
IN THE UNITED STATES DISTRICT COURT 
FOR THE DISTRICT OF MARYLAND 

UNITED STATES OF AMERICA ) Crim. No. WDQ-
03-0301 

) 
v. ) (Wire Fraud, 18 

U.S.C. §§ 1343 & 
) 1346; Mail Fraud, 

18 U.S.C. §§ 1341 
NATHAN A. CHAPMAN, JR., ) & 1346; Investment 

Advisory 
) 

Defendant.	 ) 

) 

) 

) 

) 

) 

) 

) 

) 

) 

) 

Fraud, 15 U.S.C. §§ 
80b-6 & 
80b-17; False 
Statements to a 
Federal Government 
Agency, 18 
U.S.C. § 1001; 
False Statements on 
Tax Returns, 26 
U.S.C. § 7206(1); 
False Statements in 
Connection with 
Loan Application, 
18 U.S.C. § 1014; 
Engaging in 
Monetary 
Transactions 
in Property Derived 
from Specified 
Unlawful Activity, 
18 U.S.C. § 1957; 
Aiding & Abetting 
and Willfully 
Causing an Act to 
be Done, 18 



) U.S.C. § 2; 
Criminal Forfeiture, 

) 18 U.S.C. § 982) 

SECOND SUPERSEDING INDICTMENT 

The Grand Jury for the District of Maryland charges: 

COUNTS ONE THROUGH THIRTEEN 
(Wire Fraud) 

INTRODUCTORY ALLEGATIONS 

Relevant Persons and Entities 

At all times relevant to this Indictment: 

1. Defendant NATHAN A. CHAPMAN, JR. (CHAPMAN) was 

the Chairman of the Board, Chief Executive Officer, and majority shareholder 

of The Chapman Co., Chapman Capital Management, Inc., and eChapman.com, 

later known as eChapman, Inc. (eChapman). Defendant CHAPMAN also was 

the Chief Investment Officer for Chapman Capital Management. 

2. The Chapman Co. (TCC) was a Maryland corporation with its 

principal place of business located in the World Trade Center Tower at 401 East 

Pratt Street, Suite 2800, Baltimore, Maryland. TCC was a full service securities 

brokerage and investment banking company that provided market research and 

brokerage services to institutional and retail clients and also engaged in 
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corporate and government finance transactions. TCC became a wholly-owned 

direct subsidiary of Chapman Holdings, Inc., a newly-formed Maryland holding 

company, on December 29, 1997. Effective June 20, 2000, Chapman Holdings, 

Inc. was merged into eChapman, a new Maryland corporation, and since that 

date TCC has been a wholly-owned indirect subsidiary of eChapman. 

3. Chapman Capital Management, Inc. (CCM) was a District of 

Columbia corporation incorporated in 1987 with its principal place of business 

located in the World Trade Center in Baltimore, Maryland. CCM was registered 

with the SEC as an investment adviser under the Investment Advisers Act of 

1940. CCM also provided investment advisory services to corporate, 

institutional and individual investors. From its inception until February 26, 

1998, CCM was a wholly-owned subsidiary of TCC. In February 1998, CCM 

was spun off from TCC to become a wholly-owned direct subsidiary of 

Chapman Capital Management Holdings, Inc. (CCM Holdings), a newly-formed 

Maryland holding company in which CHAPMAN was the sole stockholder. On 

June 20, 2000, CCM Holdings was merged into eChapman and since that date 

CCM has been a wholly-owned indirect subsidiary of eChapman. 

4. eChapman, Inc., which prior to January 2002 was known as 

eChapman.com (eChapman), was a Maryland corporation with its principal 
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place of business located in the World Trade Center in Baltimore, Maryland. 

eChapman was originally incorporated on May 14, 1999. As noted above, 

eChapman became the parent company of both TCC and CCM effective June 

20, 2000. 

