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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. 20515

The Honorable Newt Gingrich
Speaker of the House
Washington, D.C. 20510

Gentlemen:

| am pleased to transmit the annual report of the Securities and
Exchange Commission for fiscal year 1994. During the year, the
Commission:

A enhanced its commitment to protect investors with initiatives to
improve public awareness and educate investors;

A completed a self-examination to create a more efficient
reporting structure, improve resource utilization and streamline
operations;

A obtained court orders requiring defendants to disgorge illicit
profits of approximately $730 million;



A streamlined the regulatory process by eliminating the need for
review of certain SRO rule filings;

A conducted several oversight inspections of self-regulatory
organizations with a particular focus on sales practice abuses;

A released the report, Market 2000: An Examination of Current
Equity Market Developments, which identified four areas where
the markets could work better for investors and where
competition could work better for the markets;

A adopted several initiatives to simplify and lower the cost of
registration and reporting for domestic issuers and foreign
companies accessing the United States public securities
markets;

A focused on improving and simplifying communications to
investment company shareholders, enhancing the integrity of
participants in the investment management industry, and
evaluating the use of derivatives by investment companies; and

A collected $588.2 million in fee revenue, more than twice as
much as its annual funding level of $260.3 million.

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 11(b) of
the Inter-American Development Bank Act; and Section 11(b) of the
Asian Development Act.



Sincerely,

Arthur Levitt
Chairman
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Commission Members and Principal Staff Officers
(As of November 4, 1994)
Commissioners
Arthur Levitt, Chairman
Richard V. Roberts
J. Carter Beese, Jr.

Steven M. H. Wallman

(Commissioner Mary L. Schapiro resigned from the Commission on
October 21,1994.)

Principal Staff Officers

Lori Richards, Executive Assistant

Linda C Quinn, Director, Division of Corporation Finance
Vacant. Deputy Director
William E. Morley, Senior Associate Director
Abigail Arms, Associate Director
Meredith B. Cross, Associate Director
Teresa E. lannaconi, Associate Director
Howard F. Morin, Associate Director
Mauri L. Osheroff, Associate Director
Robert A. Bayless, Chief Accountant
David A. Sirignano, Senior Legal Adviser

William R. McLucas, Director, Division of Enforcement
Colleen P. Mahoney, Deputy Director



Joseph I. Goldstein, Associate Director

Thomas C. Newkirk, Associate Director

Gary N. Sundick, Associate Director

Joan E. McKown, Chief Counsel

Barry R. Goldsmith, Chief Litigation Counsel

Stephen J. Crimmins, Deputy Chief Litigation Counsel
George H. Diacont, Chief Accountant

James A. Clarkson, Ill, Director of Regional Office Operations

Barry Barbash, Director, Division of Investment Management
Barbara J. Green, Deputy Director
Matthew A. Chambers, Associate Director
Gene A. Gohlke, Associate Director
C. Gladwyn Coins, Associate Director
William C. Weeden, Associate Director
Vacant, Chief Counsel

Brandon Becker, Director, Division of Market Regulation
Robert L.D. Colby, Deputy Director
Laity E. Bergmann, Associate Director
Mark D. Fitterman, Associate Director
Mary Ann Gadziala, Associate Director
Jonathan Kallman, Associate Director
Howard Kramer, Associate Director
Michael A. Macehiaroli, Associate Director
Catherine McGuire, Associate Director/Chief Counsel
Holly Smith, Associate Director

Simon M. Lome, General Counsel, Office of General Counsel
Paul Gonson, Solicitor and Deputy General Counsel
Phillip D. Parker, Deputy General Counsel (Legal Policy)
Anne E. Chafer, Associate General Counsel
Richard M. Humes, Associate General Counsel



Diane Sanger, Associate General Counsel
Jacob H. Stillman, Associate General Counsel
William S. Stern, Counselor for Adjudication

Walter P. Schuetze, Chief Accountant, Office of the Chief
Accountant
John P. Riley, Deputy Chief Accountant

Brenda Murray, Chief Administrative Law Judge, Office of the
Administrative law Judges

Susan E. Woodward, Chief Economist, Office of Economic Analysis
Jeffry L. Davis, Director, Economic and Policy Research

Nancy M. Smith, Director, Office of Consumer Affairs
Vacant, Director, Office of Equal Employment Opportunity

James M. McConnell, Executive Director, Office of the Executive
Director
Susan Baumann, Deputy Executive Director
Fernando L. Alegria, Jr., Associate Executive Director
Wilson A. Butler, Jr., Associate Executive Director
Lawrence H. Haynes, Associate Executive Director
Vacant, Associate Executive Director

Michael D. Mann, Director, Office of International Affairs
Kathryn Fulton, Director, Office of Legislative Affairs

Jennifer Kimball, Director, Office of Public Affairs, Policy Evaluation
and Research



Jonathan G. Katz, Secretary of the Commission



Biographies of Commission Members

Arthur Leavitt, 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 was 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. Levitt 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, 63, 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 IlI
and Lauri.

Richard Roberts, Commissioner

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 & Odorn. 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., Commissioner

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.



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 is
committed to a reassessment of the growing legal and regulatory
burdens imposed on the capital formation process.

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 19861 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.

In addition, Mr. Beese has been involved in public and private
sector initiatives to enhance the economic development of the Asia-
Pacific region. He is a member of the United States National
Committee for Pacific Economic Cooperation (US-PEC), which
advises the U.S. government on ways to improve economic
cooperation with countries in the Asia-Pacific region. Mr. Beese also
serves as co-chairman with former U.S. Senator Adlai Stevenson of
the US-PEC's Financial Markets Development project committee.
This committee will develop policy recommendations to spur financial
market development in the Pacific economies.

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 patrticipated in
ACIL missions to the Peoples Republic of China in 1988 and to the
former Soviet Union in 1990. He serves on the boards of Preservation
Maryland and the National Foundation for Teaching
Entrepreneurship. He is also active in the Order of St. John. Mr.
Beese resides in Baltimore, Maryland with his wife, Natalie, and three
children, Courtney, John Carter and Wilson.

Steven M.H. Wallman, Commissioner



Steven M.H. Wallman was nominated to the Securities and
Exchange Commission by President Bill Clinton and confirmed by the
Senate on June 29,1994. He was sworn in as a Commissioner on
July 5,1994. His term expires in June 1997.

Before being nominated to the Commission, Mr. Wallman was
in private practice with the Washington law office of Covington and
Burling. He joined the firm in 1978 as an Associate/ becoming a
Partner in 1986. While at Covington & Burling, Mr. Wallman
specialized in general corporate, securities, contract and business
law. Mr. Wallman also worked for the Boston Consulting Group in
1978. He is a member of the American Law Institute and the
American Bar Association.

