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SECURITIES AND EXCHANGE COMMISSION

Mission

Under the Securities Exchange Act of 1934, Congress created
the Securities and Exchange Commission (SEC). The SEC is an
independent/ nonpartisan, quasi-judicial regulatory agency. The
agency's mission is to administer the federal securities laws that seek
to provide protection for investors. The purposes of these laws are to
ensure that the securities markets are fair and honest and to provide
the means to enforce the securities laws through sanctions where
necessary.

Under the direction of the Chairman and Commissioners, the
staff ensures that publicly held entities, broker-dealers in securities/
investment companies and advisers, and other participants in the
securities markets comply with federal securities laws. These laws
were designed to facilitate informed investment analyses and
decisions by the investing public, primarily by ensuring adequate
disclosure of material information.
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

The Honorable Albert Gore, Jr.
President of the Senate
Washington, D.C 20510

The Honorable Thomas S. Foley
Speaker of the House
Washington, D.C. 20515

| am pleased to submit the annual report of the Securities and
Exchange Commission for fiscal year 1993. The report has been
prepared in accordance with the provisions of Section 23(b) of the
Securities Exchange Act of 1934, as amended; Section 23 of the
Public Utility Holding Company Act of 1935; Section 46(a) of the
Investment Company Act of 1940; Section 216 of the Investment
Advisers Act of 1940; Section 3 of the Act of June 29, 1949 amending
the Bretton Woods Agreement Act; Section Il(b) of the Inter-American
Development Bank Act; and Section lI(b) of the Asian Development
Act.

Sincerely,

Arthur Levitt
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BIOGRAPHIES OF COMMISSION M EMBERS

Arthur Levitt, Jr., Chairman

Following his nomination by President Clinton and his
confirmation by the Senate, Arthur Levitt, Jr. was sworn in as the 25th
Chairman of the Securities and Exchange Commission on July 27,
1993.

Before being nominated to the Commission, Mr. Levitt served as
the Chairman of the New York City Economic Development
Corporation and, from 1978 to 1989, the Chairman of the American
Stock Exchange (Amex).

Throughout his career, Mr. Levitt has been called upon to serve
on many governmental task forces and boards of directors. At the
federal level, he has served on four executive branch commissions,
including chairing the White House Small Business Task Force from
1978 to 1980. Most recently, he was a member of the President's
Base Closure and Realignment Commission and the Defense
Department Task Force on the National Industrial Base. In addition to
heading the New York City Economic Development Corporation, he
chaired the Special Advisory Task Force on the Future Development
of the West Side of Manhattan and the Committee on Incentives and
Tax Policy of the New York City Mayor's Management Advisory Task
Force.



Mr. Levitt has served on 10 corporate and philanthropic boards,
including those of the Equitable Life Assurance Society of the United
States, East New York Savings Bank, First Empire State Corporation,
the Revson Foundation, the Rockefeller Foundation, the Solomon R.
Guggenheim Foundation and Williams College.

Mr. Levitt founded Levitt Media Company in 1990. Its primary
holding is Roll Call, the Newspaper of Congress.

Prior to accepting the Amex chairmanship, Mr. Levitt worked for
16 years on Wall Street From 1969 to 1978, he was President and
Director of Shearson Hayden Stone, Inc. (today Smith Barney
Shearson) whose predecessor firm he joined as a partner in 1962. It
was during this period that Mr. Leuvitt first involved himself with Amex,
becoming one of its governors in 1975 and in 1977 accepting the
additional position of Vice Chairman.

From 1959 to 1962, Mr. Levitt worked at the Kansas-based
agricultural management firm Oppenheimer Industries, where he rose
to the position of Executive Vice President and Director. From 1954
to 1959, Mr. Levitt was assistant promotion director at Time, Inc.

Mr. Levitt, 62, graduated Phi Beta Kappa from Williams College
in 1952 before serving two years in the Air Force. Married since 1955
to the former Marylin Blauner, Mr. Levitt has two children, Arthur llI
and Lauri.

Mary L. Schapiro



Mary L. Schapiro was sworn in as the 67th member of the
Securities and Exchange Commission on December 19, 1989 by the
Honorable Sandra Day O'Connor, Associate Justice of the United
States Supreme Court. Ms. Schapiro was nominated to the
Commission on November 8, 1989 by President George Bush and
confirmed by the United States Senate on November 18, 1989. Her
term expires in June 1994. Ms. Schapiro had previously been
appointed by President Ronald Reagan for a one year term. She was
designated Acting Chairman of the SEC by President Clinton in May
1993 and served in that capacity until the confirmation of Chairman
Arthur Levitt.

Ms. Schapiro was named chairman of the SEC Task Force on
Administrative Process in 1990, with responsibility for comprehensive
review and revision of the agency's rules for administrative
proceedings. The Task Force Report was published in March 1993.
Ms. Schapiro also serves on the Developing Markets Committee of
the International Organization of Securities Commissions.

Before being appointed to the Commission, Ms. Schapiro was
General Counsel and Senior Vice President for the Futures Industry
Association. While at the FIA her work included regulatory, tax and
international issues, including extensive liaison with foreign
government officials and analysis of state and Federal legislation.

Ms. Schapiro came to the FIA from the Commodity Futures
Trading Commission, where she spent four years. She joined the
CFTC in 1980 as a Trial Attorney in the Manipulation and Trade
Practice Investigations Unit of the Division of Enforcement, and from
1981 to 1984 served as Counsel and Executive Assistant to the
Chairman of the agency. In the latter position, Ms. Schapiro advised



on all regulatory and adjudicatory matters pending before the
Commission and on legislation. She also represented the Chairman
with Federal and state officials, Congress, and the futures industry, in
addition to other duties.

A 1977 honors graduate of Franklin and Marshall College
(Lancaster, Pennsylvania), Ms. Schapiro earned a Juris Doctor
degree (with honors) from The National Law Center of George
Washington University in 1980.

