(Securities Exchange Act Release No. 7965)

SECURITIES AND EXCHANGE COMMISSION
Washington, D. C.
September 29, 1966

In the Matters of

KAMEN & COMPANY
50 Broadway
New York, New York

and

ABRAHAM KAMEN

FINDINGS
File No. 8-4175 : AND
1 OPINION
| FREDERICK CIRLIN ASSOCIATES, INC. : OF THE

50 Broadway COMMISSION Nl
New York, New York 0

and

FREDERICK CIRLIN
BRIAN FREDERICK BARRABEE

File No. 8-11319

Securities Exchange Act of 1934 -
Sections 15(b), 15A and 19(a) (3)

BROKER-DEALER PROCEEDINGS

é Grounds for Suspension from National Securities ﬁ ; {!
: Exchanges, Registered Securities Association .
and Association with Broker-Dealer

. Where registered broker-dealer and its managing partner h
; over period of about six months failed to exercise ade- H
? quate supervision to discover fraudulent activities by S
1 employees in dealings with other broker-dealers, held, _
! under all the circumstances temporary suspension of i
broker-dealer from national securities exchanges and 1 ]
L registered securities association, and managing partner i *"
|

from association with any broker or dealer in public
interest.

Grounds for Revocation of Registration

Participation in Fraudulent Scheme

Where compelling inference from evidence was that regis- SR
tered broker-dealer and its president were participants i
with knowledge of a fraudulent scheme, and, at the very
least, had deliberately closed their eyes to facts they :
had a duty to see, held, in the public interest to revoke i
broker-dealer's registration and to bar its officers from A
association with any broker or dealer. L N
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APPEARANCES ¢

Charles Snow, Bert L, Gusrae, Martin E. Goldman, Harvey I. Lacon,

Neal M, Goldman and David H, Smith, of the New York Regional Offfice of
the Commission,and W. Gomer Krise, for the Division of Trading and Markets,

Joseph Flom and Barry H. Garfinkel, of Skadden, Arps, Slate,
Meagher & Flom, and Geoffrey M. Kalmus, for Kamen & Company and Abraham
Kamen.

Andrew E. Kuchinsky and Louis Jacobus, for Frederick Cirlin
Associates, Inc. and Frederick Cirlin.

These consolidated proceedings pursuant to Sections 15(b), 15A and
19(a) {3) of the Securities Exchange Act of 1934 ("Exchange Act") present
the issues of what if any remedial action is appropriate in the public
interest with respect to Kamen & Company ("K Co.") and Abraham Kamen, its
managing partner, and Frederick Cirlin Associates, Inc. ("Cirlin
Associates") and Frederick Cirlin and Brian F. Barrabee, its principal
officers.

Background of the Proceedings

These proceedings are an outgrowth of a manipulative scheme in-
volving the use of contrived transactions in the stock of Jerome, Richard
& Co., Inc. ("Jerome"), then a registered broker-dealer in New York City,
as a means of furnishing over-the-counter broker-dealers reciprocation
for business in listed securities furnished by such broker-dealers to K
Co., a member of the New York Stock Exchange (*NYSE"). Five persons,
George Herman, Laurence H. Ross and Jerome M. Grossinger, registered
representatives, and Frances Ginsburg and Anthony Perrotta, clerical
assistants, sometimes hereinafter referred to as "the group”, were the
principal actors in devising and carrying out this scheme.

In the middle of 1962,Herman and Ross arranged to have Jerome
organized and registered with the Commission as a broker-dealer, first
as a partnership and then as a corporation, although neither Herman nor
Ross were listed as partners or officers nor was their domination and
control of Jerome disclosed. In November 1962, Jerome purportedly made
a public offering pursuant to Regulation A under the Securities Act of
1933 of 50,000 shares of its stock at $4 per share. 1/ Herman and Ross
sold 25,025 of these shares to relatives, friends and associates, and
Jerome reported to the Commission that the offering was terminated as to
the remaining shares. Herman and Ross then arranged for the repurchase
of all of these shares, so that they obtained control of all of the out-
standing shares for the group's use in the scheme.

