
Unit investors. Indeed, Winkelmann used his discretion to increase his compensation during the 
period April 2011 through August 2014 while, during this same time period, he caused Blue 
Ocean to pay the Royalty Unit investors the minimum amount required under the terms of the 
offering memoranda. 

RESPONSE: The offering memoranda speak for themselves. Respondents admit 

that Mr. Winkelmann's compensation increased but denies the allegation to the extent it 

insinuates that compensation was increased arbitrarily or unreasonably. Respondents 

deny the allegation that Blue Ocean paid its Royalty Unit holders the "minimum required 

amount" as required under the terms of the offering memoranda to the extent that 

allegation suggests the Royalty Unit holders were paid only the minimum amount. Many 

times, Royalty Unit holders were paid more than the minimum amount. Beyond that, 

Respondents deny the allegations of Paragraph 13. 

14. The offering memoranda also made materially misleading statements regarding 
one of Winkelmann's business associates. The second and third offering memoranda touted 
Respondents' relationship with the business associate, and represented that the business 
associate's radio show, which was sponsored by Blue Ocean in return for Blue Ocean being 
advertised on the show, was the cornerstone of Blue Ocean's advertising strategy and a key 
factor in Blue Ocean's purportedly successful advertising campaigns. However, these offering 
memoranda did not disclose that, on December 29, 2011, the Missouri Division of Securities had 
entered an order barring the business associate from, among other things, acting "as an agent or 
investment adviser representative in the State of Missouri." The order resulted from the business 
associate's improper offering of securities of his companies to his own advisory clients. The 
statements regarding the business associate were thus misleading because, despite the 
prominence of the business associate and his radio show in the offering memoranda, 
Respondents failed to disclose the Missouri Securities Division order. 
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RESPONSE: The offering memoranda and the referenced order speak for 

themselves. Beyond that, Respondents deny the allegations of Paragraph 14. 

15. The offering memoranda additionally failed to disclose that Blue Ocean, in 
addition to paying Winkelmann a salary, was paying material amounts of Royalty Unit investor 
proceeds to companies owned and controlled by Winkelmann, and that Blue Ocean ultimately 
paid over $100,000 from Royalty Unit proceeds as purported "management fees" to certain of 
Winkelmann's other companies. 

RESPONSE: The offering memoranda speak for themselves. Beyond that, 

Respondents deny the allegations of Paragraph 15. 

16. In addition to the misrepresentations contained in the offering memoranda, 
Winkelmann made other false and misleading statements to his advisory clients. For instance, 
Winkelmann misrepresented the success of the Royalty Units offerings to prospective investors, 
including by sending an email to an advisory client in which Winkelmann materially overstated, 
by over 85%, the amounts earlier Royalty Unit investors had been repaid. 

RESPONSE: Respondents deny the allegations of Paragraph 16. 

1 7. Respondents acted with sci enter in making the above material misrepresentations 
and omissions to the Royalty Unit investors and in breaching their fiduciary duties to their 
advisory clients to whom Respondents offered and sold Royalty Units. 

RESPONSE: Respondents deny the allegations and legal conclusions of Paragraph 

17. 

18. Additionally, at the very least, Respondents acted negligently, and violated the 
applicable standards of care, in making the above material misrepresentations and omissions to 
the Royalty Unit investors and in breaching their fiduciary duties to their advisory clients to 
whom Respondents offered and sold Royalty Units. 

RESPONSE: Respondents deny the allegations and legal conclusions of Paragraph 

18. 

19. Rule 206(4)-2 promulgated under Section 206(4) of the Advisers Act (the 
"custody rule") is designed to protect investor assets. The custody rule requires that advisers who 
have custody of client assets put in place a set of procedural safeguards to prevent loss, misuse or 
misappropriation of those assets. An adviser has "custody" of client assets if it holds, directly or 
indirectly, client funds or securities, or if it has the ability to obtain possession of those assets. 17 
C.F.R. § 275.206(4)-2(d)(2). An adviser who has custody must, among other things: (i) maintain 
client funds in a separate account for each client under that client's name, or in accounts that 
contain only the clients' funds and securities under the investment adviser's name as agent or 
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trustee for the clients; (ii) notify each client in writing of the qualified custodian's name address 
and the manner in which the funds or securities are maintained; (iii) have a reasonable basis' 
after due inquiry, for believing that the custodian sends account statements directly to each clien~ 
at least quarterly; and (iv) have an independent public accountant perform a surprise examination 
of the client funds and securities of which the adviser has custody at least once during each 
calendar year. Id. at§ 275.206(4)-2(a)(l)- (4). 