Richard Roberts

Richard Roberts was nominated to the Commission by President
Bush and confirmed by the Senate on September 27, 1990. He was
sworn in as a Commissioner on October 1, 1990 by the Honorable
Stanley Sporkin, Judge for the United States District Court of the
District of Columbia. His term expires in June 1995,

Before being nominated to the Commission, Mr. Roberts was in
the private practice of law with the Washington office of Miller,
Hamilton, Snider & Odom. Before joining the law firm in April 1990,
Mr. Roberts was administrative assistant and legislative director for
Senator Richard Shelby (D., Ala.), a position he assumed in 1987.
Prior to that, Mr. Roberts was, for four years, in the private practice of
law in Alabama. From 1979 to 1982, Mr. Roberts was administrative
assistant and legislative director for then-Congressman Shelby.

Mr. Roberts is a 1973 graduate of Auburn University and a 1976
graduate of the University of Alabama School of Law. He also
received a Master of Laws in taxation from the George Washington
University National Law Center in 1981. He is admitted to the bar in



the District of Columbia and Alabama. Mr. Roberts is a member of the
Alabama State Bar Association and the District of Columbia Bar
Association.

He and his wife, the former Peggy Frew, make their home in
Fairfax, Virginia with their son and two daughters.

Mr. Roberts was born in Birmingham, Alabama on July 3, 1951.

J. Carter Beese, Jr.

J. Carter Beese, Jr. was nominated to the U.S. Securities and
Exchange Commission in October 1991 by President George Bush
and confirmed by the U.S. Senate on February 27, 1992. Mr. Beese
was sworn in as the 71st member of the Commission in a private
ceremony held on March 10, 1992, by the Honorable Stanley
Sporkin, Judge for the U.S. District Court for the District of Columbia.
On April 20, 1992, Mr. Beese was formally sworn in at the White
House by Vice President Dan Quayle. Mr. Beese's term expires in
June of 1996.

During his tenure at the Commission, Commissioner Beese has
been particularly active in the areas of investment management, the
derivatives markets and cross-border capital flows. Commissioner
Beese's focus on these areas is centered on his belief that the
transformation of savers into investors through mutual funds, the
development of new financial instruments to reallocate risk, and the
globalization of the world's capital markets are fundamentally
remaking our markets. Commissioner Beese is committed to



maintaining the competitiveness of U.S. capital markets and readying
the securities markets and securities regulators for the challenges of
the next century.

Before joining the Commission, Mr. Beese was a partner of Alex,
Brown & Sons, the oldest investment banking firm in the United
States. Mr. Beese's corporate responsibilities included business
development in the areas of corporate finance, investment
management and institutional brokerage. Mr. Beese joined Alex.
Brown in 1978, became an officer in 1984, and was named partner in
1987. Mr. Beese was also active in the founding of the Carlyle Group,
a Washington based merchant bank, and served as an advisory
director from 1986 - 1989.

Mr. Beese has also served in other capacities in government
each related to enhancing the competitiveness of U.S. industries and
markets. In 1990, Mr. Beese was appointed by President Bush, and
confirmed by the U.S. Senate, as a Director of the Overseas Private
Investment Corporation (OPIC). OPIC is a U.S. government agency
that assists American private business investment in over 120
countries by financing direct loans and loan guarantees and by
insuring investments against a broad range of political risks. OPIC
plays a vital role in the effort to gain access to new markets for U.S.
products and businesses.

Mr. Beese also served as a member of the Securities and
Exchange Commission's Emerging Markets Advisory Committee. As
part of his responsibilities, Mr. Beese provided technical assistance
on the formation and regulatory oversight of financial markets.
Further, during 1991 Mr. Beese also served as a member of the
Committee on Financing Technology in the U.S., a joint project



between the Treasury and Commerce Departments initiated to study
the adequacy of investment in the technology needed by U.S.
companies to meet the challenges of global competition.

Mr. Beese is active in a number of civic organizations, including
the American Center for International Leadership (ACIL), of which he
Is a director. ACIL brings young American leaders together with their
counterparts in various foreign countries. Mr. Beese participated in
ACIL missions to the Peoples Republic of China in 1988 and to the
former Soviet Union in 1990. He is a committee member of
CHILDHELP USA, and serves on the boards of Preservation
Maryland, the Palm Beach Maritime Museum and Ocean Engineering
Institute, and the Advisory Board of National Rehabilitation Hospital.
Mr. Beese resides in Baltimore, Maryland with his wife, Natalie, and
three children, Courtney, John Carter and Wilson.



SECREGIONAL AND DISTRICT OFFICES

Central Regional Office
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ENFORCEMENT

The Commission's enforcement program is designed to protect
investors and foster investor confidence by preserving the integrity
and efficiency of the securities markets. The enforcement program's
principal legislative mandates contain explicit authority for the agency
to conduct investigations and prosecute violations of the securities
laws by bringing enforcement actions in a federal court or instituting
administrative proceedings before the Commission. Last year as in
prior years, the Commission maintained a strong presence in all
areas within its jurisdiction.

Key 1993 Results

In 1993, the Commission instituted a significant number of
enforcement actions in response to a wide range of securities law
violations. In its administrative and judicial proceedings, the
Commission sought and obtained relief from a broad and flexible
array of remedies designed to protect investors and the public
interest.

The Commission obtained court orders requiring defendants to
disgorge illicit profits of approximately $225 million. This included
disgorgement orders in insider trading cases requiring the payment of
approximately $12 million. Civil penalties authorized by the Securities
Enforcement Remedies and Penny Stock Reform Act of 1990
(Remedies Act), the Insider Trading Sanctions Act of 1984 (ITSA)
and the Insider Trading and Securities Fraud Enforcement Act of
1988 (ITSFEA) totaled over $29 million.



In Commission-related cases, criminal authorities obtained 67
criminal indictments or informations and 58 convictions during 1993.
The Commission granted access to its files to domestic and foreign
prosecutorial authorities in 205 instances.

