funds to Realty and subseguently by converting such
investment into excessive mortgages on properties
acguired by Realty with funds cbtained from Republic;

3) Fraudulently report material amounts of income
of Republic which was in fact generated by Republic's
advancing substantial sums to Realty which wers imma-
diately returned by Realty to Republic in interest
payments on debt owed to Republic by Realty and affi-
liates and nominees of Realty; and

4) Overstate the assets of Republic in reports
furnished to shareholders and to the Insurance Depart-
ment of the State of Texas.

The court entered permanent injunctions against
Republic, Realty, Peat Marwick, Westheimer and 8 of the
1l employees prohibiting fueture violations of the above
securities law provisions. The defendants consented to
the court's entry without admitting or denying the Com-
mission's allegations,

SEC v. Westgate - Californis Corpeoraticn, et al.,
Civil Action No. 73-217N (S.D. Callf, May 1973)

The Commission's complaint alleges that Westgate -
California corporation ("Westgate"); C, Arnholt Smith
(*Smith"), chairman, chief executive officer and former
president of Westgate; Philip Toft ("Toft"}, president
and divector of Westgate, M. J. Coen ("Coen"}; and
others violated the registration, antifraud, reporting
and proxy provisions of the federal securities laws,

This Complaint alse alleged a second fraudulent
course of business. The object of this second scheme
was allegedly teo manufacture earnings for Westgate in
corder to present a false appearance of profitability.
It is alleged that in order to generate bogus earnings,
Emith and Teft arranged for the sale of Westgate assets
for cash, and for Smith to loan the purchasers the
funds necessary to complete the transactions, funds
Emith allegedly borrowed from the bank. The Complaint
further alleges that the purchasers in these arranged
sales were insulated from any lasses or costs. Accord-
ing to the complaint, in many instances the purchasers
were assured a profit resulting from an option arranged
by Smith whereby the purchaser obtained the right to
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regell the asset at 3 gain. It is alleged that, as a
result of this ¢ourse of conduct, Westgate recorded
many millions of dollars of profits over the last four
years from sazles which were not arms-length, were
totally deveid of economic substantce, and which re-
culted in a2 distorted and misleading presentation of
the company's profitability.

The Commission sought a permanent injuncticon
againgt further wviclations by the defendants, the
appointment of a receiver to conductk the operations
of Westgate, an injunction acainst Bmith and Toft
prohibiting them from serving as officers or directors
of any public company without sufficient assurance that
they would not engage in similar misconduct, as well as
an agreement from Smith and Toft to indemnify Westgate
against any losses as a result of their actions.

On October 30, 1971, Final Judgments of Permanent
Injunction were entered against Smith, Teft, Sovereign
States Capital Corporation ("SSC"), British Columbia
Investment Company ("BCIC"™}, Elsinore Royalty Inc.
{"Elsinore™} and U.8. Holding Company {("U.S5. Holding"}
enjoining all of them from wiolations of the antifraud
and reperting provisions of the federal securities laws
and enjoining certain of them from violaticons of the
registration provisions of the Securities Act. In
addition, the judgments entered by the court provide
that:

1} The board of directors of Westgate be recon-
stituted to =seven perszonsg, five of whom shall be
appointed by the Court after consultation with the
Commission and two of whom shall be nominated by U.5.
Holding {the majority shareholder of Westgate) after
notice to the Commission and approval by the Court;

2} A "Special Counsel" be appointed to conduct a
£ull investigation into the previowus affairs of Westgate,
to report the results of such investigation to the
Court, the Commissicn and the new board of Westgate,
and to take all appropriate action on behalf of Westgate
against responsible persons as indicated as a result of
his investigaticn:

3} Smith ard Toft immediately resign as directors
and officers of Westgate and its subsidiaries and as
of ficers and/or directors of any other public company
in which they hold a position;
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4} An executive committee of the board of directors
of Westgate be created to consist at all times of a
majority of court appointed directors; and

5} Westyate file within 120 days, or such later
time as the Commission may permit, all necessary reports
and all amendments and supplements to its reports on
file as may be required,

The Order entered against U.S5. Holding, the majority
shareholder of Westgate, provided limitations on the
future voting of its Weskgate stock in that it may vote
such stock only after notice t¢ the Commission, Westgate
and the Court of its proposed vote. U,.5. Bolding is
prohibited by the order from voting its stock in such a
way that among others, it would vielate the securities
laws, abridge the intereszsts of minority shareholders,
or amend, modify or frustrate the purposes or terms of
the Court's Order. The defendants consented to the
entry of these final judgments withcut admitting or
denying the allegations contained in the Canmission's
Complaint,

An order permanently enjeining Coen from viclations
of the antifraund provisions of the Securities Act and
the Exchange Act was entered on September 4, 15%73. The
Order furthery enjoined Coen from aiding and abetting
violaticong of the periodic reporting and proxy provi-
sions of the of the Exchange Act. Coen consented to
the entry cof the order without admitting or denying the
allegations in the Commigsion's Complaint.

