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I. THE PROCEEDINGS 

T h i s  i s  a p r i v a t e  p r o c e e d i n g  p u r s u a n t  t o  Ru l e  2 ( e )  o f  t h e  

Commis s ion ' s  R u l e s  of P r a c t i c e  t o  d e t e r m i n e  w h e t h e r  M a r t i n  A .  Forman 

-1/ 
and t h e  law f i r m  o f  Forman and  Rosenbe rg  ( " t h e  r e s p o n d e n t s ' ' )  s h o u l d ,  

t e m p o r a r i l y  o r  p e r m a n e n t l y ,  b e  d i s q u a l i f i e d  f rom and d e n i e d  t h e  p r i v i l e g e  

-2/ 
of a p p e a r i n g  o r  p r a c t i c i n g  b e f o r e  t h e  Commission.  

The matters p u t  i n  i s s u e  by  t h e  o r d e r  f o r  t h i s  p r o c e e d i n g  are: 

( a )  Whether  t h e  r e s p o n d e n t s ,  w h i l e  a c t i n g  as c o u n s e l  f o r  G e n e r a l  

I n v e s t m e n t  R e s e a r c h  C o r p o r a t i o n  ( " G e n e r a l " ) ,  o n  March 11, 1957 ,  f i l e d  

w i t h  t h e  Commission o n  b e h a l f  o f  G e n e r a l  a Form ADV a p p l i c a t i o n  u n d e r  

t h e  I n v e s t m e n t  ~ d v i s e r s  A c t  o f  1940 f o r  r e g i s t r a t i o n  as a n  i n v e s t m e n t  

a d v i s e r ,  wh ich  a p p l i c a t i o n  c o n t a i n e d  a n  u n t r u e  s t a t e m e n t  o f  a m a t e r i a l  

f a c t ,  t o  w i t ,  i n  r e p l y  t o  Item 6 i t  was s t a t e d  t h a t  t h e r e  we re  no p e r s o n s  

n o t  named i n  t h e  Form who had t h e  power t o  exercise a c o n t r o l l i n g  i n f l u e n c e  

o v e r  t h e  management o r  p o l i c i e s  of  r e g i s t r a n t  when,  i n  f a c t ,  r e s p o n d e n t s  

knew o r  w i t h  a d e q u a t e  i n q u i r y ,  s h o u l d  h a v e  known t h a t  A l b e r t  Edward DePalma 

1/- The  f i r m  is  now known as Forman,  Rosenbe rg  & R e s n i c k .  A t  a l l  times 
h e r e  r e l e v a n t  it was known as Forman and R o s e n b e r g ,  a law p a r t n e r s h i p  
c o n s i s t i n g  o f  Forrnan and  A l l e n  I .  Rosenbe rg .  

-2 /  S e c t i o n  2 ( e )  p r o v i d e s :  

" S u s p e n s i o n  and  d i s b a r m e n t .  The Commission may 
d e n y ,  t e m p o r a r i l y  o r  p e r m a n e n t l y ,  t h e  p r i v i l e g e  
of  a p p e a r i n g  o r  p r a c t i c i n g  b e f o r e  i t  i n  a n y  way 
t o  a n y  p e r s o n  who is found  by t h e  Commission 
a f t e r  n o t i c e  o f  a n  o p p o r t u n i t y  f o r  h e a r i n g  i n  
t h e  matter ( 1 )  n o t  t o  p o s s e s s  t h e  r e q u i s i t e  
q u a l i f i c a t i o n s  t o  r e p r e s e n t  o t h e r s ,  o r  ( 2 )  t o  
b e  l a c k i n g  i n  c h a r a c t e r  o r  i n t e g r i t y  o r  t o  h a v e  
e n g a g e d  i n  u n e t h i c a l  o r  i m p r o p e r  p r o f e s s i o n a l  
c o n d u c t  .It 
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was r e s p o n s i b l e  f o r  t h e  c r e a t i o n ,  o p e r a t i o n ,  and ma in tenance  o f  t h e  r e g i s -  

t r a n t .  Item 6 r e q u i r e s  t h a t  t h e  f u l l  name and a d d r e s s  be  g i v e n  f o r  e v e r y  

such  p e r s o n  i f  t h e  answer  i s  i n  t h e  a f f  i r m a t i v e .  

( b )  Whether ,  i n  G e n e r a l ' s  a p p l i c a t i o n  f o r  r e g i s t r a t i o n  as a n  

inves tmen t  a d v i s e r ,  r e s p o n d e n t s  made a n  u n t r u e  s t a t e m e n t  o f  a material 

f a c t ,  t o  w i t ,  i n  r e s p o n s e  t o  I t e m  7 o f  Form ADV, which  s e e k s  i n f o r m a t i o n  

c o n c e r n i n g  t h e  n a t u r e  and d u r a t i o n  o f  t h e  b u s i n e s s  and p r o f e s s i o n a l  

c o n n e c t i o n s  o f  a n y  i n d i v i d u a l s  named i n  p r i o r  items, r e s p o n d e n t s  r e p o r t e d  

t h a t  S t u a r t  L e s l i e  Chapman (named as P r e s i d e n t ,  T r e a s u r e r  and  D i r e c t o r  i n  

Item 4 o f  Form ADV) was a r e c e n t  c o l l e g e  g r a d u a t e  w i t h  no p r i o r  b u s i n e s s  

o r  p r o f e s s i o n a l  c o n n e c t i o n s  when, i n  f a c t ,  r e s p o n d e n t s  knew, o r  w i t h  

a d e q u a t e  i n q u i r y  s h o u l d  have  known, t h a t  t h i s  w a s  f a l s e  and u n t r u e .  

( c )  Whether ,  d u r i n g  a n  i n t e r r o g a t i o n  u n d e r  o a t h  by o f f i c e r s  o f  

Forman gave  	f a l s e  and m i s l e a d i n g  t e s t i m o n y  c o n c e r n i n g  h i s  r e l a t i o n s h i p  

w i t h  A l b e r t  	Edward DePalma and c o n c e r n i n g  h i s  knowledge o f  and  r e l a t i o n -  

s h i p  w i t h  t h e  r e g i s t r a t i o n  o f  G e n e r a l  as a n  i n v e s t m e n t  a d v i s e r .  

P r i o r  t o  t h e  commencement o f  t h e  p r o c e e d i n g ,  t h e  Commission g r a n t e d ,  

i n  p a r t ,  a n  a p p l i c a t i o n  by t h e  r e s p o n d e n t s  f o r  a more d e f i n i t e  s t a t e m e n t .  

The Gene ra l  Counse l  was d i r e c t e d  t o  s p e c i f y  i n  what r e s p e c t  e a c h  d e s i g -  

. 	 n a t e d  ans:.er i n  F o r m a n t s  1958 t e s t i m o n y  w a s  a l l e g e d  t o  be f a l s e  and m i s -

l e a d i n g .  S u b s e q u e n t l y ,  t h e  Gene ra l  Counse l  f i l e d  a Response s p e c i f y i n g  

what p o r r : o n s  o f  F o r m a n t s  1958 t e s t i m o n y  were a l l e g e d  t o  be f a l s e  and  

m i s l e a d i n g  and i n  what r e s p e c t s  t h e y  were f a l s e  and m i s l e a d i n g .  A d d i t i o n a l  

i n f o r m a t  i o n  a l s o  was s u p p l i e d  w i t h  r e s p e c t  t o  t h e  a 1  l e g a t  i o n s  c o n c e r n i n g  



I Items 6  and 7 i n  t h e  Form ADV f i l e d  by t h e  r e s p o n d e n t s  on  b e h a l f  of  

P u r s u a n t  t o  n o t i c e ,  a h e a r i n g  w a s  h e l d  i n  Washington ,  D. C .  b e f o r e  

t h e  u n d e r s i g n e d  H e a r i n g  Examiner commencing o n  J u n e  2 6 ,  1961. p a r t i e s~ l l  

were  r e p r e s e n t e d  by c o u n s e l .  Dur ing  t h e  c o u r s e  o f  t h e  h e a r i n g ,  a n  a p p l i c a -  

t i o n  was made f o r  a n  o r d e r  d i r e c t i n g  t h e  t a k i n g  o f  t h e  d e p o s i t i o n  o f  a 

Leonard L. McCarthy, a Canadian  r e s i d e n t ,  b e f o r e  t h e  Consul  o r  V i c e - c o n s u l  

o f  t h e  Un i t ed  S t a t e s  o f  America a t  T o r o n t o ,  O n t a r i o ,  Canada. T h i s  a p p l i c o -  

t i o n  was g r a n t e d  by t h e  u n d e r s i g n e d .  However, t h e  Gene ra l  Counse l  a d v i s e d  

t h e  u n d e r s i g n e d  t h a t  McCarthv r e f u s e d  t o  a p p e a r  v o l u n t a r i l y  t o  t e s t i f y .  

The Gene ra l  Counse l  t h e n  made a mot ion  f o r  a n  o r d e r  d i r e c t i n g  t h e  t a k i n g  

of  t h e  d e p o s i t i o n  of  McCarthy and f o r  a r e q u e s t  t o  a n  a p p r o p r i a t e  Canad ian  

j u d i c i a l  a u t h o r i t y  f o r  a n  o r d e r  d i r e c t i n g  t h e  w i t n e s s  t o  a p p e a r  and  t . e s t i f y .  

A similar a p p l i c a t i o n  w a s  made w i t h  r e s p e c t  t o  Eugene Memin. Both a p p l i c a -  

t i o n s  were g r a n t e d  by t h e  Commission and t h e  h e a r i n g  s tood  i n  r e c e s s  w h i l e  

e f f o r t s  were made t o  o b t a i n  t h e  c o - o p e r a t i o n  of  a p p r o p r i a t e  a u t h o r i t i e s  

i n  Canada. The e f f o r t s  t o  s e c u r e  t h e  c o - o p e r a t i o n  o f  t h e  j u d i c i a l  a u t h -

o r i t i e s  were n o t  s u c c e s s f u l  and t h e  h e a r i n g  w a s  resumed o n  J u l y  1 ,  1963 

and conc luded  o n  August 21 ,  1963. The h i s t o r y  of t h e  Canadian  p r o c e e d i n g s  

i s  summarized i n  t h e  t r a n s c r i p t ,  pages  325-328.  

At t h e  c o n c l u s i o n  o f  t h e  p r e s e n t a t i o n  o f  e v i d e n c e  a n  o p p o r t u n i t y  

w a s  a f f o r d e d  t h e  p a r t i e s  f o r  f i l i n g  o f  proposed f i n d i n g s  o f  f a c t ,  con -

c l u s i o n s  o f  law o r  b o t h ,  t o g e t h e r  w i t h  b r i e f s  i n  s u p p o r t  t h e r e o f .  Proposed  

f i n d i n g s  and b r i e f s  were s u b m i t t e d  o n  b e h a l f  o f  a l l  t h e  p a r t i e s .  Upon t h e  

e n t i r e  r e c o r d ,  and f rom h i s  o b s e r v a t i o n  of t h e  w i t n e s s e s .  t h e  u n d e r s i e n e d  
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makes t h e  f o l l o w i n g :  

11. FINDINGS OF FACT AND CONCLUSIONS OF LAW 

A .  Background 

1. M a r t i n  A .  Forman is  a g r a d u a t e  of  Temple U n i v e r s i t y  and o f  i t s  

law s c h o o l .  H e  r e c e i v e d  h i s  law d e g r e e  i n  1941.  I n  1942 h e  was employed 

by t h e  S e c u r i t i e s  and Exchange Commission as a n  a t t o r n e y .  He was a s s i g n e d  

t o  t h e  D i v i s i o n  o f  T r a d i n g  and Exchanges d o i n g  i n t e r p r e t a t i v e  work w i t h  

r e f e r e n c e  t o  t h e  S e c u r i t i e s  Exchange Act  and t h e  Inves tmen t  A d v i s e r s  A c t .  