[table omitted]

The Commission has broad authority to investigate possible
violations of the federal securities laws. Informal investigations are
conducted on a voluntary basis, with the Commission requesting
persons with relevant information to cooperate by providing
documents and testifying before Commission staff. The federal
securities laws also empower the Commission to conduct formal
investigations, in which the Commission has the authority to issue
subpoenas that compel the production of books and records and the
appearance of witnesses to testify. Both types of investigations
generally are conducted on a confidential, nonpublic basis.

Traditionally, the Commission's primary enforcement mechanism
for addressing violative conduct has been the federal court injunction,
which prohibits future violations. In civil actions for injunctive relief,
the Commission is authorized to seek temporary restraining orders
and preliminary injunctions as well as permanent injunctions against
any person who is violating or about to violate any provision of the
federal securities laws. Once an injunction has been imposed,
conduct that violates the injunction will be punishable by either civil or
criminal contempt, and violators are subject to fines or imprisonment.
In addition to seeking such orders, the Commission often seeks other
equitable relief such as an accounting and disgorgement of illegal
profits. When seeking temporary restraining orders, the Commission



often requests a freeze order to prevent concealment of assets or
dissipation of the proceeds of illegal conduct. The Remedies Act
authorized the Commission to seek, and the courts to impose, civil
penalties for any violation of the federal securities laws (with the
exception of insider trading violations for which penalties are
available under ITSA). The Remedies Act also affirmed the existing
equitable authority of the federal courts to bar or suspend individuals
from serving as corporate officers or directors.

In addition to civil injunctive actions, the Commission has the
authority to institute several types of administrative proceedings. The
Commission may institute administrative proceedings against
regulated entities, in which the sanctions that may be imposed
include a censure, limitation on activities, and suspension or
revocation of registration. The Commission may impose similar
sanctions on persons associated with such entities and persons
affiliated with investment companies. In addition, individuals
participating in an offering of penny stock may be barred by the
Commission from such participation. In administrative proceedings
against regulated entities and their associated persons, the
Remedies Act also authorizes the Commission to impose penalties
and order disgorgement.

The Remedies Act further authorizes the Commission to institute
administrative proceedings in which it can issue cease and desist
orders. A permanent cease and desist order can be entered against
any person violating the federal securities laws, and may require
disgorgement of illegal profits. The Commission also is authorized to
Issue temporary cease and desist orders (if necessary, on an ex
parte basis) against regulated entities and their associated persons, if
the Commission determines that the violation or threatened violation



is likely to result in significant dissipation or conversion of assets,
significant harm to investors, or substantial harm to the public interest
prior to the completion of proceedings.

Section 8(d) of the Securities Act of 1933 (Securities Act)
enables the Commission to institute proceedings to suspend the
effectiveness of a registration statement that contains false and
misleading statements. Administrative proceedings pursuant to
Section 15(c)(4) of the Securities Exchange Act of 1934 (Exchange
Act) can be instituted against any person who fails to comply, and
any person who is a cause of failure to comply, with reporting,
beneficial ownership, proxy, and tender offer requirements.
Respondents can be ordered to comply or to take steps to effect
compliance with the relevant provisions. Pursuant to Rule 2(e) of the
Commission's Rules of Practice, administrative proceedings can be
instituted against professionals who appear or practice before the
Commission, including accountants and attorneys. The sanctions that
can be imposed in these proceedings include suspensions and bars
from appearing or practicing before the Commission.

The Commission is authorized to refer matters to other federal,
state, or local authorities or self-regulatory organizations (SROs) such
as the New York Stock Exchange (NYSE) or the National Association
of Securities Dealers (NASD). The staff often provides substantial
assistance to criminal authorities, such as the Department of Justice,
for the criminal prosecution of securities violations.

Enforcement Activities

Set forth below are summaries of significant enforcement actions
initiated in various program areas in 1993. Defendants or



respondents who consented to settlement of actions did so without
admitting or denying the factual allegations contained in the complaint
or order instituting proceedings. See Table 2 for a listing of all
enforcement actions instituted in 1993.

Violations Relating to the Government Securities Markets

During the year, the Commission continued its focus on
violations affecting the conduct and fairness of the market for
government securities.

The Commission instituted administrative proceedings against
three members of the senior management of Salomon Brothers Inc.,
alleging that they had become aware that Paul W. Mozer, head of the
firm's government trading desk, had submitted a false bid in an
auction of U.S. Treasury securities (In the Matter of John H.
Gutfreund'). The Commission found that the respondents, Gutfreund,
Salomon's former chairman and chief executive officer, Thomas W.
Strauss/ Salomon's former president, and John W. Meriwether,
Salomon's former vice chairman, failed adequately to supervise
Mozer in that they took no action to investigate the matter, to
discipline him, or to report the matter to the government for a period
of several months, during which time Mozer committed additional
violations. The respondents consented to the entry of the order by
which Gutfreund was barred from holding the positions of chairman or
chief executive officer with any regulated entity and was required to
pay a civil penalty of $100,000. Strauss was suspended from
association with any regulated entity for a period of six months and
ordered to pay a civil penalty of $75,000. Meriwether was suspended
from association for a period of three months and ordered to pay a
civil penalty of $50,000. The order also included a report of



investigation under Section 21 (a) of the Exchange Act with respect to
the responsibilities of legal and compliance officers, addressing the
activities of Donald M. Feuerstein, Salomon's chief legal officer.

The Gutfreund matter was related to the Commission's injunctive
and administrative proceedings previously initiated against Salomon
in connection with the firm's activities in the market for U.S. Treasury
securities, and to SEC v. Paul W. Mozer,? a pending action against
Mozer and Thomas F. Murphy, a former managing director of the
firm, arising from the defendants' submission of false bids in Treasury
auctions.