SEC v. Allegheny Beverage Corporation et al.,
Civil Action No. 932-73 (DDC May 1973)

The Commission's complaint alleges that Allegheny
Beverage Corporation ("Allegheny"); Valu Vend Inc.
{"VV"), Valu Vend Credit Corporation {"VVCC"}, a sub-
sidiary of Allegheny, four Allegheny cfficers, the
company's auditors, the underwriters of a WYCC public
offering, counsel for the underwriter, counsel for
VVCC, Suburban Trust Company {("Suburban™) and others
violated the antifraud, reporting and registration
provisions of the federal securities laws.

The Complaint alleged that varicus Allegheny
financial reports disseminated to the public and filed
with the Commission in 1927) and 1972 were materially
false and misleading. The reports allegedly included
income from improperly reported sales and materially
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gl L - . Ancther portion of the
camplalnt relates to a 19?1 public offering of 525
million of VVCC debentures, The prospectus skated
that 510 million &f such debentures had to be sold

and paid for within a specified period or all money
received from subscribers, to be maintained in a
special account at Suburban, would be returped. It is
alleged that VVCC was able to sell only S500,000 of the
debentures but entersd inte fraudulent arrangements,
aided by certain of the defendants, to make it appear
that 510 million had been sold.

On October 25, 1974, the Court permanently en-
ioined First Duso Securities ("First Duse™) and its
rrincipal Miles A. Bahl ("Bahl") from viclations of
the antifrand provisions of the Exchange Act and the
rules and regulations thereunder. In addition, First
Duso and Bahl were enjoined from selling or delivering
securities for which a registration statement had been
filed with the Commisison unless the security is
accompanied or preceded by a prospectus that meets
the requirements of the Securities Act. First Duso and
EBEahl consented toe the injunction permanently enjoining
them without admitting or denying thé allegations of
the Complaint.

On Januwary B, 15%75, injunctive, mendatory and
ancillary relief was granted against Allegheny, VV,
YVCC, and Morteon Lapides, president of the defendant
corporations, for violations of the federal securities
laws. Specifically, the court enicined ABC and Lapides
from farther wviclations of the antifraud, registration,
reporting, and proxy provisions, VW from further vio-
lations of the antifrawd, reporting and registration
pravisions, and VWCC from further violations of the
antifraud and registration provisions of the Acts.

The Court also enioined Barry J. Conn, vice president
of ABC, and Anthony J. Hering, treasuver of ABC, from
further violations of the Securitiss Act and enjoined
William W. EKane, former vice president of ABC from
further violations of the registration provisions of
the Securities Act. In addition to the injunctions,
the court's order directed that:

1) Lapides pay 70,000 to ABC, reflecting gains
from his use of corporate funds and his insider trading,
525,000 of which is to be set aside for compensation
for lesses to individual purchasers of ABC stock alleged
toe have been sold by Lapides, Conn and Kane in violation
of the federal securities laws:
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2} A special agent be appointed to confirm the
return to ABC by Lapides of £540,000 of corporate funds
alleged by the Commission to have been personally used
by Lapides;

3} ABC establish an independent audit committee,
conposed of unaffiliated persons acceptable to the
Commission and ARC and approved by the Court, to selsct
independent certified public accountants te conduct
ABC's annual avdits; to approve or disapprove ABC's
management decision to change such accountant; to
determine the position and poliey of ABC in any dis-
pute ¢r disagreement betwsen ABBC's management and the
independent accountants; and to formulate the position
of ABC's management, including Lapides, in any request
by the accountants for any documents or information
requested of Lapides by the accountants;

4} Lapides make available to ABC's accountants,
if needed, in the audit of ABC, any perscnal documents
or other materials requested by the accountants;

5) ABC, VV, VWCC and Lapides file with the Com-
mission reports containing a full and accurate descrip-
tion of any future transacticn. direct or indirect,
between ABC and Lapides; and

6) ABC file with the Commission amended annual and
pericodic reports in accordance with the allegations of
the Complaint.

The defendants consented to the judgments without
admitting or denying the allegations of the Complaint.

On January 8, 1975, the ¢ourt entered an order per—
manently enjoining Benjamin Botwinick & Co. [("Botwinick™},
a Firm of certified public accountants, and Alvin I.
Mindes ("Mindes"), a partner thereof, from violating
the antifraud and reporting provisions of the federal
securities laws.

In addition, the Commission entered an Ovder
pursnuant to Rule 2{e} of its Rules of Practice prowviding
that, for a ten month pericd commencing with the entry
of the Commigzion'sz order, Botwinick will be barred
from accepting any pew public business, Mindes will be
barred from practicing before the Commission except as
a supervised employee of Botwinick and from being a
partner of Botwinick, and Mindes will take 100 hours
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of continuing professional education in subjecks in-~
volving public accounting and auditing. Further, a
teview of Botwinick's auditing practices inveolving
public ¢lients will be conducted by one or two AICPA-
designated CPA's, who will make such vecommendations

te Botwinick for changes 'in its auditing practices as
they see fit, and who, at the conclusion of their
review, will submit a report to the Commission of their
findings.

Botwinick and Mindes consented to the injunctive
order and the Commission's Rule 2(e) crder without
admitting or denying the allegations contained in the
Commission’s Complaint. The Commission charged Botwinick
and Mindes with violations of the antifraud and reporting
provisions of the federal securities laws in connection
with their certification of the 1%81 year end financial
statements of ABC and subsidiaries.