He a l s o  worked o n  c a s e s  i n v o l v i n g  i n j u n c t i o n s  and c r i m i n a l  r e f e r e n c e s .  

He a l s o  had a s s i g n m e n t s  i n  areas r e l a t i n g  t o  h i s  a c c o u n t i n g  background 

which h e  had deve loped  a t  Temple U n i v e r s i t y .  

2. Forman w a s  f i r s t  employed by t h e  Commission when i t  w a s  l o c a t e d  

i n  P h i l a d e l p h i a .  H e  moved w i t h  t h e  Commission when i t  r e t u r n e d  t o  Vash ing ton  

i n  l a 4 8  b u t  s e c u r e d  a t r a n s f e r  t o  i t s  New York R e g i o n a l  O f f i c e  la ter  t h a t  

y e a r  i n  o r d e r  t o  be  a b l e  t o  m a i n t a i n  h i s  r e s i d e n c e  i n  P h i l a d e l p h i a .  H i s  

work i n  t h e  New York o f f i c e  c o n s i s t e d  o f  i n v e s t i g a t i n g  a n d ,  i n  a p p r o p r i a t e  

c a s e s ,  p r e p a r i n g  i n j u n c t i v e ,  c r i m i n a l ,  and  a d m i n i s t r a t i v e  p r o c e e d i n g s  f o r  

a l l e g e d  v i o l a t i o n s  of  t h e  S e c u r i t i e s  A c t s .  He l e f t  t h e  Commiss ion ' s  employ 

i n  1954 o r  1955 and engaged i n  p r i v a t e  p r a c t i c e .  A f t e r  a s h o r t  p e r i o d  i n  

New J e r s e y ,  h e  r e t u r n e d  t o  P h i  l a d e  l p h i a  and resumed t h e  p r i v a t e  p r a c t i c e  

o f  law t h e r e .  He s p e c i a l i z e d  i n  matters u n d e r  t h e  j u r i s d i c t i o n  o f  t h e  

Commission and o t h e r  c o r p o r a t e  problems.  

3. A l l e n  I. Rosenberg was g r a d u a t e d  f rom t h e  U n i v e r s i t y  o f  

P e n n s y l v a n i a  i n  1946 and r e c e i v e d  h i s  law d e g r e e  f rom t h a t  i n s t i t u t i o n  

i n  1950. He h a s  been  a member of  t h e  P e n n s y l v a n i a  B a r  s i n c e  1950. 
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Rosenberg  had a n  a s s o c i a t i o n  w i t h  a lawyer  who c o n t r o l l e d  a s u i t e  o f  

o f f  i c e s  i n  which  Forman r e n t e d  a n  o f f  i c e  when he  r e t u r n e d  t o  p r i v a t e  

p r a c t i c e  i n  P h i l a d e l p h i a .  On o c c a s i o n  Rosenberg  a s s i s t e d  Forman i n  some 

c a s e s .  I n  1956 t h e y  d e c i d e d  t o  fo rm a  p a r t n e r s h i p  and set u p  t h e i r  own 

o f f i c e s .  A t  t h a t  t i m e  t h e y  moved t o  t h e  f i r m ' s  p r e s e n t  a d d r e s s  a t  12 Sou th  

T w e l f t h  S t r e e t ,  P h i l a d e l p h i a .  

4 .  Forman had t h e  ma jo r  i n t e r e s t  i n  t h e  f i r m  and h a s  a lways  s p e c i a l -  

i z e d  i n  matters r e l a t i n g  t o  t h e  j u r i s d i c t i o n  o f  t h e  Commission. Forman 

e s t i m a t e d  t h a t  i n  1957,  t h e  time i n  which t h e  f i l i n g  which i s  i n  i s s u e  

h e r e  took  p l a c e ,  t h e  f i r m  had a p p r o x i m a t e l y  75  c l i e n t s  and i t s  g r o s s  f e e s  

were  a p p r o x i m a t e l y  $50 ,000 .  Accord ing  t o  Rosenberg ,  a l a r g e  p a r t  o f  t h e  

p r a c t i c e  of  t h e  f i r m  is  r e f e r r a l  work f rom o t h e r  l a w  f i r m s  who s e e k  

a s s i s t a n c e  w i t h  r e s p e c t  t o  problems u n d e r  t h e  S e c u r i t i e s  A c t s .  Forman 

t e s t i f i e d  t h a t  i n  1957 and p r i o r  t h e r e t o ,  h e  had done  work f o r  Canadian  

c l i e n t s  who were r e f e r r e d  by e i t h e r  New York o r  P h i l a d e l p h i a  a t t o r n e y s .  

5 .  S t u a r t  L e s l i e  Chapman, a Canad ian  c i t i z e n  and a r e s i d e n t  o f  

Canada,  t e s t i f i e d  t h a t  h e  had comple t ed  a p p r o x i m a t e l y  3% y e a r s  o f  h i g h  

s c h o o l  work,  l e a v i n g  s c h o o l  i n  J a n u a r y ,  1951. S u b s e q u e n t l y  h e  worked f o r  

a y e a r  and a h a l f  f o r  t h e  Bank o f  T o r o n t o ,  t h e n  worked a s  a c a r  s a l e s m a n  

f rom 1952 u n t i l  December, 1954. T h e r e a f t e r ,  h e  became employed by t h e  

Board o f  T rade  i n  T o r o n t o  where h e  worked u n t i l  F e b r u a r y  8 ,  1957. 

6 .  Leonard L. McCarthy h a s  d e s c r i b e d  h i m s e l f  as engaged i n  t h e  

b u s i n e s s  of  f r e e - l a n c e  w r i t i n g ,  s p e c i a l i z i n g  i n  s u b j e c t s  r e l a t i v e  t o  

i n v e s t m e n t s  and s t o c k  market  movements whose s e r v i c e s  are a v a i l a b l e  on  a 

f e e  b a s i s .  McCarthy m e t  Chapman s o c i a l l y ,  s i n c e  h i s  d a u g h t e r  and Chapman's 



f i a n c e e  were f r i e n d s .  H e  l e t  i t  be known t h a t  he  would be  g l a d  t o  h e l p  

Chapman i f  t h e  la t ter  e v e r  needed a s s i s t a n c e  i n  f i n d i n g  work. When Chapman 

l e f t  t h e  Board of T r a d e  h e  c o n t a c t e d  McCarthy who a g r e e d  t o  employ him 

i n  h i s  o f f  ice. 

B. 	 O p e r a t i o n a l  H i s t o r y  of Genera l  Inves tmen t  
Research  C o r p o r a t i o n  and t h e  Connec t ion  
of  Forman and Rosenberg w i t h  i t  

7. A f t e r  a few d a y s  i n  McCarthy's  employ,  McCarthy t o l d  Chapman 

t h a t  h e  had a d e a l  f o r  Chapman which  would be good f o r  him. The n e x t  day  

McCarthy i n t r o d u c e d  Chapman.to A l b e r t  Edward DePalma. The r e c o r d  i n d i c a t e s  

t h a t  some t i m e  p r i o r  t o  t h i s  t i m e  D e Y a l m a  had been i n d i c t e d  i n  t h e  Un i t ed  

S t a t e s  f o r  a n  a l l e g e d  s e c u r i t i e s  v i o l a t i o n  and had jumped b a i l .  A t  t h e  

mee t ing  t h e  t h r e e  p a r t i c i p a n t s  d i s c u s s e d  a p l a n  f o r  t h e  f o r m a t i o n  of a n  

inves tmen t  a d v i s o r y  s e r v i c e  i n  t h e  Un i t ed  S t a t e s  i n  which Chapman's p a r t  

would be t o  o r g a n i z e  a company and s u p e r v i s e  i ts  o p e r a t i o n s  w i t h  a l l  w r i t i n g  

and p r e p a r a t i o n  of  material t o  be done by McCarthy. DePalma w a s  t o  f u r n i s h  

t h e  c a p i t a l .  According t o  Chapman, DePalma asked  him a few q u e s t i o n s  a b o u t  

h i s  background and s a i d  h e  f e l t  t h a t  Chapman c o u l d  c a r r y  o u t  t h e  proposed 

p l a n .  There  was a d i s c u s s i o n  of  a r r a n g e m e n t s .  DePalma wanted McCarthy 

and Chapman t o  go t o  P h i l a d e l p h i a  t o  proceed w i t h  t h e  o r g a n i z a t i o n  of  t h e  

inves tmen t  a d v i s o r y  a n d ,  a c c o r d i n g  t o  Chapman, DePalma i n s t r u c t e d  them 

t o  meet w i t h  t h e  law f i r m  of Forman and Rosenberg and l e a v e  t h e  d e t a i l s  

of  o r g a n i z a t i o n  t o  t h a t  f i r m  ( T r .  24 ,  2 6 ) .  DePalma gave  McCarthy some 

money d u r i n g  t h e  c o n f e r e n c e  and t h e  n e x t  day  when t h e y  r e p o r t e d  back t h a t  

t r a n s p o r t a t i o n  a r r a n g e m e n t s  had been made, h e  gave Chapman s u f f i c i e n t  
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money i n  c a s h  t o  make up a t o t a l  of $5,000.  Chapman and McCarthy went 

t o  P h i l a d e l p h i a  on  February  19 ,  1957. 

8. Cont inu ing  h i s  t e s t i m o n y ,  Chapman s t a t e d  t h a t  t h e  next morning 

McCarthy t e l ephoned  Forman i n  Chapman's p r e s e n c e ,  in t roduced  h imse l f  and 

s t a t e d  t h a t  he unders tood t h e y  were t o  come t o  s e e  him. An appointment  

w a s  made. P r i o r  t o  go ing  t o  Formants  o f f  i c e ,  McCarthy t o l d  Chapman t h a t  

DePalma had g o t t e n  i n t o  t r o u b l e  i n  t h e  Uni ted  S t a t e s  and had jumped b a i l  

and should  a lways  be r e f e r r e d  t o  as M r .  Edwards and t h a t  h i s  name shou ld  

never  be a s s o c i a t e d  w i t h  t h e  new company. 
I 

9.  McCarthy and Chepman proceeded t o  Forman's  o f f  i c e  and a f t e r  

i n t r o d u c t i o n s  were made, t h e r e  was d i s c u s s i o n  of t h e  p l a n  t o  form a n  

inves tment  a d v i s o r y  f i r m  and t h e  d e t a i l s  of c a r r y i n g  o u t  t h e  p lan .  They 

d i s c u s s e d  whe the r  t h e  new o r g a n i z a t i o n  would be a n  i n d i v i d u a l  e n t i t y ,  a 

p a r t n e r s h i p  o r  a c o r p o r a t i o n .  McCarthy p r e f e r r e d  t h e  c o r p o r a t e  f i r m  bu t  

r e f u s e d  t o  t a k e  any o f f i c i a l  p o s i t i o n  i n  i t .  According t o  Chapman, Forman 

sugges ted  t h a t  t h e  f i r m  l o c a t e  i n  Wilmington, Delaware,  which w a s  n o t  f a r  

from P h i l a d e l p h i a  and where t h e r e  would be a minimum of d e l a y  w i t h  r e s p e c t  

t o  i n c o r p o r a t i o n .  The p a r t i e s  a l s o  s e t t l e d  on t h e  name of t h e  proposed 

f i r m ,  i t s  p u b l i c a t i o n s ,  and t h e  way t h a t  i t s  material would be i s s u e d .  