Mr. Wallman received his J.D. from the Columbia University
School of Law in 1978. In 1976, he earned an S.M. from the Sloan
School of Management at the Massachusetts Institute of Technology
and an S.B. from M.I.T. in 1975.

He and his wife live in Great Falls, Virginia. Mr. Wallman was
born on November 14, 1953.



Regional Offices

Central Regional Office

Robert H. Davenport, Regional Director
1801 California St., Suite 4800

Denver, CO 80202-2648

(303) 391-6800

Fort Worth District Office

T. Christopher Browne, District Administrator
801 Cherry Street, 19th Floor

Fort Worth, TX 76102

(817) 334-3821

Salt Lake District Office

Kenneth D. Israel, District Administrator
500 Key Bank Tower

50 S. Main Street, Suite 500

Box 79

Salt Lake City, UT 84144-0402

(801) 524-5796

Midwest Regional Office
Mary Keefe, Regional Director
Citicorp Center

500 W. Madison St., Suite 1400
Chicago, IL 60661-2511

(312) 353-7390



Pacific Regional Office

Elaine M. Cacheris, Regional Director
5670 Wilshire Blvd., 11th Blvd.

Los Angeles, CA, 90036-3648

(213) 965-3998

San Francisco District Office

David B. Bayless, District Administrator

44 Montgomery Street, Suite 1100 San Francisco, CA
90036-3648

(415) 705-2500

Southeast Regional Office

Charles V. Senatore, Regional Director
1401 Brickell Avenue, Suite 200
Miami, FL 33131

(305) 536-5765

Atlanta District Office

Richard P. Wessel, District Administrator
3475 Lenox Road, N.E. Suite 1000
Atlanta, GA 30326-1232

(404) 842-7600

Northeast Regional Office

Richard H. Walker, Regional Director
7 World Trade Center, Suite 1300
New York, NY 10048

(212) 748-8000



Boston District Office

Juan M. Marcelino, District Administrator
73 Tremont Street

Sixth Floor, Suite 600

Boston, MA 02108

(617) 424-5900

Philadelphia District Office

Donald M. Hoerl, District Administrator
The Curtis Center, Suite 1005

E. 601 Walnut Street

Philadelphia, PA 19106-3322

(215) 597-3100



Enforcement

The Commission's enforcement program is designed to protect
investors and foster 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 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 1994 Results

In 1994, 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 $730 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) totalled over $34 million. In
some instances, the payment of disgorgement pursuant to a court
order was waived based upon the defendant's demonstrated inability
to pay. Courts have noted also in some cases that civil penalties



were appropriate but were not imposed because of the demonstrated
inability to pay.

In Commission-related cases, criminal authorities obtained 48
criminal indictments or informations, and 53 convictions during 1994.
The Commission granted access to its files to domestic and foreign
prosecutorial authorities in 451 instances.

[table deleted]
Enforcement Authority

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 SEC 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. Generally, both types of investigations are
conducted on a confidential, non-public 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 is 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.

The Commission has the authority to institute several types of
administrative proceedings, in addition to civil injunctive actions. 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 authorized the
Commission to impose penalties and order disgorgement.

The Remedies Act further authorized 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 areas during 1994. Defendants or
respondents who consented to settlements 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 1994.



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.

1. Telecommunications Technology Cases

The Commission has filed a number of cases in the past two
years arising from the fraudulent, unregistered sale of securities in
ventures involved in wireless cable, specialized mobile radio,
interactive video and data services, and similar telecommunication
technologies. While many telecommunications technology
companies raise capital through legitimate means, the Commission
has uncovered numerous fraudulent ventures, which often take the
form of limited liability companies or partnerships that promoters
falsely represent as outside the registration provisions of the federal
securities laws, and which often are promoted through "infomercials"
and high-pressure telephone sales pitches. Due to their prevalence,
the Division of Enforcement issued a general warning to investors to
beware of these frauds, indicating that it was particularly concerned
about the apparent targeting of retirement funds by promoters of the
frauds.! In the last year, the Commission filed eleven injunctive
actions in this area. Moving quickly to preserve assets for the benefit
of defrauded investors, the Commission obtained temporary
restraining orders and orders freezing assets, or other emergency



relief, in most of these cases. Each of the cases discussed below
was pending at the end of the year.

In SEC v. Parkersburg Wireless Limited Liability Company,? the
Commission alleged that the defendants offered and sold
unregistered securities in the form of public investments designated
as "membership Units" in Parkersburg Wireless. Parkersburg
Wireless raised over $10.5 million, purportedly to acquire or develop
a wireless cable television system (i.e., a system using super high
frequency transmissions rather than actual cables) in the
Parkersburg, West Virginia area. Investors were told that they could
expect a "4-to-1" return on investments within four years. The
projections had no basis in fact. After the payment of commissions
amounting to over fifty percent of the proceeds and payment of fees
to the defendants providing telephone solicitation services,
Parkersburg Wireless would not have had sufficient capital to remain
in business long enough to achieve the projected returns. The
Commission obtained preliminary injunctions against Parkersburg
and thirteen other individual and corporate defendants and an order
freezing the defendants' assets.

The Commission filed an action against Knoxville, LLC, a limited
liability company that was seeking to raise $35 million to acquire 80
percent of a joint venture that would acquire and operate a wireless
cable system in the Knoxville, Tennessee area (SEC v. Knoxuville,
LLC?). Prospective investors were solicited by telephone, and up to
52 percent of the proceeds from investors were to be paid as
commissions or fees for telephone solicitations. Investors were told
that they could expect returns of 300 percent to 400 percent in two to
four years; these projections had no basis in fact. The Commission
obtained a temporary restraining order and a temporary asset freeze
in this case.



The defendants in SEC v. Continental Wireless Cable
Television, Inc.,” were alleged to have raised over $34 million from
2,000 investors by representing that the funds would be used to
acquire, develop and market wireless cable television systems in
Nashville, Tennessee and New Orleans, Louisiana. Only $7.1 million
was used for those purposes. The defendants, Continental Wireless
and three of its officers and directors, misappropriated and misused
investor funds to pay at least $15 million of the company's own
overhead expenses, including $11 million in commissions and other
sales expenses and $1.2 million in "loans" to the three individual
defendants. The Commission obtained a preliminary injunction and
an asset freeze in this case.

In SEC v. Comcoa Ltd.,” the Commission alleged violations by
Comcoa and Thomas W. Berger, the chairman, president, and sole
officer and director of Comcoa. Comcoa is purportedly in the
business of preparing and filing applications with the Federal
Communications Commission (FCC) for specialized mobile radio
(SMR) licenses. Comcoa guaranteed that each investor would
receive a license and represented that it would arrange for a systems
operator to lease or purchase the license when granted. Although
SMR licenses were promised, investors in fact obtained Private
Carrier licenses. Comcoa raised in excess of $13 million from about
1,200 investors through a boiler room operation and the use of high
pressure sales techniques; scripts used by Comcoa's telephone
sales representatives and offering materials sent to investors
contained material misrepresentations as to the profits to be realized,
among other things. The Commission obtained a temporary
restraining order and an asset freeze in this case.