The scheme was put intc effect in December 1962 while members of
the group were employed at Reuben Rose & Co., Inc. ("Rose Co."), another
NYSE member, and after January 1963 and until July 1963, it continued
while members of the group were at K Co. Numerous non-exchange member
broker-dealers throughout the country were solicited by Herman, Ross,
Grossinger or Ginsburg to place their exchange business in listed securi-
ties, first with Rose Co. and subsequently with K Co., on the representa-
tion that those firms would reciprocate by furnishing over-the-counter
business, usually in the ratio of $1 of profit on over-the-counter

1/ We temporarily suspended the Regulation A exemption from registration
sought for the public offering of Jerome stock on September 14, 1964

(Securities Act Release No. 4723), and the suspension became permanent
on October 14, 1964.
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business for each $4 of commissions on listed business. The group also
represented that various market information and free long distance tele-
phone services would be available to the over-the-counter concerns.

The reciprocation in over-the-counter business was in fact fur-
nished in the form of arranged transactions in Jerome stock. In the
typical situation, a member of the group would telephone an out-of-town
non-exchange member dealer (A) and in a single conversation instruct
that dealer to purchase a specified number of Jerome shares from another
designated dealer (B) at a specified price and simultaneously to sell the
same shares to yet another designated dealer (C) at a specified price
which was usually 1/8 or 1/4 of a point higher than the purchase price.
This last dealer (C) was then in a similar manner instructed by a member
of the group to buy the shares at that higher price from the prior dealer
(A) and simultaneously to sell them to still another designated dealer
(D) at an even higher price. 1In this manner a large number of circuits
of consecutive purchase and sale transactions were effected among approxi-
mately 100 non-member broker-dealers, in such a way as to permit such
broker-dealers to realize profits in varying amounts.

In most instances the non-member broker-dealer participating in a
directed transaction in Jerome stock had no prior relationship with the
broker—-dealer from whom he was instructed to buy or to whom he was told
to sell. Confirmations were exchanged between the participating non-
member broker-dealers but neither Rose Co. nor K Co. was a party to any
of these transactions and no confirmations were sent to or by Rose Co. or
K Co.

In the beginning, from December 1962 through April 1963, blocks of
Jerome stock were continuously shuttled in the above manner from Jerome
itself on circuits which also ended at Jerome, usually after going through
at least two intervening broker-dealers. For a very brief period, T.L.H.
Investors, Inc., a family corporation controlled by Herman, served as the
terminus point of such circuits. Thereafter, beginning early in May and
continuing into July 1963, Cirlin Associates was used as the origin and
terminus of the circuits. 1In June and early July 1963, Herman and Ross
through four dummy corporations caused 7,400 shares of Jerome stock to be
Bold to Cirlin Associates from Swiss bank accounts, and these shares were
also introduced into the circuits.

There was no trading in Jerome stock not connected with the circuits
dt?scribed above. The 25,025 shares outstanding were traded in these
Circuits over and over again so that in the period December 1962 through
July 1963 approximately 600,000 shares were bought and sold, at prices
vhich increased from the stated public offering price of $4 per share in
November 1962 to the range of $18-$20 per share in July 1963. 2/ From
Ju%y 10 through July 17, 1963, a total of 24,750 shares in 34 circuits
origimtedat Cirlin Associates, and after going through various inter-
vening broker-dealers, ended at Fenli & Co., Inc., and Rybyl, Inc., two
More dummy corporations organized by Herman and Ross the previous month
in North Dakota and Wyoming. The failure of these two dummies to pay
for the stock sold to them resulted in losses to various broker-dealers
FOtalling over $475,000. In July 1963, our staff began an investigation
Into the Jerome situation, and when Kamen was informed of the questions

Us raised, he discharged Ross and Grossinger.

Y The series of contrived consecutive purchase and sale transactions
began in December 1962 at the level of about $10 per share, and had
reached a level of about $16 in February 1963.
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After hearings, the hearing examiner submitted an initial decision
in which he found that K Co. and Kamen were not free of responsibility for
the group's activity while some of its members were employed at K Co. 3/
and he concluded that K Co. should be suspended from membership in the
NYSE, the American Stock Exchange (*ASE"), and the National Association of
Securities Dealers, Inc. ("NASD") for 10 business days, and that Kamen

should be suspended from association with any broker or dealer for 90 days, .