5. The State Retirement and Pension System of Maryland (SRPSM, 

or “State Pension System”) was a multiple-employer public employee retirement 

system that provided retirement allowances and other benefits to Maryland State 

employees, including teachers, police officers, judges, legislators, and 

employees of participating local governmental units. As of June 30, 2001, the 

State Pension System was responsible for managing pension funds on behalf of 

42,514 inactive and deferred vested participants; 80,773 retirees and other 

beneficiaries; and 179,586 active plan participants. Under Maryland law, active 

plan participants were required to contribute between 2% and 8% of their 

earnable compensation to the various individual employee retirement systems 

that participated in the State Pension System. 

6. The Maryland State Retirement Agency (MSRA) served as the 

administrator of the various individual employee pension plans that made up the 

State Pension System. The MSRA reported to and assisted the SRPSM’s 

fourteen-member Board of Trustees, which was vested with the ultimate 
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responsibility for the State Pension System’s operation and administration. The 

Trustees were responsible for reviewing the performance of the investment 

managers hired by the State Pension System and for determining whether to hire 

new managers, terminate existing managers, or modify the amount of pension 

funds allocated to particular managers for investment. As of June 30, 2001, the 

State Pension System’s approximately $29.4 billion in assets were distributed 

among twenty-six equity (stock) managers and thirteen fixed income managers 

and real estate managers. 

7. From in or about 1990 and continuing until November 1996, the 

Minority Equity Trust (MET) was a tax-exempt pooled unit trust for private and 

governmental employee benefit plans operated by Bankers Trust Company 

(Bankers Trust). Pension funds invested into the MET were commingled into a 

single collective pool of assets. Each client owned units in the Trust, which in 

turn owned shares in individual companies on behalf of its clients. 

8. Under the MET concept, a number of individual minority and 

women investment managers served as sub-advisers to the Trust under the 

overall supervision of a more experienced primary investment adviser. This 

structure is sometimes known as a “Fund of Funds,” in which the primary 

investment manager serves as a “Manager of Managers.” Bankers Trust 
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marketed the MET to public and private pension plans as a means both of (a) 

affording clients broad investment diversification by offering one-stop access to 

a dozen or more individual financial managers with different investment styles 

and (b) supporting the development of minority and women investment 

managers. 

9. On November 1, 1996, CHAPMAN, acting on behalf of CCM, 

purchased the MET from Bankers Trust and renamed it the DEM-MET 

(Domestic Emerging Markets – Minority Equity Trust) Fund of the DEM-MET 

Group Trust for Employee Benefit Plans (the “DEM-MET” or “the Trust”). 

When CCM acquired the MET, the State Pension System was already one of the 

MET’s investment clients, and Maryland State pension funds then accounted for 

approximately 61% of the MET’s total assets. Pursuant to an agreement 

executed on December 1, 1996 (the “management agreement”), the State 

Pension System, acting through the MSRA, allowed CCM to replace Bankers 

Trust as the primary investment adviser for the MET. CCM thus became 

responsible for managing approximately $90 million in State Pension System 

assets previously invested into the MET. 

10. Under the management agreement between CCM and the State 

Pension System, from late 1996 until May 1, 2001, CCM received an annual fee 
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of .75% of the total market value of the State Pension System’s assets in the 

DEM-MET. CCM’s fee was reduced to .70% on May 1, 2001. CCM received 

approximately $6.8 million in management fees from the State Pension System 

between fiscal years 1997-2001. CCM in turn paid monthly fees to the DEM-

MET’s sub-advisers of between 0.35% and 0.45% of the amount of funds they 

were managing on the DEM-MET’s behalf. 

11. CCM received additional allocations of funds from the State 

Pension System in January 1998 ($40 million) and February 1999 ($10 million). 

By early 2002, the State Pension System accounted for nearly 83% of the DEM-

MET’s total assets, with the Bankers Trust Company Pension Plan accounting 

for the remainder. The State Pension System terminated CCM as an equity 

manager in January 2002. The State Pension System and Bankers Trust then 

withdrew their funds from the DEM-MET, and CCM liquidated the Trust on 

February 5, 2002. 

