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SECOND SUPERSEDING INDICTMENT

The Grand Jury for the Digtrict of Maryland charges:

COUNTSONE THROUGH THIRTEEN
(WireFraud)

INTRODUCTORY ALLEGATIONS

Relevant Per sons and Entities

At dl times rlevant to this Indictment:

1. Defendant NATHAN A. CHAPMAN, JR. (CHAPMAN) was
the Chairman of the Board, Chief Executive Officer, and mgority shareholder
of The Chapman Co., Chapman Capital Management, Inc., and eChapman.com,
later known as eChapman, Inc. (eChapman). Defendant CHAPMAN aso was
the Chief Investment Officer for Chapman Capitd Management.

2. The Chapman Co. (TCC) was aMaryland corporation with its
principa place of businesslocated in the World Trade Center Tower at 401 East
Pratt Street, Suite 2800, Bdtimore, Maryland. TCC was afull service securities
brokerage and investment banking company that provided market research and

brokerage servicesto inditutiona and retail clients and also engaged in
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corporate and government finance transactions. TCC became a wholly-owned
direct subsdiary of Chgpman Holdings, Inc., a newly-formed Maryland holding
company, on December 29, 1997. Effective June 20, 2000, Chapman Holdings,
Inc. was merged into eChapman, anew Maryland corporation, and since that
date TCC has been awholly-owned indirect subsidiary of eChapman.

3. Chapman Capita Management, Inc. (CCM) was a Didtrict of

Columbia corporation incorporated in 1987 with its principa place of busness
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 dso provided investment advisory servicesto corporate,
indtitutional and individua investors. From its inception until February 26,
1998, CCM was awholly-owned subsidiary of TCC. In February 1998, CCM
was spun off from TCC to become awholly-owned direct subsidiary of
Chapman Capitd Management Holdings, Inc. (CCM Holdings), a newly-formed
Maryland holding company in which CHAPM AN was the sole stockholder. On
June 20, 2000, CCM Holdings was merged into eChagpman and since that date
CCM has been awhoally-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 principa



place of business located in the World Trade Center in Batimore, 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 Pensgon System”) was a multiple-employer public employee retirement
system that provided retirement alowances and other benefits to Maryland State
employees, including teachers, police officers, judges, legidators, and
employees of participating local governmental units. As of June 30, 2001, the
State Penson System was respongible for managing pension funds on behdf 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 individua employee retirement systems
that participated in the State Pension System.

6. The Maryland State Retirement Agency (MSRA) served asthe
adminigtrator of the various individua 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



regpongbility for the State Pension System’ s operation and adminidtration. The
Trustees were respongble for reviewing the performance of the investment
managers hired by the State Penson System and for determining whether to hire
new managers, terminate existing managers, or modify the amount of penson
funds alocated to particular managers for investment. As of June 30, 2001, the
State Penson System’ s gpproximately $29.4 billion in assets were distributed
among twenty-six equity (sock) managers and thirteen fixed income managers
and red estate managers.

7. Fromin or about 1990 and continuing until November 1996, the
Minority Equity Trust (MET) was a tax-exempt pooled unit trust for private and
governmenta employee benefit plans operated by Bankers Trust Company
(Bankers Trust). Pension fundsinvested into the MET were commingled into a
sngle collective pool of assets. Each client owned unitsin the Trugt, which in
turn owned sharesin individuad companies on behdf of its dients.

8. Under the MET concept, anumber of individua minority and
women investment managers served as sub-advisers to the Trust under the
overdl supervison of amore experienced primary investment adviser. This
sructure is sometimes known as a*“Fund of Funds,” in which the primary

investment manager serves as a“Manager of Managers.” Bankers Trust



marketed the MET to public and private pension plans as a means both of (a)
affording clients broad investment diversification by offering one-stop accessto
adozen or more individud financid managers with different investment styles
and (b) supporting the development of minority and women investment
managers.