The Commission also instituted cease and desist proceedings
against Daiwa Securities America, Inc., a registered broker-dealer
and government-designated primary dealer in U.S. Treasury
securities (In the Matter of Daiwa Securities, Inc.?). The Commission
found that Daiwa submitted a false bid in an auction for U.S. Treasury
securities in August 1989. While the tender form indicated that the bid
was for Daiwa, the bid was in fact for Salomon Brothers Inc., and
permitted Salomon to circumvent Treasury regulations regarding,
among other things, the maximum amount that any person could
purchase in the auction. The respondents, Daiwa and William M.
Brachfeld, an executive vice president of the firm, consented to the
entry of the cease and desist order. In addition, Daiwa consented to
the entry of an order censuring the firm and ordering it to pay
disgorgement and prejudgment interest of $249,340, and Brachfeld
consented to the entry of an order suspending him from association
with any regulated entity for a period of three months and requiring
him to pay disgorgement and prejudgment interest of $41,918.



In the administrative proceedings In the Matter of Donaldson,
Lufkin & Jenrette Securities Corp.,* the Commission found violative
conduct with respect to bids in U.S. Treasury auctions. Purportedly to
avoid paperwork burdens, Donaldson Lufkin caused bids to be filed
that did not accurately reflect the identity of customers seeking to
purchase Treasury securities. In addition, bids were submitted in a
form that permitted Donaldson Lufkin to purchase approximately
$107 million in Treasury securities for its own account in excess of
permitted amounts. Donaldson Lufkin consented to the entry of a
cease and desist order, and an order requiring the firm to pay
disgorgement and prejudgment interest of $100,000 and a civil
money penalty of $50,000. In a related action, In the Matter of Carroll
McEntee & McGinley Securities, Inc.,”> a government-designated
primary dealer through which Donaldson Lufkin had placed its bids
consented to the entry of a cease and desist order and an order
requiring it to pay a civil penalty of $30,000.

The Commission alleged that Daniel O. Teyibo and his
company, JFM Government Securities, Inc., defrauded broker-dealer
firms in transactions in U.S. Treasury notes and bonds by engaging in
free-riding, i.e., the fraudulent practice of ordering securities without
the ability or intent to pay (SEC v. Daniel O. Teyibo®). In the course of
soliciting numerous broker-dealer firms to engage in such
transactions, Teyibo, among other things, provided phony financial
statements, and falsely represented that JFM had accounts with the
firms being solicited and that JFM was a registered government
securities dealer. Teyibo and JFM also used more than two dozen
aliases in connection with the scheme. While Teyibo and JFM
accepted profits of approximately $165,000 from successful trades,
they reneged on transactions that resulted in losses, defaulting on at
least $550,000 owed to 27 broker-dealer firms. The Commission



obtained a preliminary injunction, an asset freeze and other
emergency relief in this matter, which was pending at the end of the
year.

Violations Relating to Financial Institutions

The Commission continued to investigate possible securities law
violations by financial institutions and persons associated with them.

The Commission filed an action against Bruce Dickson, formerly
the chief lending officer and president of Lincoln Savings and Loan
Association and senior vice president and director of Lincoln's parent,
American Continental Corporation (ACC) (SEC v. Bruce Dickson’).
This case was related to the Commission's earlier action against
Charles H. Keating and other persons associated with Lincoln and
ACC. Dickson allegedly aided and abetted ACC in inflating its
reported earnings in connection with two real estate transactions that
were improperly treated as sales. Dickson consented to the entry of
an injunction.

The Commission instituted cease and desist proceedings arising
out of violations by Amfed Financial Corporation, a savings and loan
holding company which was the parent of American Federal Savings
and Loan Association of Colorado (AFS) (In the Matter of Paul K.
Clarkin;® In the Matter of Douglas R. Gulling®). Amfed's report on
Form 10-K for the fiscal year ended December 31,1987, and its
reports on Forms 10-Q for the first three quarters of 1988 contained
misrepresentations, and omitted material information regarding,
among other things, Amfed's financial condition, the adequacy of
AFS's loan and real estate loss reserves, transfers of interests in real
estate improperly recorded as sales, and the status and value of



assets that had been foreclosed in substance. Four of Amfed's former
officers and directors consented to the entry of cease and desist
orders.

The defendantin SECv.J o s e p h  Zvaslalmnejor E
shareholder in Federated Bank, S.S.B. Senior officers of Firstar Corp.
and its subsidiary, First Wisconsin National Bank of Milwaukee, told
Zilber of negotiations to acquire Federated, on the assumption that he
was already aware of the discussions. Although Zilber allegedly
agreed to treat the material nonpublic information as confidential, he
nonetheless purchased 26,000 shares of Federated common stock
while in possession of the information, Zilber consented to the entry
of an injunction and an order requiring him to pay disgorgement of
$184,500 and an ITSA penalty of $92,250.

Insider Trading

Insider trading occurs when a person in possession of material
nonpublic information engages in securities transactions or
communicates such information to others who trade. Insider trading
encompasses more than trading and tipping by traditional insiders,
such as officers or directors who are subject to a duty to disclose any
material nonpublic information or abstain from trading in the securities
of their own company. Violations also may arise from the
transmission or use of material nonpublic information by persons in a
variety of other positions of trust and confidence or by those who
misappropriate such information.

In addition to permanent injunctions, the Commission often
seeks ancillary relief, including disgorgement of any profits gained or
losses avoided, against alleged violators. In addition, the ITSA



penalty provisions authorize the Commission to seek a civil penalty,
payable to the United States, of up to three times the profit gained or
loss avoided, against persons who unlawfully trade in securities while
in possession of material nonpublic information, or who unlawfully
communicate material nonpublic information to others who trade. Civil
penalties also can be imposed upon persons who control insider
traders. During 1993, the Commission brought 34 cases alleging
insider trading violations.

In SEC v. C. Robert Dudgeon,** the Commission alleged that the
defendant, while employed in the corporate strategy and
development department of AT&T, obtained material nonpublic
information about his employer's plans to make a tender offer for
NCR Corporation, and, subsequently, to pursue an acquisition of
Teradata Corporation. Dudgeon earned a profit of approximately
$186,000 from his transactions in NCR call options, and over $76,000
from his transactions in Teradata call options. Dudgeon consented to
the entry of an injunction and an order by which he was ordered to
disgorge $262,314, to pay prejudgment interest of $44,454 and to
pay an ITSA penalty of $262,314.