On June 18, 1975, pursuant to stipulations and re-
presentations of David 5. Klein and Barry L. Dahne, the
court entered orderxs forbidding Dahne and Klein from
aking any misleading statements or omitting material
facts necessary in order tec meke the statements made
not misleading in connection with the purchase or sale
of any security. Such corders were consented to by the
defendants, who neither admitted nor denied the chavges
against them, Dahne, who presently does not practice
before the Commission, alsc agreed, by stipulation,
to practice accounting before the Commission in the
future unless he first notifies the Commissicn and the
Commisson determines that it has no objection. Klein
agreed pursuant t£o stipulation that for a period of 16
months, he will not practice law before the Commizsion,
with the following excepticons: 1) he may c¢ontinue his
present full-time employment as corparate counsel, but
must submit all significant securities matters to
outside securities counsel for review during the full
16 menth period; and 2) he may continue his present
representation of four small ocutside clients, but must
sabmit all significant securities matters to another
securities counsel for review for the balance of 1975.
The Commission agreed to dismiss its action against the
law firm of Klein & Dahne in view of the representaticns
made to the court by Klein and Dahne that the law fimm
has ceased to exist.

Pursuant te stipulations and undertakings, the
court entered ordered against the law firm of Wright,
Robertson and Dowell, &. Gordon Haines and Svhurban
Trust Company and the Commigsion terminated the action
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w th respect to McLaughlin & Stern, Ballen and Miller
("MSBM") and A. Jeffry Robinson and instituted Rule
2{e] administrative proceedings which censured MSBM.

SEC v, Keller Industries, Inc. et al., Civil
dction No. 71~-143 {SDNY 19731}

The Commission's Complaint alleges that Keller
Industries, Inc. ("Keller Industries"), Henry Keller
{"Keller™), President and Chairman of the Board; and
Norman Edelcup ("Edelcup”), Chief Financlal Officer,
violated the anti-fraud and reporting reguirements of
the Exchange Act. More specifically, the Complaint
alleged that registration statement contained fraudu-
lent, unaudited earning figures, the interim financial
statements for 1967-1969 were false and misleading in
that the earnings reported were inflated, and the
semi-annual reports for the same time pericd were
also false and misleading.

The Commission sought both preliminary and pex-
manent injunctions against further wviolations of the
anti-fraud and reporting provisions. The permanent
injunction was granted. The Court alsc ordered Heller
Industries to follow effective and uniform procedures
in preparing the disclosure documents. The case against
Keller and Edelcup was dismissed and Keller Industries
consented te the Court's Judgment without admitting or
denying the Commission's allegations.

SEC v. Equity Funding Corporation of America,
{C.D. Cal. April 1s, 1973}

The Commissicn's Complaint alleges that Equity
Funding Corporation ("Equity"} violated the antifraud,
perjiodic reporting and proxy reguirements under the
Exchange Act.

Mcre specifically, the Corplaint alleged that
the books and records of the defendant were materially
altered. For example, the hooks of and records af
Equity Funding Life Insurance Company, a subsidiary,
reflected the sales of insurance policies, the receipt
of premium payments, the creation of assets and the
establishment of reserves when in fact such pelicies
had not been so0ld, premium payments had not been re-
ceived, and reserves had not besn established, The
Complaint alleged that policies were issued to fic-
titious persons, persons whose policies had lapsed and
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persons wha had applied for but were denied insurance,
that policies were issued vpon which ne premiums were
paid, and that the face amounts of existing policies
were increased without customer knowledge. These fic-
titicus policies were then sold or conveyed Lo company
insurers or re-insurers for inflated prices. Equity
would also collect death benefits and cash surrender
values for these policles from these insurers. As a
result, Equity's financial statements filed with the
Commission were false and misleading, monies and assets
were misappropriated, and there was a possibility of
substantial contingent liability.

The company consented to the entry of a permanent
injunction against further viclations of the antifraud,
periodic reporting and proxy provisions of the Exchange
Act without admitiing or denving the allegations in the
Complaint. It also consented to the appointment by the
Court of a new board of directors and a special inves-
tigator,

SEC v. ¥YTE, Inc., [ivil Action Ho. 190-73 {DDC,
February 1, 1973}

The Commissicon's Complaint alleges that VTR, Inc.
("VTR"} viclated the reporting provisions of the Ex-
change Act by not filing its annual, 10-K reports with
the Commission for the years 1370-197]1 and its failure
ty file gquarterly reports for the first three guarters
of 1972.

The Court entered a Final Judgment of Permanent
Injunction against VTR enjoining it from failing to
timely and praoperly file annual, guarterly, and other
reports with the Commission. It also ordered VIR to
file certain delinguent reports with the Commission.

In 1975, VTR and David Jordan {("Jordan®), VIR's
Chief Executive Officer, were found in civil contempt
of the above injunction for failing to file the 1374
anmual report and for failing to correct the 1573
annual report.

Fines were imposed and & limited receiver was
appointed to both ovarsee the prowpt preparaticon and
filing of VTR's delinguent reports and to set up 2
program to assure VTR's future compliance with the
injunction.