10. Forman t o o k  o u t  a b lank  Form ADV a p p l i c a t i o n  f o r  r e g i s t r a t i o n  as 

a n  inves tment  a d v i s e r  u n d e r  t h e  Investment  Advise r s  Act and proceeded t o  a s k  

Chapman a number of q u e s t i o n s  t o  o b t a i n  i n f o r m a t i o n  t o  be used i n  f i l l i n g  it 

o u t .  Chapman t e s t i f i e d  t h a t  Forman w a s  t o l d  t h a t  f u n d s  t o  c a r r y  on t h e  bus i -

n e s s  would be provided as needed b u t  t h a t  Chapman w a s  no t  p u t t i n k  up any of 

-3 / Chapman w a s  u n c e r t a i n  as t o  whe the r  h e  r e c e i v e d  t h e  money i n  Uni ted  S t a t e s  
o r  Canadian cur rency .  
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h i s  own money. Chapman f u r t h e r  t e s t i f i e d  t h a t  d u r i n g  t h e  c o n f e r e n c e  

DePalrnals  name had come i n t o  t h e  c o n v e r s a t i o n  and t h a t  h e  w a s  r e f e r r e d  

t o  as IlEddie1' o r  "Edward". Chapman a l s o  s a i d  t h a t  Forman asked  whe the r  

Cha~manw a s  aware t h a t  DePalma s h o u l d  be r e f e r r e d  t o  a s  "Edward". McCarthy 

s t a t e d  t h a t  h e  w a s  aware of t h a t  ( T r .  4 0 ) .  Chapman a l s o  swore t h a t  Forman 

asked  him a b o u t  h i s  background and Chapman d e s c r i b e d  h i s  h i g h  s c h o o l  educa-  

t i o n  and t h e  j o b s  h e  had h e l d  and a l s o  had s p e c i f i c a l l y  s t a t e d  t h a t  h e  had 

no t  had any  c o l l e g e  t r a i n i n g  ( T r .  2 1 ) .  The c o n f e r e n c e  took  p l a c e  i n  t h e  

morning and it  was a g r e e d  t h a t  t h e r e  would be  a n o t h e r  mee t ing  a f t e r  l unch  

when t h e  n e c e s s a r y  form would be r eady  f o r  s i g n a t u r e .  

11 .  I n  t h e  a f t e r n o o n  mee t ing  Chapman s i g n e d  t h e  a p p l i c a t i o n  and 
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p a i d  Forman $ 2 , 0 0 0  i n  c a s h  f o r  l e g a l  f e e s .  Chapman t e s t i f i e d  h e  d i d  n o t  

r e a d  t h e  a p p l i c a t i o n  b u t  mere ly  s i g n e d  i t .  

12. A f t e r  t h e  m e e t i n g ,  McCarthy and Chapman went t o  Wilmington 

and proceeded t o  a r r a n g e  o f f i c e  s p a c e  and make p r e l i m i n a r y  a r r a n g e m e n t s  

w i t h  r e g a r d  t o  t h e i r  p r i n t i n g  r e q u i r e m e n t s .  When p remises  were  o b t a i n e d ,  

t h e  a d d r e s s  was f u r n i s h e d  t o  c o u n s e l .  A l s o  when t h e  i n c o r p o r a t i o n  of  t h e  

proposed i n v e s t m e n t  a d v i s e r  was comple ted  a l l  b l a n k s  i n  t h e  a p p l i c a t i o n  

were  f i l l e d  o u t  and t h e  a p p l i c a t i o n  was f i l e d  w i t h  t h e  Commission. The 

Commission's  f i l e s  show t h a t  a n  i n v e s t m e n t  a d v i s e r  a p p l i c a t i o n  form was 

f i l e d  on  March 11 ,  1957 by Genera l  Inves tment  Resea rch  C o r p o r a t i o n .  

--4 1  Chapman t e s t i f i e d  t h a t  p r i o r  t o  t h e  e s t a b l i s h m e n t  o f  c o r p o r a t e  r e c o r d s  
f o r  t h e  b u s i n e s s  h e  k e p t  a l e d g e r  r e c o r d  of a l l  e x p e n s e s  r e l a t i n g  t o  
t h e  o r g a n i z a t i o n  and o p e r a t i o n  of t h e  b u s i n e s s .  The l e d g e r  was o f f e r e d  
i n  e v i d e n c e  ( S t a f f  Ex. 3 )  and d e c i s i o n  was r e s e r v e d  on  t h e  o f f e r .  It 
is r e c e i v e d  i n  e v i d e n c e .  The l e d g e r  shows a n  e n t r y  on F e b r u a r y  20 of  
A.. an- 3. . rg ~ , u u u  p a i a  as r e g a l  r e e s .  



Chapman was l i s t e d  as p r e s i d e n t ,  t r e a s u r e r ,  d i r e c t o r  and owner of more 

t h a n  25% o f  t h e  v o t i n g  s e c u r i t i e s  o f  t h e  a p p l i c a n t .  Counsel  s u p p l i e d  

t h e  r ema in ing  n e c e s s a r y  d i r e c t o r s .  Item 6 of  t h e  a p p l i c a t i o n  s p e c  i f  ies 

t h a t  no pe r son  n o t  p r e v i o u s l y  named i n  p r i o r  items had power t o  e x e r c i s e  

a c o n t r o l l i n g  i n f l u e n c e  o v e r  t h e  management o r  p o l i c i e s  of  t h e  r e g i s t r a n t .  

Item 7  of t h e  a p p l i c a t i o n  r e q u i r e d  t h e  f u r n i s h i n g  o f  a l l  b u s i n e s s  and pro-  

f e s s i o n a l  c o n n e c t i o n s  w i t h i n  t h e  p a s t  t e n  y e a r s  of  a l l  p e r s o n s  p r e v i o u s l y  

ment ioned.  The i n f o r m a t i o n  s u p p l i e d  as t o  Chapman i n  a n  annexed s h e e t  

was "Recent  c o l l e g e  g r a d u a t e  - no p r i o r  b u s i n e s s  o r  p r o f e s s i o n a l  connec-  

t i o n s . "  ( F i l e  No. 801-1455-1).  On A p r i l  12 ,  1957 o f f i c i a l  n o t i c e  was 

s e n t  t o  Genera l  t h a t  i t s  r e g i s t r a t i o n  as a n  i n v e s t m e n t  a d v i s e r  had become 

e f f e c t i v e  on A p r i l  10 ,  1957. 

13.  Chapman was n o t i f i e d  by Forman and Rosenberg  when t h e  c o r p o r a t e  

a p p l i c a t i o n  became e f f e c t i v e .  He t h e n  had a n o t h e r  c o n f e r e n c e  w i t h  DePalma 

which was a t t e n d e d  by McCarthy. He r e c e i v e d  d e t a i l e d  i n s t r u c t i o n s  o n  t h e  

s e t - u p  of t h e  o f f i c e  and a l s o  r e c e i v e d  a d d i t i o n a l  f u n d s .  H e  proceeded t o  

Wilmington and c a r r i e d  o u t  h i s  i n s t r u c t i o n s .  He h i r e d  a s e c r e t a r y  and 

a r r a n g e d  f o r  a d v e r t i s i n g  and t h e  s o l i c i t a t i o n  of  t r i a l  and y e a r l y  s u b s c r i p -  

t i o n s  f o r  a weekly  p u b l i c a t i o n .  He o b t a i n e d  copy f rom McCarthy and i n  a c c o r d -  

a n c e  w i t h  i n s t r u c t i o n s  h e  had r e c e i v e d  from DePalma and a t  t h e  s u g g e s t i o n  

of  Forman and Rosenberg,  h e  s u b m i t t e d  copy f o r  t h e i r  a p p r o v a l  f rom a l e g a l  

s t a n d p o i n t .  A f t e r  o b t a i n i n g  a p p r o v a l  o r  i n c o r p o r a t i n g  s u g g e s t i o n s  h e  

a r r a n g e d  f o r  t h e  p r i n t i n g  and m a i l i n g  o f  t h e  n e w s l e t t e r s .  Both McCarthy 

and DePalma were f u l l y  aware  of  a l l  d e t a i l s  of t h e  o p e r a t i o n s ,  a c c o r d i n g  t o  

Chapman. 



14.  On J u l y  2 ,  1957 Chapman r e t u r n e d  t o  T o r o n t o  and n e v e r  a g a i n  

resumed a n  o f f i c i a l  c o n n e c t i o n  w i t h  t h e  r e g i s t r a n t .  McCarthy a c c u s e d  him 

o f  mismanaging company f u n d s  and t o l d  him t h a t  h e  was b e i n g  removed f rom 

a n y  c o n n e c t i o n  w i t h  t h e  company ( T r .  pp. 64-65) .  L a t e r  on  McCarthy c a l l e d  

him i n  t o  s i g n  c e r t a i n  letters needed i n  c o n n e c t i o n  w i t h  t h e  company 's  

b u s i n e s s .  The o f f i c i a l  f i l e s  of  t h e  Commission i n c l u d e d  a le t ter  f rom t h e  

r e g i s t r a n t  s i g n e d  by Chapman i n f o r m i n g  t h e  Commission t h a t  t h e  r e g i s t r a n t ' s  

campaign f o r  permanent  s u b s c r i p t i o n s  had n o t  been  s u c c e s s f u l  and t h a t  i t  

was r e q u e s t i n g  w i t h d r a w a l  of  i t s  r e g i s t r a t i o n  as a n  i n v e s t m e n t  a d v i s e r .  

The let ter  i s  d a t e d  August 2 1 ,  1957. Chapman t e s t i f i e d  t h a t  t h e  r e g i s -  

t r a n t  d i d  r e c e i v e  2 ,000 t o  2 ,500 t r i a l  s u b s c r i p t i o n s  s o l d  a t  a minimum 

rate b u t  was n e v e r  a b l e  t o  sel l  a n y  y e a r l y  s u b s c r i p t i o n s .  Chapman f u r t h e r  

t e s t i f i e d  t h a t  h e  n e v e r  s a w  Forman and DePalma t o g e t h e r ,  b u t  h e  s t a t e d  t h a t  

on  one  o c c a s i o n  h e  w a s  i n  DePalma's  o f f i c e  i n  T o r o n t o  when DePalma made a 

t e l e p h o n e  c a l l  t o  Forman d u r i n g  which Chapman spoke  t o  Forman b r i e f l y  and 

Chapman r e c o g n i z e d  Forman 's  v o i c e  ( T r .  pp.  71 -73) .  