A fraud in the offer and sale of interests in purported general
partnerships to develop wireless cable television systems in Hot
Springs, Arkansas, Clarksville, Tennessee, and Valdosta, Georgia



raised approximately $9 million for one partnership through
Transamerica Wireless Systems, Inc., and began raising an
additional $10.5 million for a second partnership through
Intercontinental Telecommunications Corporation. In the
Commission's enforcement action, SEC v. Transamerica Wireless
Systems, Inc.,® the complaint alleged that both companies used
television infomercials, mailings, and telephone boiler rooms to sell
partnership interests. The companies falsely claimed that they were
negotiating for FCC licenses and failed to disclose substantial sales
commissions. In addition, they failed to disclose a pending Federal
Trade Commission action alleging fraud in the sale of license
application preparation and filing services by Danny Sterk, the chief
executive officer of both companies and a defendant in the
Commission's action. The Commission obtained a temporary
restraining order and an asset freeze in this case.

2. Prime Bank Cases

During the last two years, the Commission has brought a
number of enforcement actions involving so-called "prime bank"
securities. The typical case involves the offer and sale of notes,
debentures, letters of credit, or guarantees purportedly issued by one
or more major international banks. Investors in these schemes are
typically promised unrealistic rates of return, e.g., a 150 percent
annualized rate of "profits.” The Commission filed 11 injunctive
actions alleging prime bank schemes during 1994. Common targets
of these schemes include both institutional and individual investors,
who also may be induced to participate in possible Ponzi schemes,
involving the pooling of investors' funds to purchase "prime" bank
financial instruments. During the year, the SEC issued a Bulletin to
alert investors to these frauds.” The SEC also published a warning to
investors concerning possible ongoing fraudulent attempts to sell
"prime bank" securities purportedly issued by Banka Bohemia, A.S.,



a bank located in Prague, Czech Republic.? Despite Banka
Bohemia's attempts to retrieve and cancel such securities,
approximately $600 million in such securities remained outside the
bank's control.

In SEC v. John D. Lauer,® the Commission alleged a scheme in
which at least $12.5 million was raised from at least one investor, the
Chicago Housing Authority's (CHA) Benefit Plan, through the offer
and sale of interests in a program designed to purchase and trade
"Prime Bank Instruments.” John D. Lauer, CHA's manager of
benefits, failed to disclose to CHA the role of the company under his
control in the administration of the purported investment, his receipt
of compensation in connection with the investment, and the resulting
conflict of interest. Lauer also misappropriated $1.5 million from an
account set up to facilitate transactions. The Commission obtained a
temporary restraining order and an asset freeze in this case. In an
August 25, 1994, opinion, the district court rejected claims by Lauer
that the alleged activities were outside the scope of the federal
securities laws. This case was pending at the end of the year.

In SEC v. Northstar Investors Trust,'® the Commission alleged
that the defendants raised more than $3.2 million from about 20
investors by selling an investment in which funds were pooled and
purportedly used to purchase and sell "Prime Bank letters of credit.”
Investors were told that transactions between the banks and the
institutional investors would result in returns of 2 to 3 percent per
month (i.e., 24 to 36 percent per year). No bank instruments, letters
of credit or other investments were purchased on behalf of investors,
and investor funds were in fact diverted for other purposes. Northstar
and defendants Stewart W. Cross, James G. Hands, Ill, Del Olson,
and Cross & Associates consented to the entry of injunctions.
Injunctions also were entered as a result of the Commission's motion
for summary judgment against Stephen Cross and SLM Corp.



The Commission alleged that the defendants in SEC v. North
Pacific Investments, Inc.,** raised at least $10 million from an
investor in Hawaii in a scheme that would purportedly purchase and
sell "European prime bank debt obligations." The funds were not
used to purchase securities on behalf of the investor, but were in fact
placed in bank accounts in the names of the defendants and were
disbursed for the benefit of the defendants. Funds represented to be
profits from prime bank debenture transactions were in fact a return
of a portion of the investor's initial investment capital. The
Commission obtained a preliminary injunction and an asset freeze in
this case. This case was pending at the end of the year.

In SEC v. Cross Financial Services, Inc.,** the Commission
alleged that the defendants offered and sold approximately $21
million in unregistered securities to over 700 investors. Cross
Financial and the four individual defendants misrepresented that
Cross Financial would use the investor funds to make loans secured
by accounts receivable and to purchase bank guarantees or letters of
credit. The defendants misappropriated over $12.9 million of the
funds raised and engaged in a Ponzi scheme by using new investor
funds to make principal and interest payments totalling $4.5 million to
prior investors. The Commission obtained a preliminary injunction
and an asset freeze in this case, as well as the appointment of a
permanent receiver for Cross Financial. This case was pending at
the end of the year.

The Commission's complaint in SEC v. Prime One Partners,
Corp." alleged a fraudulent scheme involving the offer and sale of
"general partnership" interests in a prime bank investment program.
Defendants Prime One Partners, Corp., Capital Asset Management
and Monarch Associates International, Ltd., and their agents
marketed the program through investment seminars touting a prime
bank investment program in which investors were promised returns



of 80 percent to 400 percent. The defendants consented to the entry
of injunctions and orders requiring the disgorgement of investor funds
plus prejudgment interest and civil penalties in an amount to be
determined. This case was pending at the end of the year as to two
individual defendants added by the Commission's First Amended
Complaint, filed after entry of the consent injunctions against the
original defendants.

3. Other Offering Cases

The Commission filed an action against European Kings Club,
three other corporate entities and four individuals, alleging a Ponzi
scheme involving the offer and sale of unregistered securities in the
form of letters of investment (SEC v. European Kings Club'). The
letters purported to guarantee annual returns of 71 percent on
investments, even though Kings Club had no legitimate means to
generate sufficient revenues to pay such returns. Among other
things, Kings Club failed to disclose a criminal investigation in
Germany or actions by Swiss authorities to freeze and liquidate
Kings Club's assets in Switzerland. The defendants consented to the
entry of injunctions and orders requiring the payment of
disgorgement and prejudgment interest totalling $997,343 and civil
penalties totalling $1 million.