Insider trading in the shares of The Foxboro Company was
alleged in SEC v. Purnendu Chatterjee.’” The Commission alleged
that Chatterjee, a former director of Foxboro, communicated material
nonpublic information concerning possible tender offers for Foxboro
to Sukumar Shah and Anjan Chatterjee. The defendants consented
to the entry of injunctions and orders requiring them to disgorge a
total of $643,855 plus prejudgment interest of $170,362 and to pay
total ITSA penalties of $1,287,710.



The prohibition against insider trading applies to relatives and
friends of traditional insiders who trade or tip in breach of a
relationship of trust and confidence. The Commission alleged in SEC
v. Jonathan J. Sheinberg®® that Sheinberg overheard his father, the
president of MCA Inc., talking about acquisition discussions
concerning MCA. Despite his father's instructions to keep the
information confidential, Sheinberg tipped the information to others
who traded MCA securities. The defendants consented to the entry of
injunctions, and Sheinberg consented to the entry of an order
requiring him to pay an ITS A penalty of $417,988. The three other
defendants in the action consented to pay disgorgement plus
prejudgment interest totaling $491,088 and civil penalties totaling
$417,988.

The controlling person liability provisions of ITSFEA were
applied for the first time in SEC v. Lee A. Haddad.** In that case, it
was alleged that Haddad, a former financial analyst with Morgan
Stanley & Co., tipped material nonpublic information to a friend who,
in turn, tipped others, including a registered representative at Jeffrey
Brooks Securities. The salesman's supervisors at Jeffrey Brooks
failed to inquire into his purchases prior to the announcements of two
takeovers for which Haddad had provided tips, but instead made
trades of their own that followed the salesman's trading patterns on
transactions arising from three subsequent tips. The defendants
consented to the entry of injunctions. In addition, Haddad consented
to the entry of an order imposing an ITSA penalty of over $2 million,
and the salesman consented to pay disgorgement and penalties
totaling over $800,000. Jeffrey Brooks and its principals consented to
the payment of a civil penalty of $405,000 as controlling persons.



A Commission action was filed against an attorney retained by
Minnetonka Corporation to provide advice regarding a possible sale
of the company (SEC v. Dean Ambrose Olds™). While in possession
of material nonpublic information, Olds purchased 6,000 shares of
Minnetonka common stock, which he sold for a profit of
approximately $40,909 after Minnetonka's public announcement of its
retention of an investment adviser to explore alternatives including
possible sale of the company. Olds consented to the entry of an
injunction and an order requiring him to pay $40,909 as
disgorgement, plus prejudgment interest, and a civil penalty of
$40,9009.

Financial Disclosure

Actions involving false and misleading disclosures concerning
matters that affect the financial condition of an issuer or involving the
iIssuance of false financial statements often are complex, and, in
general, demand more resources than other types of cases. Effective
prosecution in this area is essential to preserving the integrity of the
full disclosure system. The Commission brought 36 cases containing
significant allegations of financial disclosure violations against
issuers, regulated entities, or their employees. Many of these cases
included alleged violations of the books and records and internal
accounting control provisions of the Foreign Corrupt Practices Act.
The Commission also brought 17 cases alleging misconduct by
accounting firms or their partners or employees.

The Commission filed an action against four former officers of
Financial News Network Inc. (FNN), C. Stephen Bolen, Earl W. Brian,
Gary A. Prince and Mitchel H. Young, alleging that they participated
in a scheme to inflate FNN's reported revenues and earnings for



fiscal year 1989 and the first three quarters of 1990, and to conceal
and perpetuate the fraud during FNN's 1990 audit (SEC v. C.
Stephen Bolen'®). The inflation of revenues was primarily
accomplished through the manipulation of revenues from two
companies related to FNN, United Press International, Inc., and
Institutional Research Network, Inc. Among other things, the
Commission alleged that Bolen caused FNN to pay approximately
$800,000 in unauthorized compensation to a company under his
control, and sold FNN stock while in possession of material nonpublic
information concerning the inflation of FNN's financial results. In
addition to injunctive relief, the Commission is seeking disgorgement
and ITSA penalties from Bolen and an order prohibiting him from
acting as an officer or director of a public company. Brian consented
to the entry of an injunction. This case was pending at the end of the
year as to the remaining defendants.

The Commission's complaint in SEC v. The Software Toolworks,
Inc.'” alleged that Software Toolworks misled investors in connection
with an $82 million secondary offering. The company made
misrepresentations and omissions regarding, among other things, the
deterioration in sales of software for Nintendo Entertainment
Systems, the offer of $3.9 million in price concessions to Nintendo
customers, and the shipment of $5.2 million of Nintendo product to
certain customers as conditional or fictitious sales. Software
Toolworks also overstated its revenues and gross profit for the
guarter ended June 30, 1990 by approximately $7 million and $2.6
million respectively. Four corporate officers also sold a total of
approximately 1.35 million shares of Software Toolworks stock while
in possession of material nonpublic information concerning the
misrepresentations and omissions in the company's filings. Software
Toolworks and three of the individual defendants consented to the



entry of injunctions. Software Toolworks also consented to implement
certain accounting procedures and measures to prevent insider
trading by its employees. In addition, individual defendants consented
to the entry of orders requiring them to disgorge over $2 million, and
one consented to the entry of a bar from acting as an officer or
director of a publicly-held company. At the end of the year, this case
was pending as to one remaining individual defendant.

In SEC v. Larry E. Leslie,*® the Commission alleged violations of
Section 13(b)(5) of the Exchange Act, which explicitly prohibits
circumvention of a public company's internal accounting controls. The
defendant, a former executive of a subsidiary of the American
Express Company, allegedly delayed the write-off of uncollectible
Optima credit card accounts, thereby causing the overstatement of
American Express's pretax income by $36.3 million for three quarterly
periods. Leslie consented to the entry of an injunction and an order
requiring him to pay a civil penalty of $10,000.