SEC v. Wational Student Marketing Corperation,
Civil Action No. 225-72 (DDC, February 3, 1972}

The Commission's Complaint alleges that National
Student Marketing Corporation ("NSMC"); Cortes Randell
("Randell®), former President of WNSMC; John Daviesg
("Davies™), former Chief Internal Counsel; James Jay
{"Jay™}, former BDirector and Vice President: Bernard
Kurek {"Kurek"), former Chief Accounting Officer;

Roger Walther ("Walther™), former Vice President,
President and Chief Executive Qfficer; Peat Marwick,
Mitchell & Co. ("Peat, Marwick"); Anthony Natelli
("Natelli®), partner in Peat Marwick; Joseph Scansaroli
{"Scansaroli®}, former employee of Peat Marwick; White
and Case, law firm of HNSMC's; Marion Epley III ("Epley™),
partner of White and Case:; Robert Katz ("Katz"), attor-
ney: Cameron Brown {"Brown"), Chairman of the Board of
Directors, current President and Chief Executive Offi-
cer; Paul Allison ("Allison®)}, Director of one of
NEMC's subsidiaries; William Bach ("Bach"), Director

of a subsidiary of NSMC; Robert Tate {"Tate"), Director
of subsidiary of NSMC; Lord, Bessell & Brook {("Lord™),
law firm for cne of WSMC*'s subsidiaries; Max Meyer
("Meyer"), partner at Lord; and Louis Schauer
{"Schaver"}, partner at Lord, violated the antifraud
provisions of the Federal securities laws. NSMC,
Randell, Davies, Jay Kurek, White and Case, Epley,
Katz, Peat Marwick, Natelli, and Scansaroli were
also charged with viclations ¢f the reporting provi-
sions of the Federal securities laws.

More specifically, the Complaint alleged that
false and misleading financial statements were issued
and disseminated to the press; material facts con-
cerning NSHC's financizl condition, business operations
and transactions with certain directors and employees
of NSMC were not disclosed; and false and misleading
reports, proxy statements and registration statements
were filed with the Commission., The Complaint alleged
that the financial data was false and misleading in
that gales and income were overstated. Furthermore,
the Commission alleged that the comfort letter from
Peat Marwick was false and misleading in that it was
not prepared in conformity with generally accepted
aceounting principles.

The Couprt entered Final Judgments of Permanent
Injunction against Matelli, Katz, and Epley and a
settlement was reached with Peat Marwick. Natelli
was enjoined from further violations of the antifraud,
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reparting and proxy provisions. Katz was enjoined from
issuing false and misleading legal cpinicns and had to
give prior notice to the Commission if he planned to
practice hefore the Commission. Epley was enjoined
from future secerities laws violations, issuing certain
legal opinions, and practicing béfore the Commission
for 180 days. White and Case entered into a stipula-
tion of settlement with the Commission and agreed

to set up better internal contrels for eclient repre-
sentation. Peat Marwick agreed to adopt certain
additional procedures in its auditing practices.

Be fendants MSMC, Randell, Scansaroli, Walther, and
Ferguson, without admitting ©r denying the allegaticns
in the Commission's Complaint, consented to the sntry
of Final Judgments of Permanent Injunction. Three
defendants were granted summary Jjudgment.

Following a trial on the merits with respect to
cther defendants including the president of an insur~
ance company acguired by NSMC in 1969, a director of
the insurance holding company who was a partner in a
law firm, another partner in the law firm and the law
firm, the Court determined that the defendants vio-
lated the securities laws, but that an injunction was
not warcankted,

In 1975, a federal grand jury indicted Randell,
Kurek, Bushnell, Kelly and Davies for conspiracy to
viclate the federal mail and wire fraud statutes, the
antifraud provisions and the reporting provisions of
the Federal zecuritiezs laws.

SEC v. Liberty Equities Corporation, Civil Acticon
No. 70-2351 (DDC August 6, 1970)

The Commission's Complaint alleges that Liberty
Equities Corparation ("Liberty"); C. Wyatt Dickerson,
Jr., ("Dickerson")}), Richard McMurray ("McMurray")},
Murray B. Weiner ("Weiner"), BEdward &, White ("Wwhite®),
all gfficers and directors of Liberty; Peat, Marwick,
Mitchell and Co. {("Peat Marwick"), Wational Savings
and Trust Co ("NST"}; Edward Kennedy ("Kennedy"):
Kennedy Investments Inc. ("Kennedy Investments");
¥White and Co., Inc. [("White and Co"j; Edward Mason and
Co., Inc. {"Mason and Ceo."}; and Allen and Cog., Inc.
{"allen and Co.") viclated the registration, reparting,
proxy and antifraud provisions of the federal secu-
rities laws.
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More specifically, the Complaint alleged that
certain of Liberty's fipancial statements certified by
Peat Marwick were false and misleading in that certain
non—negotiable, noh-interest bearing certificates of
deposits purchased from NSsT were classified as
current assets. The Complaint further alleged that
the certificates were pledged as collateral for the
loan but the pledge was not discleosed in the certi-
fied statements, and that the entire transaction was
a sham, entered intoc only to lend the appearance of
bolstering the company’s financial pesition.

The court entered a Final Judgment of Permanent
Injunction against Liberty, Dickerson, White, NS&T,
prohibiting further violations of the statutory provi-
siong invelved, These defendants consented to the
entry without admitting or denvying the allegations.
Furthermore, Peat Marwick withdrew its cartification
of the false and misleading financial statements.