9. On November 1, 1996, CHAPMAN, acting on behaf 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 Trugt”).
When CCM acquired the MET, the State Pension System was aready one of the
MET’ sinvestment clients, and Maryland State pension funds then accounted for
approximately 61% of the MET’ stotal assats. Pursuant to an agreement
executed on December 1, 1996 (the “ management agreement”), the State
Penson System, acting through the MSRA, dlowed CCM to replace Bankers
Trugt as the primary investment adviser for the MET. CCM thus became
respongble for managing approximately $90 million in State Penson System
assets previoudy 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



of .75% of the total market value of the State Pension System’ s assetsin the
DEM-MET. CCM'’sfee was reduced to .70% on May 1, 2001. CCM received
gpproximately $6.8 million in management fees from the State Pension System
between fiscd 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 behdf.

11.  CCM received additiond alocations 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’ stotd 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 Penson 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, CHAPM AN served
asthe primary investment manager for the DEM-MET. As primary investment
manager, CHAPM AN 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,



CHAPMAN and CCM were responsible for reviewing and monitoring the
performance of the Trust’s sub-advisers on an ongoing bass. CHAPMAN's
and CCM’ s responghilities 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
dlocations of client funds alotted to the various sub-advisers. The DEM-
MET’ sindividud sub-advisers determined how to invest the assets they were
alocated, dthough the sub-managers were required either to make their
investments in companies that were on alist previoudy gpproved by CCM or to
obtain CCM’s permission before purchasing shares in companies that were not
on the gpproved list.

13. CCM’sDEM-MET Information and Procedures Manua further
limited the sub-advisers freedom in sdlecting particular stocks for their DEM-
MET portfolios. Among other things, it required that:

. sub-advisers were to keep concentrations of

individua stocks at less than 5% of therr total
portfolio a time of purchase;

. sub-advisers were not alowed to invest in any

gocks for which liquidity (the ability to sl
shares) was limited by ether the size of the

company or because insiders owned more than
50% of the company’stotal shares, and



. sub-advisers were to “emphasize the security of
principa in making al security sdections.”

14.  Tremont Partners, Inc. (Tremont), afinancid advisory firm with
officesin Rye, New Y ork, asssted CCM and CHAPMAN in evaugting the
performance of the Trust's sub-advisers. Catherine Sweeney, a Senior Vice-
Presdent at Tremont, was responsble for providing CCM and CHAPM AN
with data relating to the investment performance of the Trugt’ s various sub-
advisers. Tremont resgned 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 partnersin
Bond Procope learned that he was under investigation by the SEC in connection
with an dleged kickback scheme. They withdrew from further participation in
the firm, and the Bond Procope partnership was dissolved.

16. Bond then formed Albriond Capitad Management, LLC
(“Albriond”), acompany 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 principa
respongbility for making investment and trading decisions on behdf of the
clients of these firms.

17. In January 1997, CHAPMAN and CCM engaged Bond Procope
as asub-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 redtrictions 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 $ Smillion
July 1998 $ 2 million
February 1999 $ 6 million
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July 2000 $10 million

Totd: $33 million

CHAPMAN’'sand CCM’sFiduciary 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 federd Employee Retirement Income Security Act
of 1974 (ERISA). CCM was therefore subject to the genera fiduciary duties
imposed by the ERISA datute 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 dl provisons of both ERISA and the federd
securities laws.

20. Under both ERISA and the article of the Maryland State Code
dedling with State Personnd and Pensions, fiduciaries of apenson plan are
subject to various legd duties. The duty of loyalty requires afiduciary to
discharge his or her duties with respect to a plan soldly 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, kill, prudence, and diligence under the
circumstances then prevailing that a prudent person acting in alike capacity and
familiar with such matters would use in the conduct of asmilar enterprise. The
duty to diversfy requires fiduciaries to distribute a plan’ sinvestments so asto
minimize therisk of large losses. Fiduciaries are dso required to discharge thelr
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-deding.