In SEC v. Harold Sahlen® the Commission alleged that Harold
Sahlen, the chairman and chief executive officer of Sahlen and
Associates, Inc. (SAI) determined, prior to the end of each fiscal
guarter from June 1985 to February 1989, the amount of fictitious
revenue to report in SAl's financial statements. Other defendants
implemented the scheme by, among other things, recording on SAl's
books fictitious revenue attributed to work in process and accounts
receivable. The scheme created the appearance that SAl was
profitable when, in fact, it was consistently losing money. On the
basis of its false financial statements, SAI raised millions from public
and private offerings of debt and equity securities and through bank
loans. Four defendants consented to the entry of injunctions. This
case was pending as to Sahlen and one other defendant at the end of



the year. The Commission filed an action against an accountant
based on his improper 1991 audit of College Bound, Inc. (SEC v.
Gordon K. Goldman, C.F.A%). The Commission alleged that
Goldman's deficient audit resulted in a failure to discover that the
principals of College Bound had, among other things, materially
inflated College Bound's income by counting the proceeds of note
offerings as revenues/ and that the principals also had materially
inflated College Bound's fixed assets. This case, which was related to
an action against College Bound and its principals filed the previous
year, was pending at the end of the year.

Securities Offering Cases

Securities offering cases involve the offer and sale of securities
in violation of the registration provisions of the Securities Act. In some
cases, the issuers attempt to rely on exemptions from the registration
requirements that are not available under the circumstances. Offering
cases frequently involve material misrepresentations concerning,
among other things, use of proceeds, risks associated with
investments, disciplinary history of promoters or control persons,
business prospects, promised returns/ success of prior offerings, and
the financial condition of issuers.

In SEC v. Towers Financial Corp.,** the Commission alleged an
illegal, unregistered offering of over $215 million of promissory notes
issued by Towers Financial. Among other things, the principal
defendants allegedly overstated Towers' collection receivables and
fee income, and misrepresented the use Towers would make of the
proceeds from its sales of debt to the public. The Commission further
alleged that activities by the principal defendants were in violation of
an injunction entered against them in 1988. The Commission's



complaint was amended to name five subsidiaries of Towers as
additional defendants, and to name three other entities as relief
defendants. This case was pending at the end of the year.

The Commission alleged that Premium Sales Corp. and Kenneth
Thennen, the president and a director of Premium Sales, raised
approximately $515 million from investors by falsely representing that
they were engaged in a form of arbitrage intended to take advantage
of variations in grocery prices in different regions of the country (SEC
v. Premium Sales Corp.?’). Among other things, it was represented
that the business could make upwards of a 60 percent annualized
return on investments. The complaint alleged that a material portion
of the claimed transactions were shams or overstated, and that
Premium Sales never made the large profits reported to investors.
The court entered a temporary restraining order, and imposed an
asset freeze and other emergency relief.

In SEC v. International Quarter Phones,?®the Commission
alleged that the defendants raised approximately $10 million from
more than 3,000 investors through the sale of unregistered securities
in the form of interests in coin-operated pay telephones. The
complaint alleged misrepresentations concerning, among other
things, the profitability and business prospects

of International Quarter Phones, contracts with third parties/ the
use or application of investor proceeds, and the financial condition
and results of operations of International Quarter Phones. The court
entered a temporary restraining order and an asset freeze. This case
was pending at the end of the year.



The Commission alleged the fraudulent sale of over $2 million in
securities in at least three unregistered offerings of securities in SEC
v. Sam S. Brown,** One offering raised more than $1.2 million from
investors by promising returns of $2 million to $10 million per $1,000
invested, purportedly to be paid from the profits of a European
financier whose fortune was variously claimed to be worth between
$1,2 trillion and $157 trillion. This case was pending at the end of the
year.

The Commission filed an action against Bosque Puerto Carrillo,
a Costa Rican corporation, and two of its officers, Ralf Stefan Jaeckel
and Terence James Ennis (SEC v. Bosque Puerto Carrillo®®). The
complaint alleges that the defendants placed advertisements for
unregistered securities issued by Bosque in in-flight magazines
published by two airlines, and sold such securities to at least forty
investors in the United States. Among other things, the defendants
failed to disclose that Costa Rican law prohibits the export of
unprocessed wood, Bosque's sole product. This case was pending at
the end of the year.

Market Manipulation

The Commission is charged with ensuring the integrity of trading
on the national securities exchanges and in the over-the-counter
markets. The Commission staff, the exchanges, and the NASD
engage in market surveillance to detect possible violations of the
federal securities laws. Among other things, market surveillance looks
for signs of possible stock manipulation, such as purchases or sales
intended to affect the price of a security.



The Commission filed an action against Ramon D'Onofrio,
eleven other individual defendants, and four corporate entities,
alleging a scheme to inflate the price of the stock of Kinesis, Inc., in
the over-the-counter market and to create the appearance of an
active market through manipulative trading practices (SEC v. Ramon
D'Onofrio®®). Among other things, the complaint alleged a series of
prearranged trades through Canadian brokerage accounts designed
to inflate the price of Kinesis stock from $5.00 to $22.00 per share. As
a result of the scheme, over 100,000 shares of Kinesis stock were
sold for profits to D'Onofrio and others of approximately $1.6 million.
The complaint also alleged, among other things, that D'Onofrio and
others sold Kinesis stock without filing a registration statement with
the Commission. This case was pending at the end of the year.

In cease and desist proceedings, the Commission alleged that
Bruce B. Bowen, a registered representative associated with
PaineWebber, Inc., and Thomas Q. Canon, a registered
representative associated with Wilson-Davis, Inc., aided and abetted
a scheme by Richard Warner, the chairman of the board of Alpnet,
Inc., to manipulate the price of Alpnet stock (In the Matter of Bruce B.
Bozven®’). Warner's scheme involved marking the close, specifically,
the purchase of Alpnet stock at or near the end of the trading day to
affect the closing price. Bowen and Canon were account executives
for certain nominee accounts through which Warner executed illegal
transactions. This case was pending at the end of the year.