15.  A f t e r  t h e  i n i t i a l  l e g a l  f e e  w a s  pa id  by t h e  w i t n e s s  t o  Forman 

and Rosenberg ,  t h e  company w a s  b i l l e d  on a monthly r e t a i n e r  b a s i s .  The 

f i r s t  b i l l  w a s  f o r  l e g a l  s e r v i c e s  i n  t h e  amount o f  $250.  Chapman t e s t i -

f i e d  t h a t  he  f e l t  t h e  amount was t o o  h i g h  and spoke  t o  DePalma a b o u t  i t ,  

t h e  la t ter  i n  t u r n  s a i d  h e  would s p e a k  t o  Forman and Forman later ,  a c c o r d -

i n g  t o  Chapman, s a i d  t h e  amount would be r educed  t o  $150.  An i n v o i c e  f o r  

t h e  c h a r g e  shows t h a t  a change  w a s  made i n  t h e  amount.  Chapman s t a t e d  

t h a t  h e  had made t h e  i n k  change  on t h e  i n v o i c e  ( S t a f f  Ex. 5 ) .  

16. Chapman had no f u r t h e r  d e a l i n g s  w i t h  DePalma s o  f a r  as t h e  

r e c o r d  i n d i c a t e s  a f t e r  t h e  t e r m i n a t i o n  o f  t h e  f o r m e r ' s  c o n n e c t i o n  w i t h  



t h e  r e g i s t r a n t .  DePalma d i e d  i n  December, 1957. 

17. On c r o s s - e x a m i n a t i o n ,  Chapman t e s t i f i e d  t h a t  a b i l l  f rom 

Forman and Rosenberg  f o r  l e g a l  s e r v i c e s ,  d a t e d  May 1 ,  1957 was t h e  f i r s t  

p e r i o d i c  b i l l  r e c e i v e d  by G e n e r a l .  He c o u l d  n o t  a c c o u n t  f o r  a n  e n t r y  i n  

h i s  l e d g e r  o n  A p r i l  1 8 t h  e v i d e n c i n g  a payment t o  c o u n s e l  f o r  l e g a l  f e e s  

i n  t h e  sum of $200.  

18.  The r e c o r d  c o n t a i n s  s t a t e m e n t s  by c o u n s e l  f o r  t h e  Gene ra l  

Counse l  t h a t  h e  d i d  n o t  have  i n  h i s  p o s s e s s i o n  any  t e l e p h o n e  r e c o r d s  

e v i d e n c i n g  t e l e p h o n e  c a l l s  between t h e  f i r m  of  Forman and Rosenberg  and 

DePalma i n  T o r o n t o  ( T r .  295-3001,  The re  i s  one t e l e p h o n e  r e c o r d  of  a 

c a l l  f rom Mont rea l  which w i l l  be  d e a l t  w i t h  later. 

19. Eva T i b b i t t  was h i r e d  by Chapman as a s e c r e t a r y  f o r  Gene ra l  

a t  t h e  end of  A p r i l ,  1957, and c o n t i n u e d  t o  work t h e r e  u n t i l  August  o f  

t h a t  y e a r .  She  was t h e  o n l y  f u l l - t i m e  s a l a r i e d  employee .  She t o o k  c a r e  

o f  t h e  p r e p a r a t i o n  o f  l is ts  of s u b s c r i b e r s  and t h e  m a i l i n g  of  t h e  weekly  

n e w s l e t t e r  p u b l i s h e d  by Gene ra l .  She conf i rmed  t h a t  l ong  d i s t a n c e  c a l l s  

were  r e c e i v e d  f rom Forman and Rosenberg  , f rom Edwards and f rom McCarthy . 
Edwards t e l e p h o n e d  two o r  t h r e e  t i m e s  a week s h e  e s t i m a t e d .  The material 

w r i t t e n  by McCarthy was s e n t  t o  c o u n s e l  f o r  t h e i r  a p p r o v a l .  Miss T i b b i t t  

became a d i r e c t o r  of  Gene ra l  a t  Chapman's r e q u e s t ,  r e p l a c i n g  one  of t h e  

nominees p r e v i o u s l y  used  by Forman and Rosenberg i n  t h e  o r i g i n a l  c o r p o r a t e  

f i l i n g .  

20. A s  p r e v i o u s l y  men t ioned ,  e f f o r t s  were made by t h e  Gene ra l  

Counse l  t o  s e c u r e  t h e  o r a l  t e s t i m o n y  o f  McCarthy and  Eugene Memin. These  

e f f o r t s  were  n o t  s u c c e s s f u l .  T h e r e a f t e r ,  a t  t h e  h e a r i n g ,  s t a t e m e n t s  o b t a i n e d  

f rom t h e s e  men bv a n  a t t o r n e y ,  F rank  C. Brophy,  J r . ,  t h e n  o n  t h e  s t a f f  of  
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t h e  Gene ra l  Counse l  were  o f f e r e d  i n  e v i d e n c e .  Brophy went t o  T o r o n t o  i n  

September ,  1958. He o b t a i n e d  t h e  a s s i s t a n c e  o f  M r .  ~ r t h u rV e r i t y ,  a n  

i n v e s t i g a t o r  w i t h  t h e  O n t a r i o  S e c u r i t i e s  Commission. He f i r s t  i n t e r v i e w e d  

McCarthy a t  t h e  l a t t e r ' s  o f f i c e  and  o b t a i n e d  from him a s t a t e m e n t ,  d a t e d  

September  16 ,  1958,  which McCarthy typed  o u t  h i m s e l f .  The n e x t  day  Brophy 

i n t e r v i e w e d  Memin a t  McCarthy' s o f f  i c e  and o b t a i n e d  a s t a t e m e n t ,  d a t e d  

September  17 ,  1958,  w i t n e s s e d  by V e r i t y .  T h i s  s t a t e m e n t  was p r e p a r e d  by 

Brophy and McCarthy f rom t h e  i n f o r m a t i o n  g i v e n  by Memin. McCarthy typed  

t h i s  s t a t e m e n t  a n d ,  a c c o r d i n g  t o  t h e  e v i d e n c e ,  Memin r e a d  i t  o v e r  b e f o r e  

s i g n i n g  i t  and made one  c o r r e c t i o n  i n  i t  ( S t a f f  Ex. 9). On September  18 ,  

1958,  Brophy o b t a i n e d  a n o t h e r  s t a t e m e n t  f rom McCarthy and h e ,  at  t h a t  t i m e ,  

swore t o  t h e  t r u t h  o f  t h e  matter c o n t a i n e d  i n  b o t h  h i s  s t a t e m e n t s  ( S t a f f  

Ex. 1 0 ) .  V e r i t y  f u r t h e r  t e s t i f i e d  t h a t  i n  1961 b o t h  McCarthy and Memin 

were a g a i n  i n t e r v i e w e d  and a t  t h a t  t i m e  t h e y  r e - r e a d  t h e i r  s t a t e m e n t s  and  

a g a i n  a s s e r t e d  t h a t  t h e  matter t h e r e i n  was t r u e  and c o r r e c t .  

21. V e r i t y  d e s c r i b e d  Memin as a r u n n e r  f o r  DeYalma and f u r t h e r  

s t a t e d  t h a t  w h i l e  h i s  o f f i c e  had i n v e s t i g a t e d  DePalmals  a c t i v i t i e s ,  no 

c h a r g e s  had been  lodged a g a i n s t  him i n  Canada. He d e s c r i b e d  McCarthy as 

a f r e e - l a n c e  w r i t e r  f o r  min ing  companies  who would se l l  i n f o r m a t i o n  t o  

b r o k e r s .  McCarthy had been i n v e s t i g a t e d  f rom t i m e  t o  time b u t  no p roceed-

i n g s  were b r o u g h t  a g a i n s t  him. Accord ing  t o  t h e  r e c o r d  h e r e i n ,  McCarthy 

w a s  i n d i c t e d  i n  t h e  U n i t e d  S t a t e s  some t ime  a f t e r  h e  gave  t h e  s t a t e m e n t  

r e f e r r e d  t o  above .  The re  w a s  e x t e n s i v e  d i s c u s s i o n  o n  t h e  r e c o r d  as t o  t h e  

a d m i s s i b i l i t y  o f  t h e s e  documents when t h e y  were o f f e r e d  i n  e v i d e n c e  by t h e  

Gene ra l  Counse l  ( T r .  352-388;  433-441;  446-447;  450-458) .  The u n d e r s i g n e d  



r u l e d  t h a t  t h e  documents would be r e c e i v e d  i n  e v i d e n c e  s u b j e c t  t o  t h e i r  

e v a l u a t i o n  i n  l i g h t  of t h e  c i r c u m s t a n c e s  under  which t h e y  were g i v e n  and 

w i t h  due  c o n s i d e r a t i o n  t o  t h e  f a c t  t h a t  n e i t h e r  Memin n o r  McCarthy w a s  

a v a i l a b l e  f o r  c r o s s - e x a m i n a t i o n  ( T r .  381-388;  446-447) .  

2 2 .  McCarthy, i n  h i s  w r i t t e n  s t a t e m e n t s ,  c o r r o b o r a t e d  Chapman's 

t e s t i m o n y  i n  i m p o r t a n t  r e s ~ e c t s .  I n  h i s  f i r s t  s t a t e m e n t ,  h e  s t a t e d  t h a t  

Deialma t o l d  him i n  l a te  1956 o r  e a r l y  1957 t h a t  h e  was n e g o t i a t i n g  w i t h  

Forman and t h a t  i f  t h e  n e g o t i a t i o n s  were s u c c e s s f u l ,  i n d i c t m e n t s  a g a i n s t  

him would be quashed and t h e t  h e  would b e  a b l e  t o  open a b u s i n e s s  i n  t h e  

Un i t ed  S t a t e s .  On one  occasions DeL'alma had p lanned  t o  have  McCarthy 

meet w i t h  Forman i n  o r d e r  t o  d i s c u s s  t h e  e s t a b l i s h m e n t  of  a n  inves tmen t  

a d v i s e r  f i r m  i n  t h e  Un i t ed  S t a t e s  which DePalma i n t e n d e d  t o  u s e  t o  re-

t a l i a te  a g a i n s t  a Canadian  p romote r  w i t h  whom h e  had had a d i s a g r e e m e n t .  

T h i s  mee t ing  d i d  n o t  t a k e  p l a c e .  

23. 23. DePalma, a c c o r d i n g  t o  McCarthy, t o l d  t h e  l a t t e r  t h a t  h e  

was d e s i r o u s  of s e t t i n g  u p  someone as a n  inves tmen t  a d v i s e r  i n  t h e  U n i t e d  

S t a t e s  and t h a t  h e  would p r o v i d e  t h e  n e c e s s a r y  f u n d s .  Z t  was t h e n  McCarthy 

i n t r o d u c e d  Chapman t o  DePalma and a n  agreement  w a s  made t o  e s t a b l i s h  a n  

inves tmen t  a d v i s e r  f i r m .  DePalma gave  Chapman $5 ,000  i n  Un i t ed  S t a t e s  

c u r r e n c y  and i n s t r u c t e d  him, on Februa ry  19,  1957 t o  proceed t o  a h o t e l  

i n  P h i l a d e l p h i a  where Forman had supposed ly  made r e s e r v a t i o n s  f o r  them. 