12. After CCM acquired the MET in late 1996, CHAPMAN served 

as the primary investment manager for the DEM-MET. As primary investment 

manager, CHAPMAN was responsible for supervising the investment managers 

who acted as sub-advisers or sub-managers to the DEM-MET. Under the 

Investment Advisory Agreement that each sub-manager concluded with CCM, 
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CHAPMAN and CCM were responsible for reviewing and monitoring the 

performance of the Trust’s sub-advisers on an ongoing basis. CHAPMAN’s 

and CCM’s responsibilities included determining whether to retain existing sub-

advisers or to replace them with new managers based on their investment 

performance, and determining whether to increase or reduce the existing 

allocations of client funds allotted to the various sub-advisers. The DEM-

MET’s individual sub-advisers determined how to invest the assets they were 

allocated, although the sub-managers were required either to make their 

investments in companies that were on a list previously approved by CCM or to 

obtain CCM’s permission before purchasing shares in companies that were not 

on the approved list. 

13. CCM’s DEM-MET Information and Procedures Manual further 

limited the sub-advisers’ freedom in selecting particular stocks for their DEM­

MET portfolios. Among other things, it required that: 

•	 sub-advisers were to keep concentrations of 
individual stocks at less than 5% of their total 
portfolio at time of purchase; 

•	 sub-advisers were not allowed to invest in any 
stocks for which liquidity (the ability to sell 
shares) was limited by either the size of the 
company or because insiders owned more than 
50% of the company’s total shares; and 
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•	 sub-advisers were to “emphasize the security of 
principal in making all security selections.” 

14. Tremont Partners, Inc. (Tremont), a financial advisory firm with 

offices in Rye, New York, assisted CCM and CHAPMAN in evaluating the 

performance of the Trust’s sub-advisers. Catherine Sweeney, a Senior Vice-

President at Tremont, was responsible for providing CCM and CHAPMAN 

with data relating to the investment performance of the Trust’s various sub-

advisers. Tremont resigned its position as the outside consultant to the DEM­

MET in November 2001. 

15. From in or about September 1991 until in or about December 

1998, Alan B. Bond (Bond) served as the President, Chief Investment Officer, 

and part owner of Bond Procope Capital Management (“Bond Procope”), a 

partnership that was registered with the SEC as an investment adviser under 

Section 203 of the Investment Advisers Act of 1940. Bond Procope’s offices 

were located in New York City. In or about December 1998, Bond’s partners in 

Bond Procope learned that he was under investigation by the SEC in connection 

with an alleged kickback scheme. They withdrew from further participation in 

the firm, and the Bond Procope partnership was dissolved. 

16. Bond then formed Albriond Capital Management, LLC 

(“Albriond”), a company in which he was the sole shareholder. Albriond took 
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over the offices of Bond Procope and succeeded to the management of Bond 

Procope’s investment portfolio, including the assets held for the DEM-MET. 

Albriond was likewise registered with the SEC as an investment adviser under 

Section 203 of the Investment Advisers Act of 1940. From in or about 

December 1998 through August 2001, Bond was the President, Chief 

Investment Officer, and Managing Member of Albriond. As Chief Investment 

Officer of Bond Procope and later of Albriond, Bond had the principal 

responsibility for making investment and trading decisions on behalf of the 

clients of these firms. 

17. In January 1997, CHAPMAN and CCM engaged Bond Procope 

as a sub-adviser to the DEM-MET. Both Bond Procope and its successor firm 

concluded Investment Advisory Agreements with CCM and were subject to the 

investment guidelines and restrictions incorporated into those agreements. 