RESPONSE: Rule 206(4)-2 and Section 206(4) of the Advisors Act speak for 

themselves and do not require a response. 

20. Pursuant to the terms of the offering memoranda, once Blue Ocean receives a 
cash receipt (such as client management fees), a percentage of that amount belongs to each 
Royalty Unit investor, and Blue Ocean is obligated to pay those accrued amounts on a monthly 
basis. 

RESPONSE: The offering memoranda speak for themselves. Respondents admit 

that pursuant to the terms of the offering memoranda, investors are owed a percentage of 

the cash receipts. Beyond that, Respondents deny the allegations of paragraph 20. 

---- -~------it----From M-ay-2011 through May 2012, Respondents' practice was to accrue in Blue 
Ocean's operating bank account the percentage of cash receipts due to each Royalty Unit 
investor, and then pay the accrued amount on a monthly basis. In May of 2012, Blue Ocean 
altered this process slightly by then paying the accrued amounts on a quarterly basis. 
Respondents understood that all accrued amounts belonged to the respective Royalty Unit 
investors, that these accrued amounts owed to the Royalty Unit investors were held as cash in 
Blue Ocean's lone bank account for months at a time, and were commingled with Blue Ocean's 
operating cash. 

RESPONSE: Respondents admit the first and second sentence of paragraph 21. 

Respondents deny the allegations of paragraph 21. 

22. Despite having custody of client assets - the accrued but unpaid percentage of 
cash receipts owed to the nineteen advisory clients who held Royalty Units - Respondents 
never: (a) maintained client funds in a separate account for each client under that client's name, 
or in accounts that contain only the clients' funds under Blue Ocean's name as agent or trustee for 
the clients; (b) notified those clients in writing that Blue Ocean was holding cash that belonged 
to them in Blue Ocean's operating account; (c) had a reasonable basis for believing that their 
advisory clients who held Royalty Units received at least quarterly statements from Blue Ocean's 
bank identifying the amount of their cash balance in Blue Ocean's operating account; or (d) had 
an independent public accountant perform a surprise examination of the client funds which Blue 
Ocean held in its operating account. In doing so, Blue Ocean failed to comply with the custody 
rule, and Winkelmann caused Blue Ocean's failure to comply. 
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RESPONSE: Respondents admit that they did not take the actions stated in 

subparts (a) through (d) hi paragraph 22 but deny that they had an obligation to do so. 

Respondents deny the remaining allegations and legal conclusion con~ained in paragraph 

22. 

23. Blue Ocean's internal policies and procedures established that Winkelmann, as 
Blue Ocean's CEO and CCO, was responsible for Blue Ocean's compliance program. During the 
relevant period, Winkelmann and Blue Ocean developed compliance manuals, the content of 
which Winkelmann controlled and approved, that contained written policies and procedures that 
were purportedly designed to prevent violations of the Advisers Act. However, Winkelmann and 
Blue Ocean failed to implement some of these policies and procedures. 

RESPONSE: Blue Ocean's internal policies and procedures speak for themselves. 

Respondents admit that Mr. Winkelmann was Blue Ocean's CEO and CCO and that he 

was ultimately responsible for Blue Ocean's compliance program. Respondents further 

admit that Mr. Winkelmann and Blue Ocean developed and approved compliance 

manuals, with the assistance of their compliance consultants, designed to prevent violations 

of the Advisers. Beyond that, Respondents deny the allegations of Paragraph 23. 

24. For instance, each compliance manual stated that it was a policy of Blue Ocean 
not to have custody of client assets. Respondents failed to implement this policy by virtue of 
Blue Ocean holding Royalty Unit investors' accrued amounts as cash in its bank account for 
months at a time and commingling this Royalty Unit investor-owned cash with Blue Ocean's 
operating cash. 

RESPONSE: Blue Ocean's compliance manuals speak for themselves. Beyond that, 

Respondents deny the allegations of Paragraph 24. 