EEC v. A.M. International, Inc., Civil Action No.
B3-12546 (DDC May 2, 1%83)

The Commission filed a civil injunctive action
against A.M. International, Inrc. ("AMI™}, alleginag
viclations of the antifraud, reporting, and accounting
provizions of the federal securities laws. Without
admitting or denying the allegations in the Complaint,
AMI consented to the entry of a Final Judgment of
Permanent Injunction and other Eguitable REllEf ("Final
Judament™), as described helaow.

According to the Commission's Complaint, during
the period covered by the Complaint, AMI was engaged
in the development, manufacture, sale and service of
machines and supplies relating to document reproduc—
tion, graphics and information management. AMI's
common stock was listed for trading on the New York
Stock Exchange and other exchanges. For its 1380 and
1981 fiscal years (ended July 31} AMI reported revenues
of 5909 million and $6S52 million and pre-tax losses,
before special items, of $1.5 million and 581 million,
respectively. For the same pericds, AMI reported net
income of $5.8 million and a net loss of $245 millien,
respectively. On april 14, 1582, AMI veluntarily
filed a Debtor Petition under Chapter XI of the U.S.
Bankruptcy Code in the Horthern District of Illinels.
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The Commission‘ts Complaint alleged that throughout
its 1980 fiscal year and continuing in its 1581 fiscal
year, AMI misrepresented to its sharehclders and the
public its consolidated financial ceondition and
results of operations by improperly and arbitrarily
making adjustments to certain of its allowance and
aceryal aceounts and to its gross prefit, attribouting
certain expanses and charges to pericds other than
those to which the expenses and charges were attribuot-
able, and inflating revenues and results of operations.
Moresover, according to the Complaint, AMI failed to
record on iks books and records material amounts of
adjustments to its results of operations which were
necessary to present properly consclidated results of
ppexrations.,.

hecording to the Complaint, as a result of the
abgve~described courses of business, AMI's consoli-
dated financial statements were materially false and
misleading in that results of operations, assets and
shareholders' equity were overstated, liabilities
understated, and statements of changes in financial
position were misstated. Mereover, varicus notes Lo
AMl's consclidated financial statements were false
and misleading concerning, among other things, AMI's
accounting pelicies, interim results of cperations,
unusual income, acquisitions, bank lcoans and long term
debts and the income and financial condition of aMl's
finance subsidiary.

During fiscal 1980, AMI artificially structured
certain transactions to reduce its foreige income
taxes. For example, AMI caused its Belgium subsidiary.
witich was experiencing increased earnings, to transfer
over $&00,000 in income to AMI subsidiaries in other
countries by improperly creating and issuing artifical
credits for defective merchandise. As a result of this
transaction alone, AMI's 1980 fiscal year net results
of operations were overstated by approximately 5300,000.

AMI consented to the entry of a Final Judgment
restraining and enjoining AMI from violating Section
17{a) of the Securities Act of 1933 and Sections 10(h},
13{a) and 13fh)}(2) of the Securities Eichange act of
1924 and Rules 106-%, 12k-20, 13a-1, and 13a-13 promul-
gated thereunder, AMI has also undertaken, for a
period of three years from the entry of the Final
Judgment, to maintain an zudit committeese of nonmanage-—
ment members of its board of directors and to appeint
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no later than %0 days after confirmation of AMI's plan
of recrganization two persons to serve as additiconal
members of its board of directors and on its audit
committee, In additicn, AMI has undertaken to retain
its independent auditors for a three year period to
report on AMI's accounting system and procedures to
assiss the adegquacy of its system of internal con-
traols,

SEC v, Mid Continent 8ystems, Inc., et al,., Civil
Action Wo. 83-1533 {(DDC May 31, 1933)

The {Commission filed a civil injunctive action
against Mid Continent Systems, Inc., ("MC5"), of West
Memphis, Arkansas, and D. G, Seaqo, Jr. ("Seago™]),
chairman ©of the board and chief executive officer of
MCS, alleging viclations of the antifravd, reperting,
beneficial ownership, proxy and accounting records and
controls proviszions of the federal securities laws.
Without admitting or denying the allegations in the
Complaint, MCE and Seago consented to the entry of
final orders restraining and enjeining them from
further viclaticons of the provisions of the federal
securities laws they were alleged to have violated,
and providing for other equitable relief.

The Complaint alleges that in 1981 and 1982, Seago
caused MCS to engage in a series of contrived trans-
actions which were designed to manipulate and alter the
financial position and results of operations reported
by MCS in its year-end financial statements as of
December 31, 1981 and 1982. In December 1981 MCS scld
$6.7 millicen of fuel to its customers with the expec—
tation and aqreement that the fuel that was invoiced
and recorded as a sale would never be shipped and would
be repurchased. MCS repurchased the fuel at the same
price after the clogse of the fiscal year. The impact
of these transactions was to inflate sales, recognize a
LIFO liguidation related to inventory and to overstate
income by approximately $3.5 million. Alsc, on December
31, 1981 a wholly owned MCS finance subsidiary tendered
a check for $6.7 million to MCS as payment on its
intercompany balance. In Janwpary 1982 the funds were
transferred back to the subsidiary. The impact of this
transaction was to increase cash and working capital of
MCS by $6.7 million on its year-end financial statements.
The independent accountants retained for the 1981 audit
discovered and reversed these accounting improprieties
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pricr to the filing of the financial statements, and
were later dismissed. In the 1982 zudit the new inde-
pendent accountants discovered and reversed similar
accounting entries.