18. Between January 1997 and August 2001, CHAPMAN and CCM 

entrusted first Bond Procope and later Albriond with the management of 

millions of dollars of assets of the State Pension System and the other pension 

systems that were invested in the DEM-MET, as shown by the following table: 

January 1997 $10 million 
January 1998 $ 5 million 
July 1998 $ 2 million 
February 1999 $ 6 million 
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July 2000 $10 million 

Total: $33 million 

CHAPMAN’s and CCM’s Fiduciary and Contractual 
Obligations to the State Pension System 

19. Under the State Pension System’s management agreement with 

CCM and the DEM-MET’s own Confidential Offering Brochure and Fund 

Description, CCM was a “fiduciary” with respect to the state pension plan, as 

that term was defined in the federal Employee Retirement Income Security Act 

of 1974 (ERISA). CCM was therefore subject to the general fiduciary duties 

imposed by the ERISA statute and its accompanying regulations. The 

Investment Advisory Agreements that CCM concluded with each of its sub-

advisers, including Bond Procope and Albriond, likewise provided that the sub-

advisers must comply with all provisions of both ERISA and the federal 

securities laws. 

20. Under both ERISA and the article of the Maryland State Code 

dealing with State Personnel and Pensions, fiduciaries of a pension plan are 

subject to various legal duties. The duty of loyalty requires a fiduciary to 

discharge his or her duties with respect to a plan solely in the interest of the 

participants and beneficiaries, and for the exclusive purposes of providing 
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benefits to participants and beneficiaries and of defraying the reasonable 

expenses of administering the plan. The duty of prudence requires fiduciaries to 

act in respect to a plan with the care, skill, prudence, and diligence under the 

circumstances then prevailing that a prudent person acting in a like capacity and 

familiar with such matters would use in the conduct of a similar enterprise. The 

duty to diversify requires fiduciaries to distribute a plan’s investments so as to 

minimize the risk of large losses. Fiduciaries are also required to discharge their 

duties with regard to a plan in accordance with the documents and instruments 

governing the plan, and they are prohibited under both federal and state pension 

law from self-dealing. 

21. ERISA further defines a “fiduciary” to include any person who 

exercises any authority or control with respect to the management or disposition 

of plan assets. Accordingly, CHAPMAN and the individual sub-advisers to the 

DEM-MET Trust, including Alan Bond and the Bond Procope and Albriond 

firms, were likewise fiduciaries with respect to the management or disposition 

of pension plan assets. 

The TCC/Chapman Holdings Initial Public Offering (February 1998) 

22. CHAPMAN owned almost all of the outstanding stock of both 

TCC and CCM from the formation of each company until February 1998 and 
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August 1998 respectively. In the latter part of 1997, CHAPMAN began 

exploring ways of raising additional capital to finance the operations of TCC 

and CCM.  CHAPMAN decided to spin CCM off from TCC, of which it 

previously had been a wholly-owned subsidiary, thus creating two separate 

operating companies (TCC and CCM), which were owned by new holding 

companies. He then planned to offer a portion of the stock of each holding 

company for sale to the investing public through an initial public offering (IPO). 

However, CHAPMAN still planned to retain control of both companies through 

his continued ownership of a substantial majority of their outstanding shares of 

stock. 

23. On December 29, 1997, TCC became a wholly-owned subsidiary 

of Chapman Holdings, Inc. (Chapman Holdings), a newly formed Maryland 

holding corporation. On February 26, 1998, immediately prior to the initial 

public offering of TCC’s stock, CCM was spun off from TCC to become a 

subsidiary of another new Maryland holding company, Chapman Capital 

Management Holdings, Inc. (CCM Holdings), of which CHAPMAN owned all 

but a handful of the authorized stock. The Chapman Holdings IPO resulted in 

the sale of 964,387 shares of its stock at the offering price of $8.00 per share, 

resulting in net proceeds to the company of approximately $6.875 million. 
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Following the IPO, CHAPMAN still controlled almost 62% of the outstanding 

common stock of Chapman Holdings. 

24. CHAPMAN began marketing the Chapman Holdings IPO to 

prospective purchasers in the latter part of 1997 and the first part of 1998. 