25. Moreover, during the relevant period, Blue Ocean's Form ADVs, which 
Winkelmann signed, controlled the content of, and caused to be filed with the Commission, 
consistently misrepresented that Blue Ocean did not have custody of client assets. Specifically, 
Blue Ocean filed ten different Form ADVs with the Commission between June 2011 and 
November 2014 that each falsely represented that it did not have custody of client assets in 
response to Item 9.A(l)(a) of Part 1 of Form ADV. 
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RESPONSE: Blue Ocean's Forms ADV speak for themselves. Respondents admit 

that Mr. Winkelmann signed, controlled and caused to be filed with the Commission Blue 

Ocean's Forms ADV. Beyond that, Respondents deny the allegations of Paragraph 25. 

26. As a result of the conduct described above, Respondents willfully violated Section 
l 7(a)(l) of the Securities Act, which prohibits any person in the offer or sale of securities from 
employing any device, scheme, or artifice to defraud. Also, by engaging in the conduct described 
above, Winkelmann caused and willfully aided and abetted Blue Ocean's violations of Section 
17(a)(l) of the Securities Act. 

RESPONSE: Respondents deny the allegations and legal conclusions of Paragraph 

26. 

27. As a result of the conduct described above, Respondents willfully violated 
Sections l 7(a)(2) and 17(a)(3) of the Securities Act, which prohibit any person in the offer or 
sale of securities from: a) obtaining money or property by means of any misstatement or 
omission of material fact; and b) engaging in any transaction, practice, or course of business 
which operates or would operate as a fraud or deceit upon the purchaser of such securities. Also, 
by engaging in the conduct described above, Winkelmann caused Blue Ocean's violations of 
Sections l 7{a)(2) and 17(a)(3fofthe-Securitfos Act. - -- --- -- --- - - ·-- -- -

RESPONSE: Respondents deny the allegations and legal conclusions of Paragraph 

27. 

28. As a result of the conduct described above, Respondents willfully violated Section 
1 O(b) of the Exchange Act and Rule 1 Ob-5 thereunder, which prohibit fraudulent conduct in 
connection with the purchase or sale of any security involving: a) the use of any device, scheme, 
or artifice to defraud; b) the making of material misrepresentations or omissions; and c) any act, 
practice, or course of business which operates or would operate as a fraud or deceit upon any 
person. Also, by engaging in the conduct described above, Winkelmann caused and willfully 
aided and abetted Blue Ocean's violations of Section 1 O(b) of the Exchange Act and Rule 1 Ob-5 
thereunder. 

RESPONSE: Respondents deny the allegations and legal conclusions of Paragraph 

28. 

29. As a result of the conduct described above, Respondents willfully violated Section 
206(1) of the Advisers Act, which prohibits an investment adviser from employing any device, 
scheme, or artifice to defraud any client or prospective client. Also, by engaging in the conduct 
described above, Winkelmann caused and willfully aided and abetted Blue Ocean's violations of 
Section 206(1) of the Advisers Act. 
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RESPONSE: Respondents deny the allegations and legal conclusions of Paragraph 

29. 

30. As a result of the conduct described above, Respondents willfully violated Section 
206(2) of the Advisers Act, which prohibits an investment adviser from engaging in any 
transaction, practice, or course of business which operates as a fraud or deceit upon a client or 
prospective client. Also, by engaging in the conduct described above, Winkelmann caused Blue 
Ocean's violations of Section 206(2) of the Advisers Act. 

RESPONSE: Respondents deny the allegations and legal conclusions of Paragraph 

30. 

31. As a result of the conduct described above, Blue Ocean willfully violated, and 
Winkelmann caused Blue Ocean to violate, Section 206(4) of the Advisers Act, which prohibits a 
registered investment adviser from engaging in fraudulent, deceptive or manipulative conduct, 
and Rule 206( 4)-2 thereunder, which requires an adviser to take certain enumerated steps to 
safeguard client assets over which it has custody. 

RESPONSE: Respondents deny the allegations and legal conclusions of Paragraph 

31. 

32. As a result of the conduct described above, Blue Ocean willfully violated, and 
Winkelmann caused Blue Ocean to violate, Section 206(4) of the Advisers Act and Rule 206(4)-
7 thereunder, which requires, among other things, that registered investment advisers adopt and 
implement written policies and procedures reasonably desigried to prevent violations, by the 
investment adviser and its supervised persons, of the Advisers Act and the rules promulgated 
thereunder. 

RESPONSE: Respondents deny the allegations and legal conclusions of Paragraph 

32. 