In the Commission's action against VestCorp Securities, Inc.,
First Pension Corporation and eight individuals, SEC v. William E.
Cooper,* the complaint alleged that VestCorp offered and sold
securities in the form of real estate limited partnership units, raising
approximately $99 million. Many of the investors held their limited
partnership interests in self-directed IRA accounts at First Pension.
The limited partnerships never generated any income, and investor
"returns” were paid by diverting other First Pension client funds. Two
of the individual defendants misappropriated approximately $25



million of First Pension funds, and another defendant wrote 114
unauthorized checks totalling over $1 million on First Pension's
custodial bank account. The complaint alleged that up to $125 million
in investor and pension funds was at risk. The Commission obtained
a preliminary injunction and other relief, including an asset freeze
and an accounting. This case was pending at the end of the year.

In SEC v. American Business Securities, Inc.,'® the Commission
alleged that twelve individual and corporate defendants engaged in
the fraudulent offer and sale of securities in the form of limited
partnership interests and units of participation in grantor trusts issued
by Southwest Energy Consultants, Inc. Through the aggressive sales
efforts of American Business Securities, Inc., a registered broker-
dealer, and its registered representatives, approximately $40 million
was raised from about 1,000 investors. Funds were purportedly to be
used to acquire interests in oil and gas producing wells, and annual
returns of 12 percent to 20 percent were promised. In fact, returns to
investors were preset and were not based on the actual production of
the wells, which in some cases were no longer producing oil or gas.
American Business Securities, Southwest Energy Consultants, and
seven other defendants consented to the entry of injunctions. This
case was pending at the end of the year as to two other defendants,
against whom the Commission had obtained a temporary restraining
order and an asset freeze.

In SEC v. Norman L. Brooks,'” the Commission alleged a
scheme by twelve individual and four corporate defendants that
raised $3.5 million from over one hundred investors in 25 states
through the sale of unregistered securities in the form of promissory
notes. The proceeds of the sales were diverted and misused by the
defendants. Tens of thousands of unsolicited telephone calls were



made through a boiler room, using scripts that contained material
misrepresentations and omitted material facts. Investors were
fraudulently induced to purchase the promissory notes by
"guarantees" of annual rates of return from 10 percent to 14 percent.
In addition, the sales personnel misrepresented that investments
would be used in a fully-insured, risk-free consumer automobile
financial operation. The Commission obtained a temporary
restraining order and an asset freeze in this case. Default injunctions
were entered against three corporate entities and two individuals.
This case was pending at the end of the year as to the remaining
defendants.

Financial Disclosure

Actions involving false and misleading disclosures concerning
matters that affect the financial condition of an issuer, or involving the
issuance 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 78 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 31 cases alleging misconduct by
accounting firms or their partners or employees.

In cease and desist proceedings, In the Matter of Comptronix
Corporation,'® the Commission alleged that, as a result of a
fraudulent accounting scheme implemented by three members of
Comptronix's senior management, Comptronix reported materially
overstated sales, net income, and assets in periodic filings between
1989 and 1992. The inflated sales and earnings enabled Comptronix



falsely to report continued growth in revenues and earnings when the
company was not profitable. Overall, Comptronix reported nearly $38
million in sales between 1989 and 1992 that had not taken place and
cumulative profits of approximately $14.9 million when the company
actually incurred cumulative losses during this period of about $11.8
million.

In SEC v. Stanley Lepelstat,™ the Commission alleged a
scheme extending over at least seven years in which six of the
former officers and directors of Accuhealth, Inc., diverted corporate
cash to fund a variety of off-books cash payments, including
payments to officers, directors, and employees, and to make
unrecorded purchases of inventory. Accuhealth also manipulated its
earnings by overstating year-end inventory from 1989 through 1992.
In addition, Stanley Lepelstat, Accuhealth's former chairman and
chief executive officer, sold Accuhealth common stock while in
possession of material non-public information regarding the
company's true financial condition, thereby avoiding losses of
$222,496.15. Two of the defendants consented to the entry of
injunctions and to orders prohibiting them from serving as officers or
directors of public companies; one of the settling defendants also
agreed to pay a civil penalty of $10,000. This injunctive action was
pending as to the other defendants at the end of the year. In related
administrative proceedings, In the Matter of Accuhealth, Inc.,” the
respondents consented to the entry of a cease and desist order. In In
the Matter of William Makadok, CPA,?* proceedings instituted
pursuant to Rule 2(e), a former principal financial and accounting
officer for Accuhealth consented to the entry of an order denying him
the privilege of appearing or practicing before the Commission.

In SEC v. PNF Industries, Inc.,?” the Commission alleged a
financial fraud in connection with the bid by PNF Industries to
become listed on the Emerging Company Marketplace of the



American Stock Exchange in 1992. PNF inflated its stockholder's
equity from a deficit of $255,361 to a surplus of $16,125,963 by
improperly accounting for a business combination, thereby creating
the appearance that the company qualified for the exchange listing.
PNF also omitted to state material facts about a licensing agreement
and letters of intent with respect to fire retardant products for which it
had obtained patents as a result of the business combination. Among
other things, a control person of PNF, Alfred Avasso, engaged in
insider trading in PNF stock and sold unregistered PNF stock; PNF's
auditor, Louis Fox, lacked independence because he had agreed to
have convertible preferred PNF stock transferred to a relative's
account on his behalf. All but one of the defendants consented to the
entry of injunctions. In addition, Avasso was ordered to disgorge
$400,000. Fox and two other defendants were ordered to pay civil
penalties totalling $50,000. This case was pending as to Otis
Hastings, a former PNF officer, at the end of the year. In related
administrative proceedings pursuant to Rule 2(e), Martin Halpern, the
engagement partner on the audit of PNF's 1991 financial statements,
consented to the entry of an order denying him the privilege of
appearing or practicing before the Commission (In the Matter of
Martin Halpern, CPA®).

The Commission filed an action against C.W. Earl Johnson, the
former chief executive officer of Barton Industries, Inc., and Victor L.
Joyce, Barton's former chief financial officer (SEC v. C.W. Earl
Johnson®'). The complaint alleged that the defendants directed
Barton accounting personnel to falsify recorded inventory, which
inflated Barton's pretax income during fiscal 1989 and 1990, and to
record phony sales, further inflating pretax income during fiscal 1990.
On quarterly reports for the first three quarters of 1990, Barton
reported pretax income of $681,524, $719,404, and $1,034,251,
instead of losses of at least $838,198, $1,022,301, and $1,254,305,
respectively. Both defendants avoided losses by selling or donating



Barton stock while in possession of material non-public information
about the falsified financial statements. Johnson consented to the
entry of an injunction and a bar from acting as an officer or director of
any public company. This matter was pending as to Joyce at the end
of the year.