The Commission instituted administrative proceedings against
Harry S. Pack, the former president and chairman of Jefferson
National Bank, and his brother, Philip Pack, in which it was found that
they engaged in the practice of marking the close to manipulate the
price of Jefferson National stock and thereby prevent margin calls in



certain accounts in which they held Jefferson National stock (In the
Matter of Harry S. Pack®®). The Packs consented to the entry of
cease and desist orders.

In SEC v. The Cooper Companies,” the Commission alleged,
among other things, a manipulation by The Cooper Companies and
Gary Alan Singer, Cooper's former co-chairman, of the trading price
of certain convertible subordinated reset debentures to avoid an
interest rate reset that would otherwise have been required. This
case was pending at the end of the year.

Corporate Control

The Commission's enforcement program scrutinizes corporate
mergers, takeovers and other corporate control transactions, and the
adequacy of disclosure made by acquiring persons and entities and
their targets. The Commission brought cases involving Sections 13
and 14 of the Exchange Act, which govern securities acquisition,
proxy, and tender offer disclosure. The Commission on a number of
occasions exercised its cease and desist authority under the
Remedies Act to respond to violations in this area.

The Commission instituted administrative proceedings to remedy
violations found by the order, arising from the 1990 tender offer by
Kelso & Company, an investment banking firm, for the shares of
Earle M. Jorgensen Company (In the Matter of Kelso & Company,
Inc.;*® In the Matter of William A, Wilson®'). At the time of the tender
offer, Kelso's chairman and chief executive officer, Joseph S.
Schuchert, was engaged in a business relationship with William A.
Wilson, an outside director of Jorgensen. Wilson served on the
committee formed by Jorgensen to evaluate the Kelso offer and a



competing offer, but the relationship between Schuchert and Wilson
was not disclosed to the public or in filings with the Commission.
Kelso, Schuchert and Wilson consented to the entry of cease and
desist orders.

In SEC v. Furr's/Bishop's Inc.,** the Commission alleged that
Furr's/ Bishop's, the successor holding company to Furr's/Bishop's
Limited Partnership, made false and misleading statements in certain
filings relating to its conversion from limited partnership to corporate
form. According to the complaint, filings made with respect to the
conversion indicated that Furr's/Bishop's would commence a self
tender offer, to be financed by a stock subscription agreement with
Michael Levenson, the corporation's chairman. The defendants failed
to disclose that Levenson had not obtained sufficient financing to
satisfy the maximum amount needed under the stock subscription,
that Furr's/Bishop's might have to provide some of the financing, and
that the self tender offer might not be concluded on schedule
because Furr's/Bishop's recent operating results had been poor.
Furr's/ Bishop's and Levenson consented to the entry of injunctions,
and Levenson consented to the entry of an order requiring him to pay
a civil penalty of $50,000.

The Commission concluded administrative proceedings that had
been instituted at the end of the previous year against Leslie T.
Livingston and two entities under his control, including a registered
broker-dealer firm (In the Matter of Leslie T. Livingston®). The
proceedings arose out of the change of control of Comprehensive
Care Corporation (CompCare). The order instituting proceedings
found that the respondents failed to promptly disclose their beneficial
ownership of CompCare securities, as well as the existence and
share ownership of various partnerships in which they had an



interest, at a time when Livingston was leading efforts by a
shareholder group to effect a change in control. The Commission
further found that the respondents failed promptly to amend the
group's Schedule 13D to reflect changes in the intent of the group
with respect to CompCare. The respondents consented to the entry
of the cease and desist order.

The Commission also instituted and settled cease and desist
proceedings alleging failure to make adequate or timely disclosure of
changes in beneficial ownership of securities as required by Section
13(d) of the Exchange Act. These included In the Matter of Bettina
Bancroft,** in which the Commission found that a director of Dow
Jones & Company, Inc., failed promptly to file seventeen Forms 4
reporting her sales of Dow Jones' stock totaling over $16.8 million.
The reports were filed from over one year to over five and one half
years late. The respondent consented to the entry of the cease and
desist order.

The Commission filed administrative proceedings against Harry
Hagerty, Jr., an officer, director and holder of at least ten percent of
the stock of CCAIR, Inc., and a director and holder of at least ten
percent of the stock of Air Transportation Holding Company (In the
Matter of Harry E. Hagerty, Jr.*®). Hagerty failed in thirty-three
instances to make timely filings on Forms 4 and 5 to reflect his
transactions in the stock of CCAIR and Air Transportation. The
transactions involved more than $2.76 million of those issuers' stock.
Hagerty consented to the entry of a cease and desist order. In a
related civil proceeding for imposition of a civil penalty, Hagerty
consented to the entry of an order requiring payment of a $15,000
penalty (SEC v. Harry E. Hagerty, Jr.%).



Broker-Dealer Violations

Each year, the Commission files a significant number of
enforcement actions against broker-dealer firms and persons
associated with them. The Commission's actions against broker-
dealers often focus on violations of the net capital and customer
protection rules, as well as violations of books and records
provisions. The Commission also takes action against broker-dealer
firms and their senior management for failure to supervise employees
with a view to preventing violations of the federal securities laws.