The hearing examiner also concluded that the registration as a broker-
dealer of Cirlin Associates should be revoked, and that Cirlin and Barrabee
should be barred from association with any broker or dealer. We granted
petitions for review of the initial decision, briefs were filed, and we
heard oral argument.

Responsibility of K Co. and Kamen

K Co. was organized in 1956 as successor to a partnership formed two
years earlier. Its principal business, both before and after the January
- July 1963 period involved here, was trading in securities listed on the
NYSE and the ASE for the accounts of private investors, and its trans-
actions were cleared through another NYSE member, Carl M. Loeb, Rhoades &
Co. ("Loeb Rhoades"). During that period the firm had two general part-
ners and between 10 and 12 registered representatives, and Kamen as the
managing general partner was in charge of the firm’'s office and the super-
vision of its employees.

K Co. hired Ross in January 1963, and shortly thereafter Ross
arranged with Kamen for a meeting with Herman and Grossinger to discuss
a proposal that they be engaged to set up a department to develop exchange
business from over-the-counter broker-dealers. Herman, Ross and Grossinger
had previously worked together during 1962, first with Lieberbaum & Company
{("Lieberbaum"), also a member of the NYSE, and then with Rose Co., where
Herman was manager of a similar broker-dealer department. Kamen was told
that through the group's efforts and connections K Co. could obtain a
large volume of business in listed securities from over-the-counter dealers
if the firm were willing to provide quick and efficient services for such
dealers, principally the furnishing of free long-distance telephone
service for transmission of orders and procuring of current quotations,
and the providing of research, statistical and advisory materials from
K Co.'s clearing broker, Loeb Rhoades.

Kamen agreed, and a broker-dealer department was created at K Co.
and supplied with special telephone facilities. In February 1963,
Grossinger, Perrotta and Ginsburg came to work with Ross. 4/ Herman, who
was also supposed to join Ross in that department, delayed doing so be-
cause of an asserted question relating to NYSE clearance, and in March
1963, again became a registered representative with Lieberbaum.

3/ On the basis of their defaults in these proceedings, we found that
Grossinger, Ginsburg and Perrotta had willfully violated anti-fraud
and registration provisions of the securities acts by their activities
with respect to Jerome stock. We revoked Jerome's broker-dealer regis-
tration and barred those three individuals as well as Herman from beind
associated with any broker or dealer. Securities Exchange Act Releas€
No. 7688 (August 27, 1965). Service was not effected on Ross, who was
also named a respondent. The NASD has expelled Jerome and Cirlin
Associates from membership.