The Commission's complaint against Jere Bradwell, the
president, chief executive officer and chairman of Silk Greenhouse,
Inc. (SGI); Stuart G. Lasher, SGI's chief financial officer; and William
T. Gilbert, SGI's vice president of finance, alleged that SGI, to avoid
an expected third quarter loss in 1989 and meet estimated earnings
for the quarter, included in its financial statements as "other income"
the assets and liabilities of a company created by Bradwell to divert
real estate commissions on new SGI store sites (SEC v. Jere L.
Bradwell®). The complaint also alleged that $2.6 million of employee
payroll expenses were improperly capitalized and deferred to the
fourth quarter, and $1.5 million of advertising expenses were
deferred. Bradwell sold 62,500 shares of SGI common stock prior to
the public announcement of the third quarter results, avoiding losses
of approximately $781,000. The defendants consented to the entry of
injunctions. Bradwell was ordered to disgorge $781,000 plus
prejudgment interest and to pay a civil penalty under ITSA. Lasher
and Gilbert, who are certified public accountants, also consented to
an order in related Rule 2(e) proceedings, by which they were denied
the privilege of appearing or practicing before the Commission. In the
Matter of Stuart G. Lasher, CPA.%°

In SEC v. Transmark USA, Inc.,?” the Commission alleged that
the defendants failed to disclose the nature of certain transactions
and materially misstated the financial condition of the company's
principal subsidiary, Guarantee Security Life Insurance Company
(GSL). The complaint alleged four instances of related sale and
repurchase transactions in high yield securities between GSL and



Merrill Lynch. These transactions occurred at year-end and were
intended to replace temporarily GSL's portfolio of high yield securities
with either a cash receivable or liquid Treasury securities, resulting in
increased reported statutory capital and surplus. The defendants
consented to the entry of injunctions.

In In the Matter of Donald F. Withers, CPA,* the Commission
found that the respondent, a partner in Coopers & Lybrand, engaged
in improper professional conduct In connection with the transactions
alleged in SEC v. Transmark USA, Inc. Withers consented to the
entry of an order suspending him from appearing or practicing before
the Commission for a period of five years.

The Commission alleged in In the Matter of Harry D. Sweeney,
CPA,* that Sweeney and Henry Gayer, the engagement partners for
audits of Sahlen & Associates in 1988 and 1987, respectively; and
Timothy S. Hart, the manager for both audits, caused unqualified
audit reports to be issued. The defendants also failed to obtain
sufficient competent evidential matter with respect to the existence,
valuation, and presentation of at least $45 million of overstated
receivables. This matter was pending at the end of the year.

In Rule 2(e) proceedings against Edward Jan Smith, a partner at
Price Waterhouse, and Joel E. Reed, a senior manager for the firm,
the Commission alleged that the respondents failed to conduct the
1988 and 1989 audits of Amre, Inc., in accordance with generally
accepted auditing standards (In the Matter of Edward Jan Smith,
CPA*) As a result of a fraudulent scheme by Amre's management,
the company's earnings and revenues had been overstated in its
1988 financial statements and understated in fiscal 1989. The
respondents consented to the entry of an order denying them the
right to appear or practice before the Commission.



Insider Trading

Insider trading occurs when a person in possession of material
non-public 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 either
disclose any material non-public information or abstain from trading
in the securities of their own company. Violations also may arise from
the transmission or use of material non-public 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. The ITSA penalty provisions authorized 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
non-public information or who unlawfully communicate material non-
public information to others who trade. Civil penalties also can be
imposed upon persons who control insider traders. During 1994, the
Commission brought 45 cases alleging insider trading violations.

In connection with its proceedings involving financial fraud by
Comptronix Corporation, the Commission filed an injunctive action
against Richard F. Adler, a former director of Comptronix, who
learned of the fraud and tipped this information to Harvey L. Pegram,
a friend and business associate (SEC v. Richard F. Adler®"). Pegram
sold his Comptronix stock and tipped Philip L. Choy, who sold
Comptronix stock held in the name of his company, Magatronic
Trading Limited. Domer L. Ishler, another friend and business
associate of Adler's, also unlawfully received the adverse information



and purchased Comptronix put options. Pegram and Choy avoided
losses of approximately $2.3 million and $75,000, respectively, and
Ishler made a profit of approximately $368,000. This case was
pending at the end of the year.

SEC v. Eugene Dines* was an action against Bruce Dines, a
former director of Colorado National Bankshares (CNB), and his
brother, Eugene Dines. In connection with his employment, Bruce
Dines learned that First Bank Systems was making an offer to merge
with or acquire CNB. He communicated this information to his
brother, who purchased 30,000 shares of CNB common stock prior to
the public announcement of a merger agreement. Eugene Dines
realized profits of $214,000 on his CNB transactions. The defendants
consented to the entry of an injunction and an order requiring them to
disgorge a total of $214,000 plus prejudgment interest of $12,847
and to each pay a civil penalty under ITSA of $214,000.

The defendant in SEC v. Jonathan Mayhew® purchased the
common stock of Rorer Group, Inc., and call options on such stock,
while in possession of material non-public information concerning
merger discussions between Rorer and Rhéne-Poulenc, S.A.
Jonathan Mayhew's trades followed his receipt of a tip from an
employee of a human resources consulting firm that had been
retained by Rorer in connection with the merger discussions. After
the public announcement of the discussions, Mayhew realized profits
of $255,000. This case was pending at the end of the year.

Prior to the public announcement of a merger agreement
between MidSouth Corp. and Kansas City Southern Industries Inc., a
lobbyist for Kansas City Southern working in Washington, D.C.
engaged in insider trading in MidSouth common stock (SEC v. Julia
Peck Mobley**). The lobbyist, Sydney Probst, misappropriated
material non-public information, traded MidSouth securities while in



possession of this information, and recommended the purchase of
MidSouth securities to a family member and two friends, Julia Peck
Mobley and Rosamond Brown, who also traded. One of Probst's
friends tipped an additional person who traded. Probst and the
tippees realized aggregate profits of approximately $35,000. Probst
consented to an injunction and to an order requiring her to disgorge
profits of $13,572 plus prejudgment interest and to pay an ITSA
penalty of $13,572. This case was pending as to Mobley and Brown
at the end of the year.

Manipulation

The SEC is charged with ensuring the integrity of trading on the
national securities exchanges and in the over-the-counter markets.
The SEC staff, the exchanges, and the NASD engage in surveillance
of these markets.