In October 1993, the Commission filed a civil action and
instituted administrative proceedings against Prudential Securities,
Inc., in which it was alleged that Prudential had defrauded investors
in connection with the offer and sale of limited partnership interests
between January 1, 1980 and December 31/1990; in addition.
Prudential allegedly failed to reasonably supervise its sales personnel
(SEC v. Prudential Securities Inc.®’). Materially false and misleading
statements and omissions were made in connection with Prudential's
sale of about $8 billion in limited partnership interests. The
Commission further alleged that Prudential failed to comply with a
Commission order entered in 1986 arising from its failure to
adequately supervise certain former registered representatives.
Prudential consented to the entry of an order requiring the payment of
all valid investor claims presented through a court-supervised claims
resolution process, the payment of $330 million to establish a fund for
the benefit of defrauded investors, and the payment of all additional
valid claims in excess of that amount. Prudential also consented to
the entry of a cease and desist order in the administrative
proceedings, in which the Commission imposed a $10 million penalty
and ordered Prudential to adopt remedial measures designed to



prevent future violations. In addition to the penalty to be paid in the
Commission's action, Prudential agreed to pay $26 million in fines to
various states, and a $5 million fine to the NASD,

In In the Matter of PaineWebber Inc.,* the Commission found
that various registered representatives employed at four
PaineWebber branch offices engaged in sales practice abuses,
including unsuitable and excessive trading, and misappropriated
funds from customer accounts. The Commission found that
PaineWebber had failed to supervise the registered representatives.
PaineWebber consented to the entry of an order by which it was
censured and required to comply with several undertakings, including
a prohibition against opening new accounts for thirty days at the
offices involved in the sales practice violations and the hiring of an
independent consultant to review procedures relating to sales
practices and sales of restricted securities.

In In the Matter of Frederick H. Joseph,*® the Commission found
that the respondent, a former chief executive officer and vice
chairman of Drexel Burnham Incorporated, failed to supervise
Michael Milken, the former manager of Drexel's high yield and
convertible bond department, with a view to preventing Milken's
violations (1) in a scheme to manipulate prices and to cause
misrepresentations, through Milken-controlled entities, in connection
with eighteen new issues of Drexel underwritten securities, and (2) in
a scheme to cause a fund manager to use client assets to make
improper payments to Drexel. Edwin Kantor, a former senior
executive vice president and director of Drexel, also was charged in
separate proceedings with failure to supervise Milken with a view to
preventing the same violations (In the Matter of Edwin Kantor®®). Both



Joseph and Kantor consented to the entry of orders by which they
were barred from association in a supervisory capacity.

13

In the Matter of The Nikko Securities Co. International, Inc.**
arose from Nikko's undisclosed loss of $18 million through
speculative foreign exchange trading, Nikko's foreign exchange
trader concealed the losses by making repeated false entries in the
firm's accounting books and records. Three former executives named
as respondents in the proceedings learned of the loss, but decided to
restrict knowledge of the loss to a select group of Nikko employees
and Nikko's parent corporation in Japan. For approximately five
months, Nikko failed to disclose the loss to its own legal or
compliance department or its outside auditors, and concealed the
loss from the Commission, the NYSE and the public. The
respondents consented to the entry of cease and desist orders. Nikko
also consented to the entry of orders by which it was censured and
required to undertake a compliance review. In addition, two of the
individual respondents consented to bars from association, and the
third individual respondent consented to a suspension for a period of
one year.

A number of cases involved violations arising from the sale of
penny stocks. In SEC v. Leslie Mersky,* the Commission alleged
that thirteen individuals and four corporate entities engaged in a
fraudulent scheme to sell approximately $3.4 million of worthless
securities issued by two public shell corporations, Amglo Industries,
Inc., and Amglobal Corporation. Certain defendants utilized a
fraudulent broker-dealer network and manipulated the market to sell
Amglo and Amglobal securities at a substantial profit. The complaint



also alleged that certain defendants prepared false and misleading
information about the companies that was disseminated through a
series of high pressure sales campaigns. Two of the corporate
entities consented to the entry of injunctions. Two of the individual
defendants also consented to the entry of injunctions and orders
requiring them to disgorge a total of $50,167, plus prejudgment
interest totaling $21,907. In addition, these two defendants consented
to the entry of bar orders in related administrative proceedings. Two
other individual defendants consented to the entry of bar orders in
related proceedings. The injunctive action was pending at the end of
the year.

The Commission alleged in SEC v. Midwest Investments,*® that
the defendants engaged in a scheme to charge excessive
undisclosed markups and to manipulate the price of the stock of Reitz
Data Communications, Inc. Using high pressure, "boiler room" sales
techniques, the defendants solicited purchases of Reitz stock at
arbitrarily inflated prices with markups as high as 215 percent. The
defendants also violated the Commission's cold-calling and penny
stock disclosure rules in connection with their sales of Reitz stock.
The Commission obtained a preliminary injunction, an asset freeze
and other ancillary relief in this action, which was pending at the end
of the year.

The Commission also instituted actions against other regulated
entities involved in the settlement of securities transactions. In SEC v.
Midwest Clearing Corporation,* the Commission filed an action
against Midwest Clearing Corporation (MCC), a registered clearing
agency, and the Midwest Securities Trust Company (MSTC), a
registered clearing agency for which the Board of Governors of the
Federal Reserve System is the primary regulatory agency. The



complaint alleges that MCC and MSTC created false securities
positions in their integrated computer records that were transferred to
contra clearing corporations before MSTC had actual possession of
the securities. As a result, MCC obtained substantial amounts of
cash, at times as much as $35 million, that could be invested for its
own benefit. The defendants consented to the entry of injunctions and
an order requiring the payment of a civil penalty of $2 million. MCC
also consented to the entry of an order in related administrative
proceedings by which it was censured and required to comply with
certain remedial undertakings. MSTC consented to the entry of a
cease and desist order in related administrative proceedings
instituted by the Federal Reserve Board.

Investment Adviser and Investment Company Violations

The Commission instituted several significant cases involving
investment advisers and investment companies.

In October 1993, the Commission instituted administrative
proceedings against Kemper Financial Services, Inc., in which it was
found that a Kemper portfolio manager had delayed designation of
the account for which certain trades were being conducted until after
the trades were effected (In the Matter of Kemper Financial Services,
Inc.*®). The more favorable trades were allocated to a private profit-
sharing plan for Kemper's employees, while less favorable trades
were allocated to two public mutual funds managed by Kemper. The
Commission also found that Kemper failed to reasonably supervise
the portfolio manager with a view to preventing violations. Kemper
consented to the entry of the cease and desist order and an order by
which it was censured. Kemper also consented to pay $9.2 million
into an escrow account for distribution to investors, and to retain an