Among those whom CHAPMAN urged to buy Chapman Holdings stock was 

Alan Bond. Bond was reluctant to invest in Chapman Holdings. When 

CHAPMAN continued pressing Bond to make a large commitment with respect 

to purchasing shares in the Chapman Holdings IPO, Bond asked CHAPMAN 

whether he could place Chapman Holdings shares in his DEM-MET portfolio. 

Although Chapman Holdings was not on CCM’s list of securities approved for 

purchase by DEM-MET sub-managers and it did not meet the investment 

standards set forth in the DEM-MET Information and Procedures Manual, 

CHAPMAN authorized Bond to use DEM-MET funds to purchase Chapman 

Holdings stock. 

25. In early January 1998, CHAPMAN allocated another $5 million 

in DEM-MET pension funds to Bond Procope to invest. After receiving the 

additional $5 million and after further pressure by CHAPMAN, on February 26, 

1998 Bond used $560,000 in DEM-MET funds to purchase 70,000 shares of 

Chapman Holdings stock at $8.00 per share as part of the Chapman Holdings 
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IPO. 

The Chapman Capital Management Holdings 
Initial Public Offering (August 1998) 

26. On May 5, 1998, CCM Holdings, the parent company of CCM, 

filed a registration (disclosure) statement with the SEC announcing its intention 

to offer a portion of its outstanding common stock for sale to the public through 

an IPO. This registration statement became effective (i.e., was approved by the 

SEC as complying with the applicable legal requirements) on June 30, 1998, 

and the CCM Holdings IPO “opened” (meaning that the stock became available 

for purchase by underwriters) on August 14, 1998. CCM Holdings sold 864,791 

of its shares at an offering price of $7.00 per share and received net proceeds of 

$5,246,000. After the IPO, CHAPMAN still retained majority control of CCM 

Holdings (and therefore of CCM) through his ownership of approximately 68% 

of its outstanding common stock. 

The Creation of eChapman.com 
(May 1999 - November 1999) 

27. In the spring of 1999, CHAPMAN took note of the growing 

public interest in the Internet and decided to create another company that would 

offer on-line trading and other on-line financial services. eChapman, a 
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privately-held Maryland corporation, was incorporated on May 14, 1999, with 

CHAPMAN as the principal and controlling shareholder. CHAPMAN now 

planned to once again reunite TCC and CCM by merging their parent holding 

companies into eChapman, thus making both operating companies indirect 

wholly-owned subsidiaries of eChapman. Under the plan of merger that was 

ultimately implemented, existing shareholders of Chapman Holdings and CCM 

Holdings would each receive roughly two shares of eChapman stock in 

exchange for their shares in the existing holding companies. 

28. The planned merger and stock offering were structured to give 

CHAPMAN ownership of approximately 65% of eChapman’s stock following 

the IPO. Thus, if the IPO were fully subscribed and the stock price of 

eChapman increased after public trading began in the secondary market, 

CHAPMAN’s personal wealth would be significantly enhanced and his ability 

to pay off his existing debts to TCC, Chapman Holdings, and CCM would have 

been facilitated. Conversely, if the IPO were not successful, the potential value 

of CHAPMAN’s stock holdings would be greatly reduced. 

29. On November 15, 1999, eChapman filed a registration statement 

with the SEC announcing that it intended to hold an initial public offering of 

3,333,333 shares of its common stock at a price of between $14 and $16 per 
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share. The prospectus for the eChapman IPO stated that an investment in the 

company should be considered “speculative and risky,” because, among other 

things, the company had carried out minimal business since it was incorporated; 

it had not finished designing and developing its proposed web site; it had no 

Internet-based operating history that potential investors could evaluate; and it 

had no agreements with advertisers, content providers, or strategic partners in 

connection with the operation of its web-site. Finally, the prospectus 

acknowledged that the merged companies (Chapman Holdings and CCM 

Holdings) had a history of operating losses, and the new company was expected 

“to continue to incur significant losses for the foreseeable future.” 
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Alan Bond’s First Indictment on 

Federal Fraud Charges (December 1999)


30. On December 16, 1999, Alan Bond was indicted by a federal 

Grand Jury in the Southern District of New York on charges of conspiracy, 

investment advisory fraud, wire fraud, commercial bribery, and making false 

statements to the SEC in connection with an alleged kickback scheme involving 

a securities broker who had executed trades on behalf of Bond’s clients. 