21. ERISA further definesa“fiduciary” to include any person who
exercises any authority or control with repect to the management or disposition
of plan assats. Accordingly, CHAPMAN and the individua sub-advisersto the
DEM-MET Trugt, including Alan Bond and the Bond Procope and Albriond
firms, were likewise fiduciaries with repect to the management or digposition

of pension plan assats.

The TCC/Chapman Holdings I nitial Public Offering (February 1998)

22.  CHAPMAN owned dmogt al 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 raisng additiond capital to finance the operations of TCC

and CCM. CHAPMAN decided to spin CCM off from TCC, of which it
previoudy had been awholly-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 sdeto the investing public through an initid public offering (1PO).
However, CHAPM AN 4till planned to retain control of both companies through
his continued ownership of a substantid mgority of their outstanding shares of
stock.

23. On December 29, 1997, TCC became awholly-owned subsidiary
of Chapman Holdings, Inc. (Chapman Holdings), a newly formed Maryland
holding corporation. On February 26, 1998, immediately prior to the initia
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 1PO 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, CHAPM AN dill controlled dmost 62% of the outstanding
common stock of Chgpman Holdings.

24. CHAPMAN began marketing the Chapman Holdings |PO to
prospective purchasers in the latter part of 1997 and the first part of 1998.
Among thosewhom CHAPM AN 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 PO, Bond asked CHAPM AN
whether he could place Chagpman Holdings sharesin his DEM-MET portfalio.
Although Chapman Holdings was not on CCM’slist of securities gpproved for
purchase by DEM-MET sub-managers and it did not meet the investment
standards st forth in the DEM-MET Information and Procedures Manual,
CHAPMAN authorized Bond to use DEM-MET funds to purchase Chapman
Holdings stock.

25.  Inealy January 1998, CHAPMAN dlocated another $5 million
in DEM-MET penson funds to Bond Procopeto invest. After recaiving the
additiona $5 million and after further pressure by CHAPM AN, 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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The Chapman Capital Management Holdings
Initial Public Offering (August 1998)

26. OnMay 5, 1998, CCM Holdings, the parent company of CCM,
filed aregigration (disclosure) statement with the SEC announcing its intention
to offer aportion of its outstanding common stock for sale to the public through
an IPO. Thisregigration satement became effective (i.e., was approved by the
SEC as complying with the applicable lega 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 till retained mgority 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.  Inthe spring of 1999, CHAPMAN took note of the growing
public interest in the Internet and decided to cresate another company that would

offer on-line trading and other on-line financid services. eChapman, a
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privately-held Maryland corporation, was incorporated on May 14, 1999, with
CHAPMAN asthe principa 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 subsdiaries of eChgpman. Under the plan of merger that was
ultimately implemented, existing shareholders of Chapman Holdings and CCM
Holdings would each receive roughly two shares of eChagpman stock in
exchange for their sharesin the exigting holding companies.

28.  The planned merger and stock offering were dructured to give
CHAPMAN ownership of gpproximately 65% of eChgpman’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 persond wedth would be significantly enhanced and his ability
to pay off hisexisting debtsto TCC, Chapman Holdings, and CCM would have
been facilitated. Conversdly, if the IPO were not successful, the potentia vaue
of CHAPMAN'’s stock holdings would be greetly reduced.

29.  On November 15, 1999, eChapman filed a regigtration statement
with the SEC announcing thet it intended to hold an initid 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 eChgpman |PO gated that an investment in the
company should be considered “ speculative and risky,” because, among other
things, the company had carried out minima business since it was incorporated;
it had not finished designing and developing its proposed web ste; it had no

I nternet-based operating history that potential investors could evaluate; and it
had no agreements with advertisers, content providers, or strategic partnersin
connection with the operation of itsweb-gte. Findly, 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 sgnificant losses for the foreseeable future.”
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Alan Bond'sFirst Indictment on
Federal Fraud Charges (December 1999)

30.  On December 16, 1999, Alan Bond was indicted by afedera
Grand Jury in the Southern Didtrict of New Y ork on charges of congpiracy,
investment advisory fraud, wire fraud, commercid bribery, and making fase
satements to the SEC in connection with an aleged kickback scheme involving
asecurities broker who had executed trades on behalf of Bond's clients.