4/ Ginsburg had worked as a secretary for Herman in various firms during
and possibly prior to 1962. Perrotta had worked with the group at
Rose Cc. for a few weeks.
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ﬁzg mail addressed to or for the attention of one of.tye registe;ed representa-
en tives, or which from the envelope could be identified as coming from an
n in- account of a registered representative, would be givgn, unopened, to'that
ing representative. Ross and Grossinger were proyided files to keep their in-
s coming correspondence and other papers at their desks. However, no pro-
hat cedures were established to review such correspondence, or even to ascer-
ewly tain whether it was kept, and Kamen never undertook to examine the f}les.
No attempt was made to coordinate mail so received by Ross and Grossinger
with the firm's central files and records, and we think it clear that such
mail procedures were inadequate. 8/
Lthﬁﬁ At least after the June 1963 incident involving the reference to an
sroker- indebtedness of $40,000 to a customer, any compunctions Kamen may have
er of previously had about communicating directly with broker-dealers whose
shy he accounts Ross and Grossinger had obtained, or about examining the files
-he of the broker-dealer department or of opening and reading mail addressed
Tur— to the office for Ross and Grossinger, could not justify his failure to
. a act. And a review of the mail coming in to the broker-dealer department
ive. would have revealed to Kamen the existence of trades in Jerome stock
ind directed by the group.
lggest- . .
18 Kamen and K Co. assert that the misconduct of their employees was
committed with the assistance of the participating broker-dealers, none
nen of whom communicated directly with Kamen about the reciprocal arrangemerts
nd because they were aware of the peculiar and suspect nature of the matched
who purchase and sale transactions. 9/ They further assert that because of
assum-
infor- '
ved ‘ 8/ See Bond & Goodwin, Inc., 15 S.E.C. 584, 599-600 (1944). The lack of
any adequate surveillance of the group's mail and records is also shown
or by the fact that when Kamen discharged Ross and Grossinger late in July
1963, thay were able to pack up and carry away the department's files
and records. In addition, although Herman became registered with i
ivi- Lieberbaum in March 1963, mail addressed to XK Co., attention of Herman, e iy
of the continued to be received through June and July 1963, snd such mail was il
m that turned over to Ross and Grossinger, purportedly for delivery to Herman, Sl
without being opened and examined as to its possible connection with S
K Co.'s affairs.
whom | a8
loss Certain members of other NYSE firms testified that it was the practice I
both in their firms for a registered representative's mail to be given to IR L
) him directly without first being reviewed by his superiors. That such ‘ {&ﬁ
true a practice may exist in other firms cannot justify it when it would o 5?2{
i the constitute a failure of reasonable supervision (Cf. C. A. Benson & Co., ‘j“fd
-ermi- Inc,, Securities Exchange Act Release No. 7346, p. 6 (June 15,1964); il ;F
knew Amsbary, Allen & Morton, Inc., Securities Exchange Act Release No. 7834, H i
5 p. 4 (March 7, 1966) nor can the existence of such a practice justify ‘} (1.
3ibili- the failure to make any arrangements for the return to or retention of A
jee's such mail in the firm's records. 41  .
5> the RHEE I
and 3/ The form of these transactions was unlike any other transaction any DR
cative | such participating broker-dealer had in his prior experience in the ﬁ‘¥
sibili- [ Securities business. Some broker-dealers did refuse to go through with IR
t a : transactions in Jerome stock directed to them by the group. One such b
ner of 3 broker-dealer testified that when he received a call from Ross with f
im - instructions to buy 600 shares of Jerome stock at 18-7/8 from one dealer Sl
; and simultaneously sell the 600 shares at 19 to another dealer, the 1
transaction seemed unusual and questionable and he refused to go through A
with it because, as he put it, "the entire thing had a fishy aroma." “}
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UNITED STATES OF AMERICA
before the
SECURITIES AND EXCHANGE COMMISSION

September 29, 1966

In the Matters of

KAMEN & COMPANY
50 Broadway

New York, New York
ORDER REVOKING
BROKER-DEALER
REGISTRATION,
SUSPENDING FROM
NATIONAL SECU-
RITIES EXCHANGES
AND REGISTERED
SECURITIES
ASSOCIATION,
AND BARRING
AND SUSPENDING
FROM ASSOCIATION
WITH BROKER~
DEALERS

and
ABRAHAM KAMEN
File No. B-4175
FREDERICK CIRLIN ASSOCIATES,

50 Broadway
New York, New York

INC.

and

FREDERICK CIRLIN
BRIAN FREDERICK BARRABEE
File No. 8-11319

Securities Exchange Act of 1934 -
Sections 15(b), 15A and 19(a) (3)

Proceedings having been instituted pursuant to Sections 15(b), 15a
and 19(a) (3) of the Securities Exchange Act of 1934 to determine what if
any remedial action is appropriate in the public interest with respect to
Kamen & Company, Frederick Cirlin Associates, Inc., Abraham Kamen,
Frederick Cirlin and Brian Frederick Barrabee;

Hearings having been held after appropriate notice, the hearing
examiner havihg filed an initial decision, petitions for review thereof
having been granted, and oral argument having been heard;

The Commission having this day issued its Findings and Opinion; on
the basis of said Findings and Opinion

IT IS ORDERED that withdrawal of the registration as a broker and
dealer of Prederick Cirlin Associates, Inc. be, and it hereby is, denied
and that such registration be, and it hereby is, revoked; that Kamen &
Company be, and it hereby is, suspended from the New York Stock Exchange.
the American stock Exchange and the National Association of Securities
Dealers, Inc. for 10 business days; that Frederick Cirlin and Brian
Frederick Barrabee be, and they hereby are, barred from being associated
with any broker or dealer; and that Abraham Kamen be, and he hereby is,
suspended from being associated with any broker or dealer for 90 days.
The suspensions of Kamen & Company and Abraham Kamen shall be effective
at the opening of business on October 3, 1966.

By the Commission.

Orval L. DuBois
Secretary
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