31. Many of Bond’s clients fired him as their investment adviser 

after rumors of the criminal investigation began to circulate or after the 

indictment itself was returned. Albriond’s total funds under management 

declined from approximately $652 million at the end of June 1999 to $170 

million one year later (of which $39 million, or almost one-quarter, consisted of 

DEM-MET funds). 

32. In December 1999, Catherine Sweeney, the DEM-MET’s 

consultant at Tremont, advised CHAPMAN in a telephone conversation and in 

two letters on December 28, 1999 and again on January 19, 2000 that she 

believed that Albriond should be terminated as a sub-adviser for the Trust. 

CHAPMAN rejected Sweeney’s advice and refused to terminate Albriond as a 

sub-manager for the DEM-MET. CHAPMAN faxed a copy of one of 

Sweeney’s letters to Bond, but assured him that he would continue to stand by 
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him in spite of Sweeney’s advice. Around this time, CHAPMAN also advised 

Bond that he might ultimately need him to commit to purchase a quantity of 

stock in a planned IPO for eChapman.com. 
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The eChapman Initial Public Offering 
(November 1999 - June 2000) 

33. In late December 1999 and January 2000, CHAPMAN held 

presentations in a number of cities in an effort to interest institutional investors 

(such as brokerage firms and investment managers) in purchasing stock in the 

eChapman IPO. But the level of interest among institutional investors -- who 

alone could move the large amounts of stock necessary to make the 

contemplated offering successful -- fell far below CHAPMAN’s expectations. 

34. Because of the lower-than-expected level of investor interest, the 

eChapman IPO was postponed several times and the size of the projected 

offering was substantially reduced: first from 3,333,333 shares to 1.7 million 

shares in late May 2000, and then to 1.26 million shares shortly before the IPO 

finally opened on June 15, 2000. The anticipated price of the offering was 

likewise reduced, from a projected range of $14 to $16 per share in November 

1999 to a final offering price of $13.00 per share in June 2000. 

35. Even with a reduced offering size and a lower share price, 

CHAPMAN still found it difficult to line up sufficient purchase commitments 

to ensure that the IPO would be fully subscribed by its June 15, 2000 opening 

date (the date when the issuer’s stock is made available for purchase by the 

investment banks who are underwriting the offering). CHAPMAN was 
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struggling to line up underwriting commitments from other investment banks as 

late as June 14, 2000. Three of the investment banks listed as underwriters on 

the final eChapman prospectus – Doley Securities (75,000 shares), M.R. Beal & 

Co. (75,000 shares), and Pryor & Co., LLC (75,000 shares) – never in fact 

agreed to participate as underwriters in the offering and refused to accept the 

indicated number of shares. The other four investment banks listed as 

underwriters on the final eChapman prospectus requested only a fraction of the 

shares to which they had previously committed. 

36. Faced with the possibility of a disastrous opening for the 

eChapman IPO, CHAPMAN redoubled his efforts to place shares of eChapman 

stock with CCM’s own clients. CHAPMAN solicited at least five DEM-MET 

sub-advisers to purchase stock in the eChapman IPO. Three sub-advisers – 

MDL Capital Management, NCM Capital Management, and Valenzuela Capital 

Partners – purchased small quantities of eChapman stock for their own 

proprietary accounts or those of certain of their clients. 

37. Under pressure from CHAPMAN, another DEM-MET sub-

adviser, Zevenbergen Capital, agreed to increase the size of its proposed 

purchase of eChapman stock from 5,000 to 20,000 shares. However, because 

Zevenbergen’s Principal Investment Officer believed that none of her firm’s 
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other clients would be willing to accept the eChapman stock in their portfolios, 

she asked CHAPMAN whether she could place the eChapman stock in 

Zevenbergen’s DEM-MET portfolio. CHAPMAN authorized her to do so. 