31 Many of Bond's dients fired him asther investment adviser
after rumors of the crimind investigation began to circulate or after the
indictment itsdlf wasreturned. Albriond' stota funds under management
declined from gpproximately $652 million a the end of June 1999 to $170
million one year later (of which $39 million, or dmost one-quarter, consisted of
DEM-MET funds).

32. In December 1999, Catherine Sweeney, the DEM-MET’s
consultant a Tremont, advised CHAPM AN in atelephone 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 rgected 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’sadvice. Around thistime, CHAPMAN also advised
Bond that he might ultimately need him to commit to purchase a quantity of

stock in aplanned IPO for eChapman.com.

19



The eChapman Initial Public Offering
(November 1999 - June 2000)

33. In late December 1999 and January 2000, CHAPMAN hdd
presentations in anumber of citiesin an effort to interest indtitutiond investors
(such as brokerage firms and investment managers) in purchasing stock in the
eChapman IPO. But the levd of interest among indtitutiond investors -- who
aone could move the large amounts of stock necessary to make the
contemplated offering successful -- fell far bdlow CHAPM AN’ s expectations.

34. Because of the lower-than-expected leve of investor interest, the
eChapman |PO was postponed severd times and the size of the projected
offering was substantialy reduced: first from 3,333,333 sharesto 1.7 million
sharesin late May 2000, and then to 1.26 million shares shortly before the IPO
findly 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 afind offering price of $13.00 per share in June 2000.

35. Even with areduced offering 9ze and alower share price,
CHAPMAN d4ill found it difficult to line up sufficient purchase commitments
to ensure that the 1PO 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
thefind eChapman prospectus — Doley Securities (75,000 shares), M.R. Bed &
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 find eChapman prospectus requested only afraction of the
shares to which they had previoudy committed.

36. Faced with the possibility of a disastrous opening for the
eChapman IPO, CHAPM AN redoubled his efforts to place shares of eChapman
stock with CCM’s own clients. CHAPMAN solicited at lesst five DEM-MET
sub-advisers to purchase stock in the eChapman IPO. Three sub-advisers —
MDL Capitd Management, NCM Capitd Management, and Vaenzuela Capita
Partners— purchased smal quantities of eChapman stock for their own
proprietary accounts or those of certain of their clients.

37. Under pressurefrom CHAPMAN, another DEM-MET sub-
adviser, Zevenbergen Capita, agreed to increase the size of its proposed
purchase of eChapman stock from 5,000 to 20,000 shares. However, because

Zevenbergen's Principa Investment Officer believed that none of her firm's
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other clients would be willing to accept the eChgpman stock in their portfolios,
she asked CHAPM AN 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 | PO opened on
June 15, Zevenbergen sold its eChapman stock in two lots on June 20 and July
28, 2000, suffering alossto its DEM-MET portfolio of $115,223.85in little
more than a month.

38. CHAPMAN initidly did not pressure Alan Bond to commit to
purchasing a subgtantia number of shares in the eChapman 1PO. 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, CHAPM AN advised Bond that he needed him to purchase 200,000
shares— nearly one-sixth of the entire offering -- a atotd cost of $2.6 million.
When Bond objected that he could not place the eChapman stock with any of
his other remaining clients CHAPM AN 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 Manud.