The Complaint further alleges that MCS temporarily
deposited at year-end (1982) $400,000 (and other amounts
a2t prior year-ends) to a bank of which a director and
chairman ©f the audit committee of MCS was president,
for the sele purpose of increasing the recorded deposits
of that bank on the last day of its fiscal year for
financial statement reporting purposes. Prior to 1983
ne disclosures were made by MCE of these transactions
between MCS and the bank affiliated with a director of
MCS,

Without admitting or denying the allegations in
the Commission's Complaint, MCS and Seago have consented
to the entry of final orders of the Court which enjoin
them from violating the provisions of the securities
laws they were alleged to have viclated. MCS has also
undertaken, among other things to: (1) maintain an
independent audit committee with a newly appointed
independent director as chairman thereof, which will
pass on all future proposed related party transacticons
between MCS and Seago; and (2) corrvect its annual and
periondic reports filed with the Commission since 1977
to reflect the matters get forth in the Commission's
Complaint, and cbtain and file with the Court and
Commission, affidavits from all present officers and
directors of MCS identifyving and describing all related
party transactions with MCS since 1977 for the purpose
of assisting MCS in correcting its public filings.
Seage had undertaken to file an affidavit with the
Court describing all of his and his family's related
party transactions with MCS fram 1977 to present and
use his best efforts to effectuate the terms of MNCS
undertaking.
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In the Matter of Clabir Corporation, Securities
Exchange Act Release No. 34-19504 issued Feb. 1o, 1983

The Commission issued an Order Instituting Pro-
ceedings pursuant to Section 15{c) ({4} of the Exchange
Aot and Conclusions and Order of the Commission with
respect to Clabir Corporaticon. <Clabir consented to the
entry of the Commission's Conclusions and Order without
admitting or denying any of the matters contained
therein.

Clabir, in connection with its Quarterly Report
on Form 10-0 for the quarter ended October 31, 1981,
determined the market value of certain marketable
securities on the basis of oral offers to purchase
such securities which it stated it had received. In
its Order, the Commission concluded that Statement of
Financlial Accounting Standards Neo. 12 ("FAS") requires
that marketable eguity securities included in a com-
pany's financial statements are to be valued at the
lgwer cof cost or market value. The Commission con-
cluded that market value under FAS 12 is the aggregate
of the sales price or bid and ask price currently
available on a naticnal securities exchange or in the
over-the-countexr market of a single share of a security
times the number of shares in the portfclio. The
Commigsion concluded that, under the circumstances of
this case, Clabir could not determine the market value
based upon a prilce other than the price then availakle
in the national securities exchange on which these
securities ware traded. In addition, the Order con-
cluded that Clabir should have disclosed in its October
31, 1%81 10-Q, the specific basis for its accounting
treatment, the NYSE guoted price for the marketable
equity securities being walued and the fact that a
figure other than the NYSE guoted price was used in
detarmining the market value for such securities.

In the Matter of Ronson Corporation, Securities
Exchange Act Releate No. 34-19212 issued Nov. 4, 1982

The Commission issued an order instituting pro-
ceedings pursuant to Bection 15{c}{4) of the Exchange
Act to determine whether certain of Ronson Corporation's
{"Ronsen™) filings with the Commission failed teo com-
ply in any material respect with the provisions of
Section 13{a} of the Exchange Ac¢t and the rules pro-
mulgated thersunder.
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products prior to shipment and in some cases, prior to
completion of the product, This was done to increase
the company's sales figures to mest predetermined
sales goals. The Comnmissicn entered findings that
with respect to this practice Ronson failed to ade-
guately disclose that the prerescogniricn of sales
practice resulted in the existence of "off the bhocks™
inventory and the value of such, the lack of cantrel
at RHUCOR over that inventory and that, at times, the
inventory had been concealed from Ronson's auditors!
during the physical inventory:; failed to disclose the
methods used to restate the financial statements;
disclosed in Current Reports on Form 8-K that its
previous financial statements were inaccurate due to
prerecognition of sales of completed but unshipped
products when in fact in later periods a material
portion of the prerecognized sales related to incom-
plete products;y and disclosed in certain filing that
its financial statements were restated due to a change
in accounting method when, in fact, this was not true,

Simultanecsusly with the instituticon of the pro-
ceedings, Ronson submitted an Offer of Settlement
without admitting or denying the Commission's alle-
gations. The Commission accepted the ocffer and
ordered Ronson to comply with the Exchange Act re-—
porting reguirements, to include a copy of the Com-—
mission's findings in the next current report on Form
8-K and to include in its next quarterly report a
summary of the proceedings.