Following its purchase of the 20,000 shares when eChapman’s IPO opened on 

June 15, Zevenbergen sold its eChapman stock in two lots on June 20 and July 

28, 2000, suffering a loss to its DEM-MET portfolio of $115,223.85 in little 

more than a month. 

38. CHAPMAN initially did not pressure Alan Bond to commit to 

purchasing a substantial number of shares in the eChapman IPO. Instead, 

CHAPMAN advised Bond that he would keep him in reserve and would tell 

him how many shares he needed Albriond to buy closer to the opening date of 

the IPO. 

39. On or about the opening date of the eChapman IPO on June 15, 

2000, CHAPMAN advised Bond that he needed him to purchase 200,000 

shares – nearly one-sixth of the entire offering -- at a total cost of $2.6 million. 

When Bond objected that he could not place the eChapman stock with any of 

his other remaining clients, CHAPMAN authorized him to place it in the DEM­

MET portfolio, even though the eChapman stock was an unacceptable 

investment for the Trust under the provisions of CCM’s DEM-MET Information 
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and Procedures Manual. 

40. But even after Bond agreed to purchase 200,000 shares of 

eChapman stock, CHAPMAN still could not find purchasers for all of the 1.26 

million offered shares. In the months leading up to the IPO, CHAPMAN had 

asked a money manager who owned a small investment firm named 

International Management Associates (IMA) in Atlanta, Georgia to participate. 

Although IMA’s investment manager never gave CHAPMAN a firm 

commitment on his participation, when the IPO opened on June 15, 

CHAPMAN nevertheless transferred 130,000 shares of eChapman stock to a 

TCC account established in the name of IMA. CHAPMAN then demanded that 

IMA pay eChapman $1.69 million. The investment manager responded that he 

had not authorized the transaction and refused to pay for the shares. Over the 

next eleven days, CHAPMAN repeatedly telephoned the manager in an effort to 

convince him to take the 130,000 shares. The manager continued to maintain 

that he had never authorized the purchase, but the shares remained in IMA’s 

TCC account until June 26. 

41. An IPO “closes” when all of the issued stock has been accepted 

by the underwriters or other purchasers and payment for the shares has been 

received by the issuing company. The issuing company then notifies the 
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national exchange or association on which its stock is listed that the offering is 

fully subscribed. This allows trading to open on the “secondary market” -- the 

open, public market in which investors may freely purchase or sell shares of the 

issuing company and the company’s stock price then rises or falls to reflect the 

level of investor demand for its stock. The eChapman IPO “closed” and public 

trading in the stock commenced on the morning of June 20, 2000. On the first 

day of public trading in the secondary market, eChapman opened on the 

NASDAQ Market at 9-19/64 a share, falling almost $4.00 from the $13.00 IPO 

offering price. By the end of the trading day on June 20, eChapman was selling 

at 7-3/8 – down 43% from the original offering price. The initial 200,000 shares 

of eChapman stock in Albriond’s DEM-MET portfolio thus lost nearly $1.2 

million in value in a single day. 

42. Moreover, even after the eChapman IPO “closed” and public 

trading began, the eChapman IPO was still not fully subscribed. In addition to 

the 130,000 shares that IMA’s investment manager maintained his firm had 

never agreed to accept, another 45,000 shares were returned to the eChapman 

selling syndicate account as a result of cancellations, mistakes and rebills. 