40. But even after Bond agreed to purchase 200,000 shares of
eChapman stock, CHAPM AN 4till could not find purchasersfor dl of the 1.26
million offered shares. In the months leading up to the IPO, CHAPMAN had
asked a money manager who owned asmdl investment firm named
International Management Associates (IMA) in Atlanta, Georgiato participate.
Although IMA’ s investment manager never gave CHAPM AN afirm
commitment on his participation, when the PO opened on June 15,
CHAPMAN neverthdess 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 invesment manager responded that he
had not authorized the transaction and refused to pay for the shares. Over the
next eleven days, CHAPM AN 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 sharesremained in IMA’s
TCC account until June 26.

41.  AnlIPO*“cdoses’ when dl 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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nationa exchange or association on which its sock islisted thet the offering is
fully subscribed. Thisdlows trading to open on the “ secondary market” -- the
open, public market in which investors may fredy purchase or sdll shares of the
issuing company and the company’ s stock price then rises or fdlsto reflect the
level of investor demand for its stock. The eChapman 1PO “closed” and public
trading in the stock commenced on the morning of June 20, 2000. On thefirst
day of public trading in the secondary market, eChapman opened on the
NASDAQ Market a 9-19/64 a share, faling amost $4.00 from the $13.00 IPO
offering price. By the end of the trading day on June 20, eChapman was sdling
a 7-3/8 — down 43% from the origind offering price. Theinitia 200,000 shares
of eChgpman stock in Albriond’s DEM-MET portfolio thuslost nearly $1.2
million in vduein asngle day.

42. Moreover, even after the eChgpman PO “closed” and public
trading began, the eChapman 1PO was il 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
sling syndicate account as aresult 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 alarge investor had backed out of atrade. 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, CHAPM AN advised Bond that he planned to make additional DEM-
MET funds avallable to him in the near future, thereby reducing the rdaive 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, 0 the eChapman stock would not need to
remain in Albriond’'s DEM-MET portfolio for more than afew weeks. Findly,
CHAPMAN advised Bond that he would provide Albriond with $1.5 million in
eChapman PO proceeds to manage on eChgpman’ s behdf, thereby dlowing
Albriond to earn additiona advisory fees from so doing.

43.  Asareault 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 employeesto transfer these 175,000 sharesto Albriond’s
DEM-MET account on June 26, 2000 at the original 1PO offering price of

$13.00 ashare (for atota 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 sdlling on the public market. CHAPMAN
gave ingructions 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 sharesby TCC to
Albriond, when completed on June 28, 2000, resulted in an immediate |oss of
approximately $1 million for the DEM-MET’ s pension fund dlients.

44, In addition to the 375,000 shares of eChapman stock that
Albriond purchased for its DEM-MET portfolio during the second haf 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 aresult of
the merger of the underlying companiesin 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.  Onor about July 24, 2000, CHAPM AN made an additiona $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 dlocation of these funds
could potentidly generate an additiond $45,000 annudly in fee revenue for
Albriond and Bond.

46. In connection with the purchase of eChapman stock by Albriond,
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CHAPMAN breached hisfiduciary duties of loydty, prudence, and
diversification and failed to disclose the following materid facts, anong others,
to the Trugt, to the State Pension System, and to the DEM-MET’ s other clients:.

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

. That eChapman congtituted an “unacceptable
investment” pursuant to CCM’s Information and
Procedures Manua for the DEM-MET, because
the ability to sl its shares readily was limited,;
because Albriond’ s purchases of eChapman stock
congtituted more than 5% of its DEM-MET
portfolio; and because eChapman was a
“gpeculative 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 aweek
after the PO 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 eChgpmean offering
proceeds to manage and had further assured Bond
that CHAPM AN would soon give him additiond
DEM-MET funds to manage.

. That, absent the purchases of the eChapman stock

by Albriond, the eChapman 1PO would have been
undersubscribed.

27



That CHAPM AN, through his ownership of the
mgority of the shares of eChapman.com, had a
subgtantia persond financia interest in the

purchase of these shares by Albriond on behalf of
the DEM-MET.
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