The Commission charged U.S. Environmental, Inc., Castle
Securities Corp., and nine individuals with conducting a fraudulent
offering and subsequent manipulation of common stock issued by
U.S. Environmental (SEC v. U.S. Environmental, Inc.*®). The
defendants engaged in a fraudulent "blind pool" offering bringing U.S.
Environmental public and thereafter caused the company to make
false and misleading representations, including that U.S.
Environmental had a proven, cost-effective process for detoxifying
hazardous waste and owned a 50 percent interest in a pilot plant.
Defendants, who controlled the entire float, manipulated the price
from $0.05 per unit to approximately $5.00 per share; the defendants
then paid kickbacks to brokerage firms to sell several hundred
thousand shares to investors who paid a total of more than $1 million
for the stock. The price of the stock reached $7.00 per share before
collapsing to between $0.06 and $0.11 per share. U.S. Environmental
and two stock promoters, Mark D'Onofrio and Ramon D'Onofrio,



consented to the entry of injunctions, and the D'Onofrios also were
jointly and severally ordered to disgorge $940,374.52 plus
prejudgment interest. An order was entered prohibiting the D'Onofrios
from serving as officers or directors of public companies, and they
were enjoined from acting as promoters, finders, consultants, agents
or in any other capacity with any broker, dealer, or issuer in the
Issuance or trading of securities. This case was pending as to the
other defendants at the end of the year.

In In the Matter of J. Peek Garlington, Jr.,*® the Commission
alleged that the respondent, the chairman of Cousins Properties, Inc.,
engaged in a series of illegal trades in the common stock issued by
Cousins. The respondent manipulated the closing price of Cousins
common stock by placing orders to buy small lots at the end of the
trading day, i.e., by "marking the close," on seventy-seven days over
a six-month period. These activities increased the closing price of
Cousins common stock, and thereby increased the equity in a margin
account in which the respondent held a substantial position of the
stock. The purpose of the scheme was to satisfy or prevent margin
maintenance calls. The respondent consented to the entry of a cease
and desist order by which he was ordered to disgorge $92,750 plus
interest in the amount of $29,424.36.

In a case involving the operation of a boiler room by a former
registered broker-dealer, Chelsea Street Securities, Inc., the
Commission alleged that defendants Gary S. Williky and James J.
Romano, and salesmen under their control implemented
undisclosed, manipulative sales practices, including "matched"
trading, the parking of securities in Chelsea customer accounts, and
"wash" purchase and sale transactions (SEC v. Gary S. Williky>").
These manipulative practices were implemented to generate retalil
demand for four securities in which the broker-dealer made a market,
causing an artificial rise in the price of these securities. Williky



consented to the entry of an injunction and an order requiring him to
pay disgorgement and a civil penalty in amounts to be determined.
This case was pending at the end of the year.

The Commission filed an action against nine individual
defendants, alleging a scheme in which kickbacks were paid to
registered representatives to recommend the purchase of common
stock issued by Fairmont Resources Inc., a Canadian natural gas
company traded on the Alberta Stock Exchange, in an effort to
manipulate the price and create the appearance of an active trading
market for the stock (SEC v. Robert L. Shull®®). Three of the
defendants agreed to acquire a controlling interest in Fairmont, to
manipulate its stock, and to sell at artificially enhanced prices,
Kickbacks totalling more than $400,000 were paid to five other
defendants. Manipulative activity caused Fairmont stock to increase
from C$0.30 per share to C$3.05 per share in less than six months.
The three defendants controlling Fairmont realized illegal profits of as
much as US$1 million from the scheme. This case was pending at
the end of the year.

The Commission also took action in cases involving fraudulent
schemes involving the short sale of securities during the period
between the filing of a registration statement for a secondary offering
and the time at which sales pursuant to the registration statement
may be made. Because short selling in anticipation of a public
offering may result in a decrease in the price of the security, such
activity may deprive the issuer of offering proceeds that would
otherwise have been obtained. In SEC v. Curtis lvey,* the
Commission alleged that the defendants sold short the securities of
Safeway, Inc., Enron Corp., Dillard Department Stores, Inc., and
Household International, Inc., prior to the effective dates of
registration statements, and then covered with securities purchased
in the public offering. The defendants realized profits of $80,365. The



defendants consented to the entry of injunctions and an order
requiring them jointly and severally to disgorge $80,365 plus
prejudgment interest.

The Commission alleged that Stanley Berk realized profits of
$35,500 from short sales of the securities of Dillard Department
Stores, Inc., Safeway, Inc., and Household International, Inc., and
obtained approximately $5,000 from trading associates who engaged
in similar unlawful conduct in connection with public offerings of five
other issuers (In the Matter of Stanley Berk™). This case was pending
at the end of the year.

Broker-Dealer Cases

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, violations of books and records provisions, or
fraudulent sales practices. 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.

Several cases against broker-dealer firms involved violations in
the market for United States Treasury securities. The Commission
instituted administrative proceedings against The Chicago
Corporation (TCC), a registered broker-dealer, alleging that between
1984 and 1991 it had engaged in a practice that resulted in the
submission of inaccurate bid tender forms by two primary dealers in
Treasury securities in connection with noncompetitive orders in
Treasury auctions (In the Matter of The Chicago Corporation*"). TCC
submitted noncompetitive bids in the names of various individuals in
approximately thirty auctions per year, and then purchased the



securities acquired by these individuals pursuant to an "option
agreement.” This practice allowed TCC to circumvent Treasury
regulations prohibiting the purchase of more than $1 million in
Treasury securities pursuant to noncompetitive bidding. TCC
consented to the entry of a cease and desist order and to an order
requiring the disgorgement of $250,000 plus interest and a civil
penalty of $250,000.

Similarly, in In the Matter of Cantor Fitzgerald & Co.,* the
Commission alleged that Cantor Fitzgerald & Co., a registered
broker-dealer, committed violations in the purchase and sale of
Treasury securities issued through the noncompetitive auction
process. Cantor Fitzgerald's books and records failed to reflect pre-
auction agreements between the firm and its customers to sell the
securities awarded in the auction. Cantor Fitzgerald consented to the
entry of a cease and desist order requiring the disgorgement of
$90,000 plus interest and the payment of a $100,000 civil penalty.

In the Matter of Goldman, Sachs & Co.,*® cease and desist
proceedings against Goldman Sachs & Co., a registered broker-
dealer, the Commission alleged that the firm falsely recorded
prearranged transactions in Treasury securities with Salomon
Brothers, Inc., other broker-dealers, and certain institutional
customers during 1985 and 1986 to realize a total of $36.6 million in
losses for tax purposes. Goldman Sachs also falsely recorded
prearranged trades in four transactions with Salomon during 1986 as
an accommodation to Salomon. Goldman Sachs consented to the
entry of a cease and desist order by which it was required to pay a
civil money penalty of $250,000.