Accordingly, on or about June 23 or 26, 2000, CHAPMAN contacted Bond and 

told him that he needed him to buy another 175,000 shares of eChapman 
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because a large investor had backed out of a trade. When Bond protested that 

none of his other clients would accept the stock and that the combined holding 

of 375,000 shares would be too prominent a part of Albriond’s DEM-MET 

portfolio, CHAPMAN advised Bond that he planned to make additional DEM­

MET funds available to him in the near future, thereby reducing the relative size 

of the eChapman holding in Albriond’s DEM-MET portfolio. CHAPMAN 

further assured Bond that he expected another large investor would soon be 

willing to purchase Bond’s shares, so the eChapman stock would not need to 

remain in Albriond’s DEM-MET portfolio for more than a few weeks. Finally, 

CHAPMAN advised Bond that he would provide Albriond with $1.5 million in 

eChapman IPO proceeds to manage on eChapman’s behalf, thereby allowing 

Albriond to earn additional advisory fees from so doing. 

43. As a result of these inducements and representations by 

CHAPMAN and because of his growing dependence on retaining 

CHAPMAN’s DEM-MET business, Bond agreed to accept both the 45,000 

share block and the 130,000 share block of eChapman stock. CHAPMAN 

directed one of TCC’s employees to transfer these 175,000 shares to Albriond’s 

DEM-MET account on June 26, 2000 at the original IPO offering price of 

$13.00 a share (for a total cost to the DEM-MET and its pension fund clients of 
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another $2.275 million), rather than at the price of roughly $7.00 per share for 

which eChapman stock was then selling on the public market. CHAPMAN 

gave instructions to make it appear that these trades had taken place “as of” June 

15, 2000 at the $13.00 per share price. The transfer of these shares by TCC to 

Albriond, when completed on June 28, 2000, resulted in an immediate loss of 

approximately $1 million for the DEM-MET’s pension fund clients. 

44. In addition to the 375,000 shares of eChapman stock that 

Albriond purchased for its DEM-MET portfolio during the second half of June 

2000, the 70,000 shares of Chapman Holdings stock held by Albriond since 

February 1998 converted into 135,306 shares of eChapman stock as a result of 

the merger of the underlying companies in connection with the IPO. Thus, by 

late June 2000, Albriond was holding in excess of 500,000 shares of eChapman 

stock in its DEM-MET portfolio. 

45. On or about July 24, 2000, CHAPMAN made an additional $10 

million in DEM-MET funds available to Albriond from the account of another 

sub-adviser. At Albriond’s advisory fee of 0.45%, the allocation of these funds 

could potentially generate an additional $45,000 annually in fee revenue for 

Albriond and Bond. 

46. In connection with the purchase of eChapman stock by Albriond, 
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CHAPMAN breached his fiduciary duties of loyalty, prudence, and 

diversification and failed to disclose the following material facts, among others, 

to the Trust, to the State Pension System, and to the DEM-MET’s other clients: 

•	 That eChapman was not on CCM’s list of 
securities approved for purchases by DEM-MET 
sub-managers. 

•	 That eChapman constituted an “unacceptable 
investment” pursuant to CCM’s Information and 
Procedures Manual for the DEM-MET, because 
the ability to sell its shares readily was limited; 
because Albriond’s purchases of eChapman stock 
constituted more than 5% of its DEM-MET 
portfolio; and because eChapman was a 
“speculative and risky” investment, according to 
its own prospectus. 

• That Albriond had purchased the 45,000 and 
130,000 share blocks of eChapman stock at the 
IPO offering price of $13.00 a share nearly a week 
after the IPO closed and public trading began on 
the NASDAQ Market, where eChapman stock 
was then valued at approximately $7 per share. 

•	 That, in order to induce Bond to purchase the 
three blocks of eChapman stock, CHAPMAN had 
given Bond $1.5 million in eChapman offering 
proceeds to manage and had further assured Bond 
that CHAPMAN would soon give him additional 
DEM-MET funds to manage. 

•	 That, absent the purchases of the eChapman stock 
by Albriond, the eChapman IPO would have been 
undersubscribed. 
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• That CHAPMAN, through his ownership of the 
majority of the shares of eChapman.com, had a 
substantial personal financial interest in the 
purchase of these shares by Albriond on behalf of 
the DEM-MET. 
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