In che Matter Of CGA Computer Asscociates, Inc.,
Securities Act Releaze No. 313-6378 issved Jan, 27, 1982

On July 16, 158) the Commission issued an Order
Instituting Proceedings pursuvant to Section 8(d) of the
Securities Act with respect to a Registration Statement
filed on Form S-1 by CGA Computer Associates, Inc. The
proceedings were instituted to determine whether a stop
order should issue suspending the effectiveness af the
ragistration statement. The Commission's staff alleged
that CGA's acccounting treatment for the acquisition of
2llen Services Corporation on a pocling-of-interests
basis was inconsistent with generally accecepted account-
ing principles and that such accounting treatment of
the acguisition had a materially misleading effect on
the financial statements contained in the Registration
Statement.
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CGA submitted and the Commission accepted an offer
of settlement which provided for CGA to comply with
varicus undertakings. Cerftain of the undertakings
provide for the following: (1)} The company will supple-~
ment its registration stakement to present financial
statements which will account for the acquisition on a
purchase methoed of accounting; {2} The company will
file a Form ¥ amending its Annual Report on Form l0-K
for the fiscal year ended April 30, 1981 to present
finmancial statements ¢f the company which will account
for the acguisitien on the purchase method of account-
ing; (3} The company will account for the acquisition
on the purchase method of accoounting in all financial
gtatements and selected financial data during the time
period such financial statements reflect a material
difference in net income as a result of using the pur-
chase method of accounting, as distinguished from any
other accounting method, which the Company also intends
to and will file or disseminate in registration state-
ments filed with the Commission, in periodic reports,
proxy statements, and annual reports to sharehoclders;
and (4) The Company will treat the acguisition as a
purchase in financial statements which are reguired to
be audited, in press releases, and octher written com-
munications to shareholders which refer te the Company's
results of operations or financiazl condition.

In the Matter of Donaldson, Lufkin and Jenrette,
Inc., Securities Exchange Act Release No. 34-17554,
issued Feb. 1B, 1981

The Commission, in an administrative proceeding,
found that ecertain of DLI's reports filed with the
Commission from 1973 to the present failed to comply
in certain material respects with the reporting reguire-
ments of the federal securicies laws. DLJ submitted an
Offer of Settlement without admitting or denying the
Commission's findings, and the Commission determined to
accept the Offer of Settlement and, accordingly, issuad
the COrder.

The Commission found DLJ's disclosure to be in-
adegquate concerning the pature of long term corporate
development investments and the amount of earnings
which resulted from unrealized appreciation or depre-
ciation of such long term investments as compared to
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the ampunt of farnings which resulted from unrealized
appreciation or depreciation of marketable securities
held for sale in the ordinary course of business. 1In
addition, the Commission found DLJI's disclosure to be
inadequate, for the period from 1975 to the present,
concerning a plan to dispose of itz investment in
Meridian Investing and Development Corporation, a
subsidiary of DLJ, which resulted in DLJ not consoli-
dating Meridian's operations with those of DLJ for
financial reporting purposes.

In the Matter of Peabody International Corporation,
Securities Exchangs Act Release No. 34-15938, June 27,
1580

The Commission issued an Order Instituting Pro-
ceedings Pursuant to Section 15(¢}{4) of the Exchange
Aot and Pindings and Order of the Commission against
Feabody Internaticonal Corp. ("Feabody®™}. In its Qrder,
the Commission found that Peabody failed to comply in
several material respects with the reporting provisions
of the Exchange Act and Rules l13a-1 and 13a-~11 there-
under in connection with reports for the fiscal year
¢nded September 30, 1979 and the guarter ended December
31, 1979, Specifically, Peabody did not have a suf-
ficlent basis upon which to defer certain contract
costs attributable to an alleged breach of contract or
avoid recognition of the anticipated future costs on
this contract and, by reason of the accounting treat-
ment employed, overstated its income in filimgs with
the Commission. Purther, the Commission found that
Peabody's disclosures concerning these matters in
filings with the Commission were misleading and that
Peabhody omitted to disclose material matters.

The Commission ordered Peabody to comply with the
reporting requirements of the Exchanae Act, to amend
its reports currently on file with the Commission.
Peabody also undertook to restate certain financial
statements and amend its filings accordingly; imme-
diately issue a release concerning the Commission's
proceeding which sets out the restated figures; and
develop appropriate procedures and policies concerning
the deferral ©f certain costs. Peabody alse undertook
to defer costs only if in accordance with generally
accepted accounting principles, approved by its audit
committee and disclosed in specified filings and report
to zhareholders.
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In the Matter of Geleo Corporation, Securities
Exchange Act Release No, 34-=-16424, December 13, 1979

Oon December 13, 197%, the Commission authorized
the institution of proceedings pursuant to Section
1S{ci(4) of the Exchange Act against Gelce Corporation
an acecount of Geleo's erroneous treatment, in fiscal
years 1975, 1976, 1977 and 1978, of a purchase discount
known as used truck allowance {"UTA"}. Gelco had
treated UTA az an item of gain, which treatment re-
sulted in inflation of Gelcae's esarnings in the year in
question by as much as 1l5%. Gelco consented to the
iB{ci{d4} order simultaneous with the issuvance theregf
and restated its earnings for the year in guestion.

