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AARON v. SEC

U.S. Supreme Court
446 U.S. 680 (1980)

AARON v. SECURITIES AND EXCHANGE COMMISSION
CERTIORARI TO THE UNITED STATES COURT OF APPEALS
FOR THE SECOND CIRCUIT
Argued February 25, 1980
Decided June 2, 1980

MR. JUSTICE STEWART delivered the opinion of the Court.
The issue in this case is whether the Securities and Exchange

Commission ! (Commission) is required to establish scienter” as an element
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of a civil enforcement action to enjoin violations of 17 (a) of the Securities
Act of 1933 (1933 Act), 10(b) of the Securities Exchange Act of 1934 (1934
Act), and Commission Rule 10b-5 promulgated under that section of the
1934 Act.

I

When the events giving rise to this enforcement proceeding occurred,
the petitioner3 was a managerial employee at E. L. Aaron & Co. (the firm), a
registered broker-dealer® with its principal office in New York City. Among
other responsibilities at the firm, the petitioner was charged with supervising
the sales made by its registered 1'epl'esentatives5 and maintaining the
so-called "due diligence6" files for those securities in which the firm served
as a market maker’. One such security was the common stock of
Lawn-A-Mat Chemical & Equipment Corp. (Lawn-A-Mat), a company
engaged in the business of selling lawn-care franchises and supplying its
franchisees with products and equipment.

Between November 1974 and September 1975, two registered
representatives of the firm, Norman Schreiber and Donald Jacobson,
conducted a sales campaign in which they repeatedly made false and
misleading statements® in an effort to solicit orders’ for the purchase of
Lawn-A-Mat common stock. During the course of this promotion, Schreiber
and Jacobson informed prospective investors that Lawn-A-Mat was planning
or in the process of manufacturing a new type of small car and tractor, and
that the car would be marketed within six weeks. Lawn-A-Mat, however, had
no such plans. The two registered representatives also made projections of
substantial increases in the price of Lawn-A-Mat common stock and

optimistic statements concerning the company's financial condition. These