24. The n e x t  morning Chapman and McCarthy went t o  t h e  o f f i c e s  o f  

Forman and Rosenberg and had a c o n f e r e n c e  w i t h  Forman. I n  h i s  s t a t e m e n t ,  

McCarthy s a i d  t h a t  Forman d e c l a r e d  t h a t  h e  wanted t o  assist DePalma i n  

b e i n g  r e i n s t a t e d  i n  t h e  Un i t ed  S t a t e s ,  t h a t  Chapman shou ld  at no t i m e  



d i s c l o s e  t h e  r e c e i p t  of f i n a n c i a l  a s s i s t a n c e  f rom DePalma, and t h a t  any  

and a l l  r e f e r e n c e s  t o  DePalma by them s h o u l d  be made as M r .  Edwards. 

Forman o b t a i n e d  i n f o r m a t i o n  f rom Chapman n e c e s s a r y  t o  comple te  t h e  i n v e s t -  

ment a d v i s e r  a p p l i c a t i o n  form. A f t e r  t h i s ,  t h e  p a r t i e s  a d j o u r n e d  f o r  lunch .  

2 5 .  When t h e y  m e t  a f t e r  l u n c h ,  Forman produced t h e  comple ted  

a p p l i c a t i o n  fo rm and s a i d  t h a t  h e  had c l e a r e d  t h e  name of t h e  f i r m  w i t h  t h e  

o f f i c e s  of  t h e  Commission and by t h e  S t a t e  of  Delaware.  Forman a l s o  i n -  

d i c a t e d  t h a t  h e  had been i n  t e l e p h o n e  t o u c h  w i t h  DePalma because  h e  a s k e d  

McCarthy what DePalma had meant when h e  had a sked  Forrnan t o g i v e  them a 

" l i s t  o f  c l e a n e r s 1 '  t o  t a k e  back t o  Toron to .  McCarthy r e p l i e d  t h a t  DePalma 

would l i k e  t o  g e t  a t e l e p h o n e  l is t  of a l l  t h e  employees of t h e  Commission 

i n  o r d e r  t o  check any l is ts  h e  might  u s e  f o r  " s p o t t e r s 1 '  a c t i n g  f o r  t h e  

Commission. Forman gave  such a l is t  t o  him, McCarthy a s s e r t e d .  The p a r t i e s  

t h e n  proceeded w i t h  t h e  a c t u a l  s i g n i n g  of  t h e  a p p l i c a t i o n  by Chapman. Forman 

c a u t i o n e d  Chapman, a c c o r d i n g  t o  McCarthy t h a t  h e  w a s  making a n  a f f i d a v i t ,  

t h a t  a l l  r e l e v a n t  i n f o r m a t i o n  had been d i s c l o s e d .  The q u e s t i o n  o f  DeYalmals 

p r i v a t e  f i n a n c i n g  was t h e n  d i s c u s s e d  and Forman s t a t e d  t h a t  i f  Chapman had 

n o t  s i g n e d  a n  agreement  w i t h  DePalma o r  anyone e lse ,  h e  would no t  be making 

a f a l s e  a f f i d a v i t .  McCarthy a l s o  s u p p o r t e d  Chapmants t e s t i m o n y  t h a t  Chapman 

gave  Forman $2 ,000  a t  t h i s  mee t ing .  Forman a s s e r t e d  t h a t  $1 ,000  was nec-

e s s s r y  f o r  r e g i s t r a t i o n  f e e s  and d i s b u r s e m e n t s ,  i n c l u d i n g  c o r p o r a t i o n  c o s t s ;  

$ 5 0 0  w a s  r e q u i r e d  f o r  l e g a l  f e e s  and $500 f o r  t h e  p a r t i e s  who had a g r e e d  t o  

a c t  a s  o f f i c e r s  f o r  t h e  new company. 

2 6 .  McCarthy's  s t a t e m e n t  a l s o  r e f e r s  t o  a W i l l i a m  S .  C a r r o l l ,  q.  C., 

as a n  a t t o r n e y  who p a i d  him f o r  h i s  work f o r  Genera l  a t  DePalmals d i r e c t i o n .  



It f u r t h e r  states t h a t  DePalma r e f e r r e d  McCarthy t o  C a r r o l l  t o  check  w i t h  

Forman as t o  t h e  p a r t  Gene ra l  might  p l a y  i n  r e c o m m e ~ d i n g  t h e  p u r c h a s e  o f  a 

p a r t i c u l a r  s t o c k .  McCarthy a s s e r t e d  t h a t  h e  was p r e s e n t  when C a r r o l l  tele-

phoned Forman and made a r r a n g e m e n t s  f o r  him t o  come t o  T o r o n t o  t o  see him 

and DePalma. McCarthy a s s e r t e d  t h a t  h e  w a s  t o l d  by DePalma t h a t  Forman 

had been  i n  town b u t  McCarthy d i d  not  a c t u a l l y  meet w i t h  him. McCarthy 

conc luded  h i s  s t a t e m e n t  by a s s e r t i n g  t h a t  when Chapman f a i l e d  t o  accompany 

him on  a b u s i n e s s  t r i p ,  DePalma d i d  some c h e c k i n g  and informed McCarthy 

t h a t  Chapman had  not  been  a t t e n d i n g  t o  b u s i n e s s  and  had been  m i s u s i n g  

b u s i n e s s  f u n d s  and s h o r t l y  t h e r e a f t e r  t h e  b u s i n e s s  was c l o s e d .  

27. I n  h i s  s u p p l e m e n t a l  s t a t e m e n t  of  September  1 8 ,  1958,  McCarthy 

a m p l i f i e d  t h e  i n f o r m a t i o n  c o n t a i n e d  i n  h i s  p r i o r  s t a t e m e n t .  He a s s e r t e d  

t h a t  DeP@lma i n s t r u c t e d  Chapman t h a t  h e  must f o l l o w  Forman 's  i n s t r u c t i o n s  

a t  a l l  times. DePalma, a c c o r d i n g  t o  McCarthy, compla ined  on  s e v e r a l  o c c a s i o n s  

o f  h i g h  f e e s  c h a r g e d  by Forman. McCarthy a l s o  a s s e r t e d  t h a t  h i s  r e c o l l e c -  

t i o n  w a s  t h a t  Chapman d i d  n o t  c a r e f u l l y  check  t h e  a p p l i c a t i o n  when h e  s i g n e d  

i t .  He f u r t h e r  s t a t e d  t h a t  h e  was i n s t r u c t e d  and d i d  send  t o  Forman d u p l i c a t e  

c o p i e s  o f  e v e r y t h i n g  h e  w r o t e  f o r  Gene ra l  i n  advance  of  t h e  material b e i n g  

s e n t  o u t  t o  a p r i n t e r .  

28.  Memin's s t a t e m e n t  is much s h o r t e r  t h a n  t h o s e  s u b m i t t e d  by 

McCarthy, b e i n g  two pages long .  I n  h i s  s t a t e m e n t ,  Memin a s s e r t e d  t h a t  

h e  had had 15  y e a r s '  a s s o c i a t i o n  w i t h  DePalma i n  v a r i o u s  c a p a c i t i e s .  H e  

t h e n  s t a t e d  t h a t  on  a number o f  o c c a s i o n s  i n  t h e  l a t t e r  p a r t  o f  1956 and 

i n  t h e  e a r l y  p a r t  o f  1957, h e  had  s e e n ,  met and t a l k e d  w i t h  Forman who 

was r e p r e s e n t e d  t o  him as a f o r m e r  employee of  t h e  Commission who had 
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p a r t i c i p a t e d  i n  t h e  e a r l y  i n v e s t i g a t i o n  o f  DePalmals  a c t i v i t i e s  i n  t h e  

U n i t e d  S t a t e s .  Memin a s s e r t e d  t h a t  on  a l l  t h o s e  o c c a s i o n s  h e  saw Forman 

a lways  i n  t h e  company o f  DePalma and t h a t  t h e  m e e t i n g s  took  p l a c e  m o s t l y  

i n  DePalma8s o f f i c e  i n  T o r o n t o  o r  a t  t h e  Royal York H o t e l  i n  t h a t  c i t y .  

H e  f u r t h e r  a s s e r t e d  t h a t  on  two o c c a s i o n s  h e  accompanied DePalma when 

Forman was d r i v e n  t o  a l o c a l  a i r p o r t .  DePalma, a c c o r d i n g  t o  Memin, t o l d  

him t h a t  Forman had c o n t a c t e d  him w i t h  t h e  p r o p o s a l  t h a t  Forman was i n  a 

p o s i t i o n  t o  e f f e c t  t h e  q u a s h i n g  o f  i n d i c t m e n t s  p e n d i n g  a g a i n s t  DePalma 

i n  t h e  U n i t e d  S t a t e s  and  t o  r e - e s t a b l i s h  DePalma i n  t h e  s e c u r i t i e s  b u s i -  

n e s s  t h e r e .  Memin s t a t e d  t h a t  h e  saw DePalma on  one  o c c a s i o n  pay Forman 

$5 ,000  i n  U n i t e d  S t a t e s  c u r r e n c y  and on  s e v e r a l  o c c a s i o n s ,  on DePalmals  

i n s t r u c t i o n s ,  ma i l ed  American c u r r e n c y  i n  amounts n e v e r  less t h a n  $ 1 , 0 0 0  

t o  Forman a t  h i s  b u s i n e s s  o f f i c e .  On one  o c c a s i o n ,  h e  m a i n t a i n e d  h e  m a i l e d  

Forman $10,000.  H e  a l s o  r e c a l l e d  DePalma's e x p r e s s i n g  v i o l e n t  d i s s a t i s -  

f a c t i o n  w i t h  Forman's s e r v i c e s  and c h a r g e s .  

2 9 .  M a r t i n  A .  Forman c a t e g o r i c a l l y  d e n i e d  e v e r  h a v i n g  m e t  w i t h  o r  

h a v i n g  done  a n y  b u s i n e s s  f o r  and  w i t h  DePalma. He d e n i e d  a n y  knowledge 

t h a t  any  p e r s o n  o t h e r  t h a n  Chapman o r  McCarthy had a n y  i n t e r e s t  i n  G e n e r a l .  

Accord ing  t o  h i s  v e r s i o n ,  h e  r e c e i v e d  a t e l e p h o n e  ca l l  f rom McCarthy who 

s t a t e d  t h a t  h e  had  been  recommended by a n  a t t o r n e y  i n  Canada and t h a t  h e  

wished t o  come t o  P h i l a d e l p h i a  w i t h  a M r .  Chapman who d e s i r e d  t o  form a n  

inves tmen t  a d v i s e r  b u s i n e s s  i n  t h e  Un i t ed  S t a t e s .  The d a t e  w a s  s e t  f o r  a 

m e e t i n g ,  McCarthy t e l e p h o n e d  Forman i n  P h i l a d e l p h i a  on t h e  d a t e  s e t  and  

came t o  Forman1s  o f f i c e  w i t h  Chapman. 