The Commission alleged violations of the books and records
provisions in In the Matter of Merrill Lynch, Pierce, Fenner & Smith,
Inc.,** administrative proceedings against Merrill Lynch; Robert



Plunkett, a trader formerly associated with Merrill Lynch; and
Frederick Roemer, a Merrill Lynch corporate bond salesman. The
Commission found that Merrill Lynch failed to record properly certain
securities transactions in two separate matters. The first matter
involved related sale and repurchase transactions designed to permit
a customer, Guarantee Security Life Insurance Company, temporarily
to replace high yield securities with a cash receivable or liquid
Treasury securities at year end, thereby avoiding certain reserve
requirements of Florida insurance law. The second matter involved a
series of sale or repurchase transactions between Merrill Lynch,
Reliance Group Holdings, Inc., and a third party, designed to permit
Reliance to realize gains on certain securities. Respondents, without
admitting or denying the Commission's findings, consented to the
entry of a cease and desist order by which they were censured and
Merrill Lynch was required to adopt internal procedures, policies, and
controls reasonably designed to assure compliance with broker-
dealer recordkeeping requirements.

In In the Matter of George F.M. Lee,* the Commission alleged
that the respondent, who was president, general principal,
compliance officer and financial principal of a broker-dealer firm,
failed reasonably to supervise two former branch managers who had
engaged in a scheme to distribute unregistered securities of Pacific
Waste Management, Inc. One of the managers sold approximately
80,000 shares for his own account while acting as a promoter for
Pacific Waste. The other manager solicited at least 41 customers to
purchase approximately 183,020 shares he had received gratuitously
from an officer of Pacific Waste. The Commission found that the
respondent’s failure to provide closer scrutiny of the branch
managers' activities contributed to their ability to engage in the
wrongful conduct. The respondent consented to the entry of an order
suspending him from association in a supervisory capacity for a



period of six months and requiring him to pay a civil penalty of
$5,000.

The Commission alleged net capital violations in administrative
proceedings against Colonial Management Associates, Inc., a firm
dually-registered as a broker-dealer and an investment adviser (In
the Matter of Colonial Management Associates, Inc.*®). Colonial failed
to calculate timely its net capital on a monthly basis for eight months
during 1991 and 1992. In addition, Colonial had a net capital
deficiency during the period November 2 to December 29,1992,
resulting from its use of approximately $16 million from the liquidation
of certain securities to reduce the outstanding balance on a revolving
credit line maintained by its corporate parent.

SEC oversight of broker-dealers often involves actions alleging
fraudulent sales practices. In SEC v. Thomas Frank Bandyk,*” the
Commission alleged that the defendant engaged in unauthorized,
excessive and unsuitable trading, misrepresented and omitted to
state several material facts to customers in connection with such
trading, and caused several customers to suffer substantial losses.
Among other things, the defendant persuaded customers to sign
margin agreements by misrepresenting that the purpose of the
agreements was to provide overdraft protection for checks written
against the accounts; customers receiving margin calls were told that
the calls were the result of computer errors and could be ignored.
Bandyk consented to the entry of an injunction.

The Commission has also taken action against persons
associated with broker-dealer firms who steal funds intended for the
purchase of securities. In administrative proceedings against a
registered representative of Advest, Inc., the Commission alleged
that the respondent misappropriated approximately $902,291 in
customer funds that had been given to him for investment (In the



Matter of James M. Coyne, Jr.*®). The respondent forged customer
signatures on liquidation authorization forms and forged
endorsements on checks issued by Advest to customers. The
respondent consented to a bar from association. In related criminal
proceedings, the respondent was sentenced to eighteen months
incarceration and ordered to pay restitution of $203,501.99.

Investment Adviser and Investment Company Cases

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

The Commission instituted cease and desist proceedings
against Synovus Securities, Inc., a broker-dealer and investment
adviser, and Clark L. Reed, the president and director of Synovus at
all relevant times (In the Matter of Synovus Securities, Inc.*).
Synovus was involved as principal with certain customers and
allegedly interpositioned an individual, Richard T. Taylor, who
promptly was able to purchase bonds from, or resell bonds to, other
brokers at a profit in over 120 municipal bond transactions between
1988 and 1991. Synovus and Reed consented to the entry of a
cease and desist order and orders requiring them to pay civil
penalties of $200,000 and $50,000, respectively. Reed also
consented to a bar from association with regulated entities. Related
administrative proceedings against Taylor, In the Matter of Richard T.
Taylor,>® were pending at the end of the year.

In In the Matter of Strong/Corneliuson Capital Management,
Inc.,”* the Commission alleged violations by Strong/Corneliuson
Capital Management, Inc. (SCCM), the investment adviser to eleven
mutual funds and to various pension funds and other clients; Richard
S. Strong, the founder, controlling shareholder and chairman of
SCCM, and chairman of each of the funds managed by SCCM; and
Bruce D. Behling, a senior vice president and former president of



SCCM and the former president and treasurer of each of the funds.
SCCM and Strong caused the funds to engage in securities
transactions with each other and with Harbour Investments Ltd, an
investment company in which Strong and Behling had a financial
interest; these transactions with affiliated persons were not disclosed
by SCCM. SCCM also caused Harbour to invest in securities
recommended to SCCM clients, and Strong invested in the securities
of three issuers recommended to clients. The respondents
consented to the entry of a cease and desist order by which they
were censured, and SCCM was ordered to comply with undertakings
designed to prevent future violations.

In SEC v. Donna Tumminia,> the complaint alleged that Donna
Tumminia, the head trader for Shearson Lehman Advisors (SLA),
concealed from her employer the volume of securities trades that
she directed to her husband, Philip Tumminia, who was a direct
access broker on the floor of the New York Stock Exchange and a
registered representative of Adler, Coleman & Co. Donna Tumminia
also failed to disclose to her employer that commissions paid on the
transactions were going directly to her husband, minus only a 1¢ per
share clearance fee to Adler. The Tumminias caused advisory clients
of SLA to pay excessive mark-ups and mark-downs on riskless
principal trades executed by Philip Tumminia. The Tumminias
consented to the entry of an injunction and orders requiring them to
disgorge $617,314.62 plus prejudgment interest and to pay civil
penalties of $617,314.62.

The respondent in In the Matter of Joan Conan®® was a portfolio
manager in the high yield bond department of a registered
investment adviser. While performing research for the funds under
her management, Conan learned of certain warrants issued by
Champion Parts, Inc., that offered holders the option of paying the
exercise price through the surrender of notes issued by Champion.



The notes so used would be valued at par. Although the funds held
Champion notes which were then trading at below par, Conan
purchased 50,000 Champion warrants for her own account for
$12,500, which she sold the following month for $225,000. Conan
failed to disclose her transactions to her employer. The Commission
found that Oman's activities were in breach of her fiduciary duty to
the funds and compromised her independence as a fiduciary. Conan
consented to the entry of a cease and desist order by which she was
barred from association.