33. As a result of the conduct described above, Respondents willfully violated Section 
207 of the Advisers Act, which makes it unlawful for any person to willfully make any untrue 
statement of a material fact in any registration application or report filed with the Commission or 
to willfully omit to state in any such application or report any material fact which is required to 
be stated therein. 

RESPONSE: Respondents deny the allegations and legal conclusions of Paragraph 

33. 
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AFFIRMATIVE DEFENSES 

The foregoing allegations do not support the relief sought by the Commission against 

Respondents. In addition, the following affirmative defenses nullify any potential liability. 

First Affirmative Defense 

The Commission's claims are barred by the applicable doctrine of latches and/or the 

applicable statutes of limitation. 

Second Affirmative Defense 

Respondents reasonably and in good faith relied upon others, including, but not limited 

to, their outside legal counsel which specializes in advising clients in all aspects of securities, 

regulatory, and compliance issues, to determine the propriety of disclosures in connection with 

the offerings. 

Third Affirmative Defense 

The Commission has failed to allege the amount it seeks to disgorge from Respondents or 

the basis for any such amount. Without such allegations, Respondents are .unable to properly 

respond to and defend against the disgorgement claim. Even if the Commission could allege 

Respondents' receipt of any improper funds, Respondents are entitled to an apportionment of 

that amount to reflect only the amounts it actually received. Since no amount of purported 

disgorgement has been specified, it is impossible to determine what to apportion. Any claim by 

the Commission for disgorgement of any amount more than what Respondents actually received 

would constitute a penalty, in which case Respondents are entitled to a jury trial. 

Fourth Affirmative Defense 

There is no basis to support a cease-and-desist order against Respondents. There is no 

risk of a future violation of the federal securities laws to warrant such an imposition. No 
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remedial purpose exists that would be served by the imposition of a cease-and-desist order 

against Respondents. 

Fifth Affirmative Defense 

The Commission's claims and the remedial action sought are neither necessary nor 

appropriate, and they are not in the public interest. 

Sixth Affirmative Defense 

Respondents did not willfully violate Section l 7(a)(l)-(a)(3) of the Securities Act, 

Section IO(b) of the Exchange Act, Rule lOb-5 thereunder, or Sections 206 and 207 of the 

Advisers Act. Respondents did not intend to defraud or engage in any transaction, practice, or 

course of business which operated as a fraud or deceit. Nor did they intend to make any untrue 

statement of a material fact or to omit to state any material fact required to be stated. 

· Seventh Affirmative Defense 

Any misrepresentations or omissions which form the basis for the claims asserted by the 

Commission were inadvertent or not material. 

Eighth Affirmative Defense 

Respondents did not act with the required scienter. 

Ninth Affirmative Defense 

The Commission cannot meet the applicable standards for any of the relief it is seeking in 

the Order. 

Tenth Affirmative Defense 

The Commission's Order fails to state a claim upon which relief may be granted against 

any Respondent. 
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Eleventh Affirmative Defense 

The Commission has failed to plead its allegations of fraud with requisite degree of 

particularity. 

Dated: June 10, 2016 
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CERTIFICATE OF SERVICE 

I hereby certify that on June 10, 2016, I served a copy of the RESPONDENTS' 

ANSWER AND DEFENSES TO THE ORDER INSTITUTING PUBLIC 

ADMINISTRATIVE AND CEASE-AND-DESIST PROCEEDINGS, addressed as follows: 

Original and three copies to: 
Via facsimile transmission and overnight mail 
delivery 

One copy to: 
Via e-mail, facsimile transmission and 
overnight mail delivery 

One copy: . 
Via e-mail and overnight mail delivery 

Brent J. Fields, Secretary 
Office of the Secretary 
Securities and Exchange Commission 
100 F. Street, N.E. 
Washington, D.C. 20549 
Fax: (202) 772-9324 

Benjamin J. Hanauer 
David F. Benson 
Division of Enforcement 
U.S. Securities and Exchange Commission 
175 W. Jackson Blvd., St. 900 
Chicago, IL 60604 
Fax: (312) 353-7398 
hanauerb@sec.gov 

. 
Hon. Carol Fox Foelak 
Administrative Law Judge 
Securities and Exchange Commission 
100 F Street, N.E. 
Washington, D.C. 20549-2557 
ALJ @sec.gov 

14 