30.  McCarthy s t a t e d ,  a c c o r d i n g  t o  Forman, t h a t  Chapman w a s  engaged 

t o  McCar thy ' s  d a u g h t e r  and  t h a t  Chapman wished t o  open a n  i n v e s t m e n t  



I ' 

a d v i s o r y  service i n  t h e  Uni ted  S t a t e s  and McCarthy would assist Chapman 

i n  t h e  e d i t i n g  and p r e p a r a t i o n  of  material. Forman t h e n  t o o k  o u t  a n  

inves tment  a d v i s e r  a p p l i c a t i o n  and went o v e r  t h e  items w i t h  Chapman. 

Forman a f f i r m e d  t h a t  Chapman t o l d  him t h a t  h e  was a r e c e n t  c o l l e g e  g r a d -  

u a t e  who had t a k e n  c o u r s e s  i n  economics and w a s  f a m i l i a r  w i t h  t h e  f i e l d  of 

inves tment  and had done some i n v e s t i n g  on  h i s  own and wished t o  g e t  i n  t h e  

inves tment  a d v i s o r y  b u s i n e s s  ( T r .  523) .  McCarthy d e s c r i b e d  h imse l f  as a 

w r i t e r  who had had e x t e n s i v e  e x p e r i e n c e  i n  t h e  p r e p a r a t i o n  of b rochures  

r e l a t i n g  t o  Canadian s e c u r i t l e s  on beha l f  of c l i e n t s .  He s a i d  t h a t  h e  had 

come t o  P h i l a d e l p h i a  t o  h e l p  Chapman set u p  t h e  contemplated s e r v i c e  and 

wanted t o  h e l p  Chapman because  h e  w a s  go ing  t o  marry McCarthyls d a u g h t e r  

whe the r  t h e  b u s i n e s s  shou ld  be conducted as a s o l e  p r o p r i e t o r s h i p  o r  a 

c o r p o r a t i o n .  O t h e r  i t ems  d i s c u s s e d  were t h e  name and a d d r e s s  of t h e  new 

c o r p o r a t i o n ,  and t h e  need t o  o b t a i n  two temporary d i r e c t o r s  t o  complete  

t h e  s l a t e  needed f o r  i n c o r p o r a t i o n .  Then a luncheon r e c e s s  w a s  t a k e n .  

31. Con t inu ing  h i s  t e s t i m o n y ,  Forman s t a t e d  t h a t  d u r i n g  t h e  luncheon 

r e c e s s  t h e  a p p l i c a t i o n  was p repared  excep t  f o r  i n c l u s i o n  of some i n f o r m a t i o n  

which w a s  u n a v a i l a b l e .  The a u e s t i o n  of f e e s  w a s  d i s c u s s e d .  Forman den ied  

a r e t a i n e r  of $250 a month w a s  sugges ted  by him. Of t h e  $500,  $200 was 

pa id  at t h a t  t ime i n  c a s h  by Chapman. Chapman s i g n e d  t h e  inves tment  ad-  

v i s e r ' s  a p p l i c a t i o n  form at t h a t  t i m e  and i t  was f i l e d  as soon as t h e  

i n c o r p o r a t i o n  was completed and t h e  a d d r e s s  of General  w a s  s u p p l i e d  by 



Chapman. 

32.  A f t e r  t h e  a p p l i c a t i o n  f o r  r e g i s t r a t i o n  a s  a n  investment  a d v i s e r  

had been approved,  Chapman r e t u r n e d  t o  P h i l a d e l p h i a  and had a confe rence  

w i t h  Forman and Rosenberg. Relevant  p r o v i s i o n s  of t h e  Investment Advise r s  

Act Act were reviewed w i t h  Chapman and Forman sugges ted  t h a t  s i n c e  h e  was 

u n f a m i l i a r  w i t h  Uni ted S t a t e s  l a w ,  he  should submit h i s  copy t o  t h e  l a w  

f i r m  f o r  check ing  before  i s s u i n g  i t  t o  t h e  p u b l i c .  T h i s  w a s  done.  

33. Forman a l s o  s t a t e d  t h a t  Chapman w a s  always t r y i n g  t o  reduce 

t h e  r e t a i n e r  f e e  of $250 a month and i t  w a s  f i n a l l y  agreed t o  reduce t h i s  

f i g u r e  t o  $150 ( T r .  5301. The p a r t i e s  a l s o  d i s c u s s e d  t h e  f a c t  t h a t  c e a s e  

and d e s i s t  o r d e r s  had been s e n t  t o  General  from v a r i o u s  s t a t e s  where i t  

w a s  not  q u a l i f i e d  t o  do b u s i n e s s .  S t e p s  t o  q u a l i f y  and r e g i s t e r  General  

i n  c e r t a i n  states d i s c u s s e d .  Chapman w a s  quoted a f i g u r e  of $2,500 

f o r  t h i s  work. He d i d  come i n  w i t h  a check i n  t h i s  amount and i t  w a s  

cashed by t h e  f i r m  but  a c c o r d i n g  t o  Forman, he  r e t a i n e d  on ly  $1,300 of t h e  

amount, a p p l y i n g  $300 t o  t h e  amount due on t h e  o r i g i n a l  r e t a i n e r  and $1,000 

as f e e  f o r  t h e  new work contemplated.  The balance of $1,200 h e  swore h e  

r e t u r n e d  t o  Chapman ( T r .  531-5321. A s e r i e s  of d e p o s i t  s l i p s  w a s  o f f e r e d  

i n  ev idence  which Forman t e s t i f i e d  c o r r e c t l y  evidenced a l l  d e a l i n g s  of h i s  

f i r m  w i t h  General  (Respondents '  Exhs. 3-71. He mainta ined t h a t  h i s  f i r m  

rece ived  a  t o t a l  of $2,108.99 from General  of which sum $640.17 covered 

d i sbursements .  

32. I n  August ,  Chapman te lephoned  Forman and,  a c c o r d i n g  t o  t h e  

lat ter ,  s t a t e d  t h a t  t h e  response t o  h i s  a d v e r t i s e m e n t s  w a s  s o  poor h e  saw 

no reason  t o  c o n t i n u e  t h e  b u s i n e s s  and wanted t o  t e r m i n a t e  i t .  McCarthy 



a l s o  t e l e p h o n e d  Forman and s t a t e d  t h a t  Chapman had been  a d i s a p p o i n t n ~ e n t  

i n  managing t h e  b u s i n e s s  and  had  been  t a k i n g  money f rom t h e  f i r m  and t h a t  

i t  would be c l o s e d  u p  ( T r .  540-5411,  The n e c e s s a r y  document a d v i s i n g  t h e  

Commission o f  t h e  t e r m i n a t i o n  o f  t h e  b u s i n e s s  was p r e p a r e d .  

33. Forman a s s e r t e d  t h a t  a t  a l l  times h e  d e a l t  w i t h  Chapman 

c o n c e r n i n g  t h e  a f f a i r s  of  Gene ra l  and  t h a t  Chapman made a l l  t h e  d e c i s i o n s  

and  t h a t  Forman had no  ground f o r  f e e l i n g  t h a t  anyone  else w a s  a c o n t r o l l i n g  

p e r s o n  i n  t h e  c o r p o r a t i o n .  He m a i n t a i n e d  t h a t  Chapman r e a d  t h e  a p p l i c a t i o n  

form c a r e f u l l y  b e f o r e  s i g n i n g  i t  and t h a t  Forman had no r e a s o n  t o  b e l i e v e  

t h e r e  were  any  i n a c c u r a c i e s  i n  t h e  i n f o r m a t i o n  c o n t a i n e d  i n  t h e  form.  He 

f u r t h e r  m a i n t a i n e d  t h a t  h e  n e v e r  had any  d e a l i n g s  w i t h  a n  Edward DePalma 

o r  a M r .  Edwards o r  a  Mr. Memin. He d e n i e d  r e c e i v i n g  any  l a r g e  sums o f  

c a s h  i n  t h e  mail and a l s o  d e n i e d  t h a t  h e  had a n y t h i n g  t o  d o  w i t h  t h e  

p r o s e c u t i o n  o f  DePalma. H i s  o n l y  knowledge of  DePalma's problems were 

f rom h e a r s a y  which  h e  r e c e i v e d  f rom o t h e r  s t a f f  members i n  t h e  New York 

Regional  O f f i c e  of  t h e  Commission, h e  ma in ta ined  ( T r .  544) .  

3 4 .  With r e f e r e n c e  t o  t h e  t r a n s c r i p t  of  h i s  t e s t i m o n y  c o n c e r n i n g  

t h e  a f f a i r s  of  G e n e r a l ,  which t r a n s c r i p t  w a s  t a k e n  i n  1958 ( S t a f f  Exh. 214) 

h e  s t a t e d  t h a t  h i s  t e s t i m o n y  was t a k e n  w i t h o u t  p r i o r  i n f o r m a t i o n  t o  him 

t h a t  t h e  a f f a i r s  o f  h i s  f i r m  would be e x p l o r e d  and w i t h o u t  h i s  h a v i n g  t h e  

chance  t o  r e a d  and c o r r e c t  a n y  i n a c c u r a c i e s  i n  t h e  t r a n s c r i p t .  Whi le  h e  

s t a t e d  h e  f e l t  t h a t  t h e  t r a n s c r i p t  w a s  i n a c c u r a t e  i n  c e r t a i n  r e s p e c t s ,  h e  

d i d  a f f i r m  t h a t  o n  t h e  matters i n  i s s u e  h e r e ,  i t  c o r r e c t l y  r e f l e c t e d  h i s  

t e s t i m o n y  i n  t h a t  h e  t o o k  s u b s t a n t i a l l y  t h e  same p o s i t i o n  i n  t h e  h e a r i n g  

h e r e i n  as h e  d i d  i n  1958. He d i d  admit  t h a t  h e  was i n  e r r o r  when h e  s t a t e d  



i n  t h e  t r a n s c r i , ~ t  t h a t  h e  thought  Rosenberg had spoken t o  Chapman and 

McCarthy b e f o r e  h e  had ( T r .  557-5581,  He a l s o  a d m i t t e d  t h a t  h i s  s t a t e m e n t  

i n  t h e  p r i o r  t r a n s c r i p t  t h a t  Rosenberg had p repa red  t h e  a p p l i c a t i o n  was 

i n c o r r e c t  and t h a t  r e c o r d s  now show t h a t  b o t h  worked on  t h e  a p p l i c a t i o n  

form ( T r .  5 6 3 ) .  

35.  Forman a l s o  s t a t e d  i n  t h e  p r e s e n t  p r o c e e d i n g  and i n  t h e  p r i o r  

t r a n s c r i p t  t h a t  he  had no r e c o l l e c t i o n  of e v e r  r e c e i v i n g  a phone c a l l  f rom 

a M r .  Edwards on hay 23,  1957 a t  4:20 P.M. ( S t a f f  Exh. 1 1 ) .  A p h o t o s t a t  

copy of a l o n g  d i s t a n c e  t o l l  s l i p  r e g a r d i n g  a c a l l  f rom a Mr. Edwards i n  

Montrea l  t o  Mr. Forman at h i s  o f f i c e  o n  May 23rd w a s  r e c e i v e d  i n  e v i d e n c e .  