The Commission filed an emergency action in which it alleged
that the management of an investment company had become
increasingly deadlocked and in disarray (SEC v. Centurion Growth
Fund, Inc.>®). At the time of the Commission's action, the fund did not
have an investment adviser, counsel, underwriter, president,
secretary, or treasurer, nor did it have a properly constituted board of
directors. The Commission obtained a preliminary injunction and
other relief, including the appointment of a receiver, an asset freeze,
and an order suspending the offer, sale, and redemption of the fund's
shares until permitted by the court. This case was pending at the end
of the year.

The Commission instituted proceedings against Seaboard
Investment Advisers, Inc., a registered investment adviser with
assets in excess of $1.1 billion under management, and two of
Seaboard's officers (In the Matter of Seaboard Investment Advisers,
Inc.”®). The Commission alleged that Seaboard published, circulated,
or distributed advertisements that contained false or misleading
performance figures covering the period from 1984 through 1991.
Seaboard also falsely advertised that its performance results were
audited. The respondents consented to the entry of cease and desist
orders. In addition, Seaboard was ordered to pay a civil penalty of $1
million.



Cease and desist proceedings against Terence Mulrooney
involved allegations that the respondent, a registered representative
employed by a bank's brokerage subsidiary, prepared a one-page
sales sheet listing some false and misleading characteristics and
yields for mutual funds offered by his employer (In the Matter of
Terence Patrick Mulrooney®®). The sales sheets contained yield
figures that were not computed in accordance with statutory
requirements, and failed to disclose the time periods to which they
corresponded. In some cases, the yield figures were, in actuality,
total return figures representing a time span of up to ten years. The
Commission alleged that the respondent's conduct violated
advertising rules promulgated under the Investment Company Act,
Mulrooney consented to the entry of the cease and desist order by
which he was censured and suspended from association for a period
of twelve months.

The Commission's cease and desist proceedings against Melvin
Hirsch, In the Matter of Melvin L. Hirsch,>” arose from the
respondent’s diversion of funds from Transportation Capital
Corporation (TCC), which was a registered closed-end management
investment company of which Hirsch was president and chairman.
Hirsch caused TCC to make undocumented loans to him that were
not in accordance with TCC's stated investment policies and were
never properly reflected on TCC's books and records or otherwise
disclosed to investors. Hirsch also purchased certain TCC assets
without obtaining an exemptive order from the Commission,

Sources For Further Inquiry

The agency publishes the SEC Docket, which includes
announcements regarding enforcement actions. SEC litigation
releases describe civil injunctive actions and also report certain
criminal proceedings involving securities-related violations. These



releases typically report the identity of the defendants, the nature of
the alleged violative conduct, and the disposition or status of the
case, as well as other information. The SEC Docket also contains
Commission orders instituting administrative proceedings, making
findings and imposing sanctions in those proceedings, and initial
decisions and significant procedural rulings issued by Administrative
Law Judges.



International Affairs

The Office of International Affairs (OIA) has primary
responsibility for the negotiation and implementation of information-
sharing arrangements, and for developing legislative and other
Initiatives to facilitate international cooperation, OIA coordinates and
assists in making requests for assistance to, and responding to
requests for assistance from, foreign authorities. OIA also addresses
other international issues that arise in litigated matters, such as
effecting service of process abroad and gathering foreign-based
evidence under various international conventions, freezing assets
located abroad, and enforcing judgments obtained by the SEC in the
United States against foreign parties. In addition, OIA operates in a
consultative role regarding the significant ongoing international
programs and initiatives of the SEC's other divisions and offices. OIA
is responsible for the SEC's technical assistance programs for
countries with emerging securities markets. OIA also consults with
and provides technical assistance to other Federal agencies
regarding trade-related issues relevant to the regulation of securities
markets in the United States.

Key 1994 Results

OIA made 226 requests for enforcement assistance on behalf of
the Commission to foreign governments and responded to 296
requests for enforcement assistance from foreign governments.

The SEC signed a comprehensive Memorandum of
Understanding (MOU) for consultation and cooperation in
enforcement-related matters with the Australian Securities
Commission. Also, the SEC signed an MOU with the China



Securities Regulatory Commission (CSRC) that provides for training
and technical assistance to the CSRC, and for mutual enforcement
assistance. This brings the total number of MOUs and other less
formal agreements executed by the SEC to more than 20.

The SEC's leadership role and active involvement in the Council
of Securities Regulators of the Americas (COSRA) and the
International Organization of Securities Commissions (I0SCO) have
advanced Commission goals for international enforcement
assistance and cooperation on a multilateral basis. Two important
multilateral resolutions were adopted by COSRA and IOSCO
members. First, the membership of COSRA adopted a precedent-
setting resolution on enforcement cooperation that will serve as a
framework for multilateral collaboration to facilitate the enforcement
of COSRA members' securities laws. Second, the members of
IOSCO adopted a resolution which calls upon current members and
future applicants to make explicit their commitment to the core
IOSCO principles of high regulatory standards and mutual
assistance.

Arrangements for Mutual Assistance and Exchanges of
information

There has been a dramatic increase in the SEC's need to obtain
foreign-based information to protect the United States markets and
investors from cross-border fraud and other violations of the United
States securities laws. In this regard, the SEC has developed ways to
enhance international mechanisms for effective market surveillance
and information sharing, and for cooperation in the investigation and
prosecution of cross-border fraud and market manipulation.



The SEC has worked actively to forge strong bilateral and
multilateral relationships with its foreign counterparts. In particular,
the SEC has entered into more than 20 MOUSs, and other less formal
agreements, to establish the means for sharing information and
providing comprehensive enforcement assistance in virtually all
facets of the securities markets. Such mechanisms have improved
the SEC's ability to detect and prosecute violations of the United
States securities laws where information is needed from abroad. In
addition, the SEC's commitment to international securities
organizations has augmented its bilateral and multilateral efforts in
the enforcement area.

On October 20, 1993, the SEC entered into an MOU with the
Australian Securities Commission (ASC). The MOU creates a
framework to facilitate mutual assistance between the SEC and the
ASC, and formalizes the excellent working relationship that has
existed between the two Commissions. The MOU also provides for
consultation on matters relating to the operation of the securities
markets of their respective countries and on the operation of the
MQOU. The MOU further provides for mutual assistance and
cooperation in the full range of enforcement and regulatory matters.
For example, it provides for assistance in securities matters involving
insider trading and other fraudulent or manipulative practices;
disclosure requirements for issuers, persons, and regulated entities;
and the financial or other qualifications of those involved in the
securities industry.

On April 28, 1994, the SEC entered into an MOU with the
CSRC, the first such understanding between China and a Western
securities regulatory authority. The MOU formalizes a cooperative
and consultative relationship between the SEC and the CSRC, and
establishes a framework for the SEC to provide technical assistance
to the CSRC. The MOU also provides for mutual assistance in