In the Matter of Movie Star, Inc., Securities
Exchange Act Release No. 34-15129 issued Sept. 6, 1978

The Commission institued administratie proceedings
against Movie Star Inc. ("MSI") to determine whether
MSI's filings with the Commission pursuant to Secticn
13{a) of the Exchange Act and the rules and regulations
promulgated thersunder were deficient with respect to
M3I's inventory valuation practices. More specifically,
MSI's annual reports and periodic reports from 1971
through 1976 were deficient in that they cmitted to
state: 1) the amount of certain inventory reserves and
the effect of the changes in these inventory reserves
on the financial statements of MSI; 2) the unsystematic
method in determining the amount of inventory reserves
and how they were utilized and 3} the lack of support-
ing decumentation as to the purpose of the inventory
reserves and the reason for changes from prior periods.

Simultansous with the institution of the preceed-
ings, MSI submitted an offer of settlement whereby,
MS5I, without admitting or denying any of the facts or
findings set forth in the Order. consented te the
izsuance of the Order. The Commissicn further cordered
that MS5I: 1) correct the deficient reports on file
with the Commission 2) establish and maintain proce-
dures for the determination of provisions for inventory
markdowns and reserves; 3) discleose in future annual
reports the amount of inventory reserves for the cur-
rent period and prior pericds; and 4) establish an
audit committee congisting of independent outside
directore to review fimancial controls and accounting
practices, review all future reports filed with the
Commission and press releasss.
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In the Matter of Louwis Pokat, Securities Exchange

—r

Act Release No. 34-1897% issued August 18, 1982

Fublic administrative proceedings were instituted
pursuant Lo Rule 2{2) of the Commissicon's Rules of
Practice naming as respondents the accounting firm of
Louis Pokat, P.A,, F.C. and Louis Pokat of Waltham,
Massachusetts. Simultaneous with the institution of
the proceedings, the Commission accepted offers of
settlement in which the respondents, without admitting
or denying the alleged wviolations, consented to the
entry of an Opinion and Order of the Commission per—
manently denying them the privilege of appearing or
practicing hefore the Commission and providing that
they may after five years apply tc resume appearing
and practicing before the Commission upon a showing
that certain specified conditions have been satisfied
by the respondents.

In its Opinicon and Order, the Commission concluded
that in connection with their audits and certifications
of Hermetite Corp.'s financial statements, Louis Pokat
engaged in unethical and improper professional conduct
within the meaning of Rule 2{(e}{1l){ii) and that Louis
Pokat and Louis Pokat P.A., P.C. vinlated Section 1d{b}
of the Exchange Act and Rule 1l0b-5 thereunder and aided
and abetted violations of Sections 13{a) and l4{c} of
the Exchange Act and Rule 1ia-]1 thereunder, within the
meaning of Rule 2(e}{(1){iii}.

The audits were deficient in that they failed to
properly audit inventory, ¢ash and accounts payable,
There were alsc no overall planning, supervisory and
raview procedures used during the audits. And, as a
result of these deficient avdits, the firm did not
become aware of a material embezzlement of corporate
funds.

Finally, Pokat engaged in unethical conduct by
not reporting the embezzlement discovered by his firm,
by causing work papers to be altered, by making false
reports and statements to officers of Hermatite, and
by falsely identifying workpapers produced to the
Commissgion. MHoreover, Pokat was not independent with
regard to the audits of Hermetite.
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In the Matter of Arthur Andersen & Co., Securities
Exchange Act Release Nosg. 24-17B7% issued June 22, 1981

The Commission issued an Opinion and Order in
administrative proceedings against Arthur Andersen &
Co. {"AA & Co."), a partnership engaged in the practice
of public accounting. The proceedings, instituted
pursuant to Rule 2{(e) of the Commission's Rules of
Practice, arise out of audit of the 1971 and 1972
financial statements of Mattel, Inc. a major toymaker,
and of the 1971-1974 financial statements of Gean
Industries, Inc., an impeorter and distributor of foreign
car replacement parts. The Opinicn and Order which
censured AR & Co. discusses five general problems which
affected AA & Co.'s audits of Mattel and Geon during
the years in duestion and caused various specific audit
deficiencies addressed therein. AA & Co. submitted an
Cffer of Settlement in which it consented to the issu-
ance of the Opinion and Order without admitting cor
denying any statements or conclusions contained therein.

In the Matter of EKenneth Leventhal & Company and
Joseph F. King, ASE Wo. 288 issued Feb. 26, 1981

The Commission issued an Opinion and Qrder in
administrative proceedings instituted against Kenneth
Leventhal & Company, a partnership engaged in the
practice of public accounting, and Joseph F. King, a
certified public accountant and partner in charge of
its Washington, D.C. office. The proceedings, insti-
tuted pursuant to Rule 2{e) of the Commission's Rules
of Practice, arose out of awdits of the fiscal 1572,
1974 and 1975 financial statements of Emerscns, Ltd,
conducted under the direction of King. The Opinion
and Order discussed deficiencies in seven specific
areas during the audits of these financial statements
and concliuded that the audit work fell short of pro-
fessional standards. The Commissicon censured Kenneth
Levanthal & Company. The Opinicon and Order also re-
quired the firm to comply with its undertaking to
ingtall z new managing partner in the Washington, D.C.
cffice. The Opinion and Ordar alse provides that King
shall not, until Augnst 26, 1981, be inwvelved in any
audit engagement of any client, any of whose finangial
statements are reasonably expected to be filed with the
Cemmission. The Opinicn and Order provides that the
restriction against Kipg will be lifted if, before
August 26, 1981, the Commission’s Office of Chief