Forman t e s t i f i e d  t h a t  t h i s  document d i d  n o t  r e f r e s h  h i s  r e c o l l e c t i o n  and 

h e  c o u l d  n o t  r e c a l l  any c i r c u m s t a n c e s  s u r r o u n d i n k  t h i s  c a l l  ( T r .  578-582) .  

H e  r e j e c t e d  a s  u n t r u e  t h e  s t a t e m e n t s  i n  t h e  documents s i g n e d  by McCarthy 

and Memin l i n k i n g  him w i t h  DePalma, b u t  c o u l d  advance  no r e a s o n  why t h e i r  

s t a t e m e n t s  would be  a t  such  v a r i a n c e  t o  h i s  ( T r .  583-590) .  

36 .  A l l e n  I .  Rosenberg,  a l a w  p a r t n e r  of Forman, c o r r o b o r a t e d  h i s  

t e s t i m o n y .  He d i d  n o t  know of any d e a l i n g s  between Forman and Chapman and 

McCarthy u n t i l  Forman c a l l e d  him i n t o  h i s  o f f i c e ,  i n t r o d u c e d  him, and d i s -  

c l o s e d  t h e  pu rpose  of t h e i r  v i s i t .  I n  Rosenberg ' s  p r e s e n c e  t h e r e  w a s  a 

d i s c u s s i o n  of whe the r  t h e  new f i r m  would be a s o l e  p r o p r i e t o r s h i p  o r  a 

c o r p o r a t i o n .  Chapman, a c c o r d i n g  t o  Rosenberg,  wanted t h e  c o r p o r a t e  form.  

37 .  A f t e r  luncheon r e c e s s ,  Chapman r e t u r n e d  t o  s i g n  t h e  a p p l i c a t i o n .  

According t o  Rosenberg,  Chapman l e a f e d  t h r o u g h  i t  r a t h e r  p e r f u n c t o r i l y  and 

s i g n e d  it because  h e  and McCarthy were a n x i o u s  t o  l e a v e  f o r  Wilmington ( T r .  

4 6 8 ) .  He r e c a l l e d  la ter  d i s c u s s i o n s  w i t h  Chapman a b o u t  material Chapman w a s  
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g o i n g  t o  have  p u b l i s h e d  f o r  d i s t r i b u t i o n  t o  s u b s c r i b e r s ,  d i s c u s s i o n s  

a b o u t  t h e  amount of  t h e  monthly  r e t a i n e r ,  and  t h e  problem of q u a l i f i c a -

t i o n  i n  v a r i o u s  states. Rosenberg  swore  t h a t  i n  a l l  h i s  d e a l i n g s  w i t h  

Chapman, t h e  la t ter  seemed i n  command o f  t h e  f i r m ' s  a c t i v i t i e s  and  t h e r e  

w a s  n e v e r  any  q u e s t i o n  o f  h i s  r e f e r r i n g  matters t o  someone else. Rosenberg  

t a l k e d  w i t h  Chapman i n  J u l y  when t h e  la t ter  s a i d  t h a t  b u s i n e s s  had  n o t  gone 

w e l l  and r e q u e s t e d  a s s i s t a n c e  i n  working  o u t  t h e  d e t a i l s  o f  c l o s i n g  i t  

down. Rosenberg a l s o  a s s i s t e d  Mrs. McCarthy when s h e  came t o  Wilmington  

t o  d e a l  w i t h  v a r i o u s  matters, i n c l u d i n g  t h e  l i a b i l i t y  o f  Gene ra l  o n  i t s  

lease. 

38.  Rosenberg  c o r r o b o r a t e d  F o r m a n t s  t e s t i m o n y  t h a t  t h e r e  was n e v e r  

a n y  d i s c u s s i o n  o f  a M r .  Edwards o r  a M r .  DePalma w i t h  anyone  c o n n e c t e d  

w i t h  Gene ra l .  H e  a l s o  d e n i e d  t h a t  t h e  f i r m  w a s  p a i d  $ 2 , 0 0 0  i n  c a s h ,  d e -

c l a r i n g  t h a t t h e  books o f  t h e  f i r m  show t h a t  $200 w a s  pa id .  H e  m a i n t a i n e d  

t h a t  it would have  been  i m p o s s i b l e  f o r  Forman t o  keep  f rom him t h e  r e c e i p t  

o f  s u b s t a n t i a l  sums r e c e i v e d  f rom c l i e n t s  because  on o c c a s i o n  t h e y  opened 

e a c h  o t h e r ' s  m a i l  and  Rosenberg n e v e r  found s u b s t a n t i a l  sums i n  c a s h  i n  

a n y  mail. UcCar thy ,  h e  s t a t e d ,  w a s  i n t r o d u c e d  as a f r e e - l a n c e  o r  i n d e -

pendent  a n a l y s t  o r  wri ter  w i t h  o f f i c e s  i n  Canada,  who w a s  g a t h e r i n g  informa-

t i o n  and w r i t i n g  on b e h a l f  of  Gene ra l  f o r  a f e e .  

3 9 .  R o s e n ~ e r gd i d  n o t  know who r e f e r r e d  McCarthy and Chapman t o  

t h e  f i r m .  H e  w a s  n o t  p r e s e n t  a t  t h e  start of  t h e i r  c o n f e r e n c e  w i t h  Forman. 

H e  a p p a r e n t l y  had  come i n t o  t h e  c o n f e r e n c e  when a good d e a l  o f  t h e  problems 

i n v o l v e d  i n  s e t t i n g  u p  t h e  i n v e s t m e n t  a d v i s o r y  s e r v i c e  had a l r e a d y  been  

d i s c u s s e d  w i t h  Forman. He worked o n  t h e  q u e s t i o n o f  t h e  fo rm t h e  new e n t i t y  



would t a k e  and t h e  n e c e s s i t y  of f i n d i n g  a d d i t i o n a l  d i r e c t o r s .  He r e c a l l e d  

i n  t h e  o r i g i n a l  meet ing of Chapman and McCarthy t h e r e  was mention of t h e  

f a c t  t h a t  Chapman had no p r i o r  e x p e r i e n c e  i n  t h i s  f i e l d  but  he  f e l t  w i t h  

a s s i s t a n c e  from McCarthy and t a k i n g  t r i p s ,  he .would  be  a b l e  t o  do  t h e  

n e c e s s a r y  work. 

C.  C o n t e n t i o n s  of t h e  p a r t i e s ;  Conc lus ions  

1 .  Knowledge of D e  Palma 's  C o n t r o l  o v e r  General  

35. The ev idence  e s t a b l i s h e s  t h a t  DePalma had t h e  power t o  and 

d i d  e x e r c i s e  a c o n t r o l l i n g  i n f l u e n c e  o v e r  t h e  management and p o l i c i e s  of 

t h e  r e g i s t r a n t ,  Genera l .  He shou ld  have been s o  l i s t e d  i n  t h e  inves tment  

a d v i s e r  a p p l i c a t i o n .  The f a i l u r e  t o  do  s o  was a s e r i o u s  breach of t h e  

d u t y  of d i s c l o s u r e  and a f f e c t e d  t h e  p u b l i c  i n t e r e s t  a d v e r s e l y .  A key 

i s s u e  is  whether  t h e  responden t s  knew of t h i s  miss ta tement  a t  t h e  t ime  

i t  was made. 

3 9 .  I t  is urged t h a t  Chapman's t e s t i m o n y ,  c o r r o b o r a t e d  by t h e  

s t a t e m e n t s  of McCarthp and Memin, a l l  of whom had no p e r s o n a l  i n t e r e s t  

i n  t h i s  p roceed ing ,  p r e s e n t s  a cons i s t e n t  and c r e d i b l e  accoun t  of  t h e  c i r -  

cumstances under  which General  was o rgan ized  and o p e r a t e d .  

40. Memin's s t a t e m e n t  is r e l i e d  on as showing a c l o s e  b u s i n e s s  

r e l a t i o n s h i p  between Forman and DePalma i n  1956 and 1957. However, c e r -

t a i n  p o r t i o n s  of t h e  s t a t e m e n t  r a i s e  some doub t s  as t o  t h e  accuracy  of 

t h e  c o n t e n t s .  Memin s t a t e d  t h a t  Forman w a s  i n t r o d u c e d  t o  him a s  a fo rmer  

employee of t h e  Commission who had p a r t i c i p a t e d  i n  t h e  e a r l i e r  i n v e s t i g a -  

t i o n  of DePalmals a c t i v i t i e s .  Forman den ied  e v e r  meet ing DePalma and t e s t -

i f i e d  t h a t  he had no th ing  t o  do w i t h  t h e  i n v e s t i g a t i o n  of DePalmals 



. . 

a c t i v i t i e s  o r  h i s  p r o s e c u t i o n .  No e v i d e n c e  w a s  p r e s e n t e d  t o  c o n t r a d i c t  

t h i s  a s s e r t  i o n .  

41 .  Memin ment ioned l a r g e  sums i n  c a s h  b e i n g  p a i d  t o  Forman. 

Yet t h e r e  is no proof t h a t  Forman d i d  a n y t h i n g  f o r  DePalma. T h e r e  is 

no e v i d e n c e  t h a t  h e  even  made a n  i n q u i r y  on h i s  b e h a l f .  

42 .  Memin men t ions  t h e  f i l i n g  of  i n d i c t m e n t s  of DePalma which 

had been  quashed .  The re  is no e v i d e n c e  c o r r o b o r a t i n g  t h i s  s t a t e m e n t  n o r  

any  proof t h a t  t h e  r e s p o n d e n t s  had  a n y  c o n n e c t i o n  w i t h  any s u c h  p r o c e e d i n g s .  

43. I n  h i s  s t a t e m e n t s  ( S t a f f  Ex. 1 0 )  McCarthy s t a t e d  t h a t  o n  

F e b r u a r y  20 ,  1957 Forman t o l d  him and Chapman " . . . how h e  d e s i r e d  

t o  assist DePalma i n  b e i n g  r e i n s t a t e d  i n  t h e  U . S . ,  a f t e r  h a v i n g  worked 

w i t h  t h e  S.E.C. i n  p r o s e c u t i n g  him some y e a r s  a g o  . . ." ( P .  2 ) .  T h e r e  

is no proof t h a t  Forman had a n y t h i n g  t o  d o  w i t h  t h e  p r o s e c u t i o n  of  DePalma 

and  h i s  d e n i a l o f  any  c o n n e c t i o n  s t a n d s  u n c h a l l e n g e d .  

44. McCarthy f u r t h e r  s t a t e d  t h a t  Forman produced a b l a n k  a p p l i c a -  

t i o n  fo rm and went o v e r  t h e  items w i t h  Chapman and o b t a i n e d  t h e  r e q u i s i t e  

i n f o r m a t i o n  f rom him. He f u r t h e r  d e c l a r e d  t h a t  a t  t h e  t i m e  Chapman s i g n e d  

t h e  a p p l i c a t i o n  Forman c a u t i o n e d  Chapman t h a t  h e  vas making a n  a f f i d a v i t  

t h a t  a l l  r e l e v a n t  i n f o r m a t i o n  had  been  d i s c l o s e d  (P. 3 ) .  When t h e  q u e s t i o n  

of  DePalmals  s u p p l y i n g  t h e  f i n a n c e s  was d i s c u s s e d ,  McCarthy q u o t e d  Forman 

as s a y i n g  t h a t  p rov ided  Chapman had n o t  s i g n e d  a w r i t t e n  agreement  w i t h  

DePalma, h e  would n o t  be  making 8 f a l s e  a f f i d a v i t  ( P p .  3 ,  8 ) .  T h i s  would 

have  been  a most e x t r a o r d i n a r y  s t a t e m e n t  t o  have  been  made by a n  e x p e r -  

i e n c e d  p r a c t i t i o n e r  . 



45 .  McCarthy, i n  h i s  s t a t e m e n t s ,  d e c l a r e d  t h a t  DeYalma was v e r y  

a n g r y  when h e  and Chapman r e p o r t e d  t h a t  t h e y  had p a i d  Forman $2 ,000  de -  

c l a r i n g  t h a t  h e  had a l r e a d y  pa id .Forman  and t h a t  h e  s h o u l d  n o t  have  been  

g i v e n  a n y t h i n g  ( P .  3 ) .  I n  a later  p o r t i o n ,  McCarthy a s s e r t e d  t h a t  h e  and  

Chapman were  g i v e n  $5 ,000  and i n s t r u c t e d  t o  pay t h e  c h a r g e a  t o  be s t i p u -  

l a t e d  by Forman ( P .  6 ) .  

46.  The r e s p o n d e n t s  a t t a c k  Chapman's t e s t i m o n y  on t h e  c l a i m  t h a t  

h e  was g u i l t y  of  imprope r  c o n d u c t  and  t h a t  h i s  t e s t i m o n y  was u n r e l i a b l e .  

47 .  Chapman t e s t i f i e d  t h a t  h e  p a r t i c i p a t e d  i n  a t e l e p h o n e  c a l l  

f rom DePalmals  o f f i c e  t o  Forman. No r e c o r d  of  t h i s  c a l l  was produced 

a l t h o u g h  presumably  some r e c o r d  of  t h e  c a l l  would be  i n  e x i s t e n c e  and 

i t  is  a p p a r e n t  t h a t  t h e  Gene ra l  Counse l  made d i l i g e n t  e f f o r t s  t o  l o c a t e  

t e l e p h o n e  e v i d e n c e  on  c a l l s  i n v o l v i n g  DePalma o r  a Mr. Edwards. 

48 .  AS p r e v i o u s l y  p o i n t e d  o u t ,  Chapman had  no s a t i s f a c t o r y  e x p l a n -  

a t i o n  f o r  a n  e n t r y  i n  h i s  c a s h  book r e f l e c t i n g  a $200 payment t o  c o u n s e l  

i n  A p r i l ,  1957. 

49 .  It  i s  a l l e g e d  t h a t  Chapman m i s a p p r o p r i a t e d  f u n d s  f rom G e n e r a l .  

Whether  t h i s  was t r u e  o r  n o t  would depend on  a c o m p u t a t i o n  of  what  Chapman 

drew and what  was owed him - a p o i n t  n o t  f u l l y  d e v e l o p e d .  N e v e r t h e l e s s ,  

i t  is true t h a t  b o t h  DePalma and McCarthy f e l t  t h a t  Chapman had  m i s -

h a n d l e d  f u n d s .  A l s o ,  o f  c o u r s e ,  Chapman on h i s  own t e s t i m o n y  was a 

knowing p a r t i c i p a n t  i n  a p l a n  t o  d e c e i v e  t h e  Commission. 

50 .  The e v i d e n c e  p r e s e n t e d  by t h e  Gene ra l  Counse l  is c o n t r a d i c t e d  

i n  a l m o s t  e v e r y  material d e t a i l  by t h e  e v i d e n c e  p r e s e n t e d  by t h e  r e s p o n d e n t s .  

T h e r e  are a s p e c t s  of  t h a t  p r e s e n t a t i o n  t h a t  raise d o u b t s .  Forman d i d  n o t  



h a v e  a n y  e x a c t  r e c o l l e c t i o n  o f  t h e  c o u r s e  of  h i s  d e a l i n g s  w i t h  McCarthy 

a n d  Chapman a n d  e i t h e r  e r r e d  o r  was h a z y  o n  i m p o r t a n t  items. He a d m i t t e d  

t h a t  a c a l l  f r o m  a Mr. Edwards i n  M o n t r e a l  was made t o  h i s  o f f i c e  number ,  

as t h e  d o c u m e n t a r y  p r o o f  e s t a b l i s h e s .  It i s  m a i n t a i n e d  t h a t  t h i s  c a l l  was 

n o t  t r a c e d  t o  DePalma o r  a M r .  Edwards i n  T o r o n t o .  Y e t  i t  is a s u s p i c i o u s  

c i r c u m s t a n c e .  However ,  t h e  most t e l l i n g  p o i n t  a g a i n s t  t h e  r e s p o n d e n t s  is 

t h e  b a s i c  a k r e e m e n t  among Chapman, McCar thy ,  a n d  Memin a n d  t h e  q u e s t i o n  

a r i s e s  why t h e y  would c o n c o c t  a f a l s e  s t o r y .  I t  i s  s : l & g e s t e d  t h a t  McCarthy 

a n d  Memin w e r e  a t t e m p t i n g  t o .  i n g r a t i a t e  t h e m s e l v e s  w i t h  t h e  U n i t e d  S t a t e s  

a n d  C a n a d i a n  a u t h o r i t i e s .  T h i s  c o n t e n t i o n  is r e j e c t e d ;  t h e r e  is no p r o o f  

t h a t  a n y t h i n g  was  s o u g h t  f r o m  them o t h e r  t h a n  t h e  t r u t h .  Yet c e r t a i n  p o r -  

t i o n s  o f  t h e i r  s t a t e m e n t s  raise s e r i o u s  q u e s t i o n .  T h e y ,  o f  c o u r s e ,  w e r e  

i n  t h e  b e s t  p o s i t i o n  t o  r e s o l v e  t h o s e  d o u b t s  by coming  f o r w a r d  a n d  t e s t i -

i f y i n g  f u l l y  i n c l u d i n g  s u b j e c t i n g  t h e m s e l v e s  t o  c r o s s - e x a m i n a t i o n .  I n s t e a d ,  

t h e y  s t r e n u o u s l y  r e s i s t e d  a l l  e f f o r t s  t o  s e c u r e  t h e i r  t e s t i m o n y  e v e n  when 

a r r a n g e m e n t s  w e r e  a t t e m p t e d  f o r  t h e i r  a p p e a r s n c e  i n  t h e i r  home c i t y .  T h e i r  

s u c c e s s f u l  o p p o s i t i o n  t o  t h o s e  e f f o r t s  l e a v e s  t h e  r e c o r d  w i t h  many un-  

a n s w e r e d  q u e s t i o n s  which  t h e y ,  p e r h a p s ,  m i g h t  h a v e  c l e a r e d  u p  i n  t h e i r  

t e s t i m o n y ,  

5 1 .  I n  r e s o l v i n g  t h e  i s s u e  o f  c r e d i b i l i t y ,  i t  is  r e l e v a n t  a n d  

i m p o r t a n t  t o  c o n s i d e r  t h e  b a c k g r o u n d  o f  t h e  w i t n e s s e s .  NcCar thy  a n d  Memin 

w e r e  o b v i o u s l y  a f r a i d  t o  se t  f o o t  i n  t h e  U n i t e d  S t a t e s  a n d  d i d  n o t  e v e n  

w i s h  t o  t e s t i f y  i n  Canada .  They  h a v e  u n s a v o r y  r e c o r d s .  

52.  B o t h  Forman a n d  R o s e n b e r g  are members o f  t h e  B a r  i n  good 

s t a n d i n g .  T h e  r e c o r d  d o e s  n o t  e v i d e n c e  t h a t  a n y  c o m p l a i n t  h a s  e v e r  b e e n  
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made o f  t h e i r  p r o f e s s i o n a l  c o n d u c t  e i t h e r  t o  t h e  Commission o r  t o  a n y  

l e g a l  p r o f e s s i o n a l  o r g a n i z a t i o n .  A p r o c e e d i n g ,  s u c h  as  t h e  i n s t a n t  o n e ,  

i s  f r a u g h t  w i t h  g r a v e  c o n s e q u e n c e s  t o  t h e  p a r t i e s  r e s p o n d e n t  and  a d v e r s e  

f i n d i n g s  s h o u l d  n o t  be  made a g a i n s t  them e x c e p t  o n  p roo f  c l e a r l y  e s t a b l i s h e d .  

5 3 .  W h i l e  Chapman's  t e s t i m o n y  raises t h e  mos t  s e r i o u s  d o u b t s  w i t h  

r e s p e c t  t o  t h e  r e s p o n d e n t s ,  i t  must  b e  o b s e r v e d  t h a t  h i s  own r e c o r d  is  

n o t  u n b l e m i s h e d  and  t h a t  t h e  e f f e c t  o f  h i s  t e s t i m o n y  s u f f e r s  f r o m  t h e  

d e f e c t s  i n  t h e  s t a t e m e n t s  o f  McCarthy a n d  Memin w h i c h  h a v e  b e e n  p r e v i o u s l y  

o u t l i n e d .  F o r  t h e s e  r e a s o n s  and  o t h e r s  set f o r t h  i n  t h i s  s e c t i o n  o f  t h e  

recommended d e c i s i o n ,  i t  is c o n c l u d e d  t h a t  t h e  t e s t i m o n y  o f  Forman,  s u p -

p o r t e d  by R o s e n b e r g ,  s h o u l d  be  c r e d i t e d  a n d  i t  i s  f o u n d  t h a t  a l t h o u g h  

h i g h l y  s u s p i c i o u s  c i r c u m s t a n c e s  are p r e s e n t ,  t h e  e v i d e n c e  d o e s  n o t  e s t a b l i s h  

t h e  r e s p o n d e n t s  knew t h a t  DePalma had  a c o n t r o l l i n g  i n f l u e n c e  o v e r  t h e  

o p e r a t i o n s  o f  G e n e r a l .  

54. One o f  t h e  i s s u e s  r a i s e d  i n  t h e  o r d e r  f o r  t h i s  p r o c e e d i n g  is 

w h e t h e r  Forman,  i n  a n  i n t e r r o g a t i o n  u n d e r  o a t h  by  o f f i c e r s  o f  t h e  Commis-

s i o n  o n  May 5 ,  1958  i n  P h i l a d e l p h i a ,  P e n n s y l v a n i a  g a v e  f a l s e  a n d  m i s l e a d -

i n g  t e s t i m o n y  c o n c e r n i n g  h i s  r e l a t i o n s h i p  w i t h  DePalma and  c o n c e r n i n g  

h i s  knowledge o f  a n d  r e l a t i o n s h i p  w i t h  t h e  r e g i s t r a t i o n  o f  G e n e r a l  as 

a n  i n v e s t m e n t  a d v i s e r .  
< 

55.  Whi le  t h e r e  is some d i f f e r e n c e  i n  d e t a i l ,  F o r m a n t s  v e r s i o n  o f  

h i s  d e a l i n g  w i t h  Chapman, McCar thv ,  and  G e n e r a l  i n  t h e  i n s t a n t  p r o c e e d i n g  

is s u b s t a n t i a l l y  t h e  same as h e  t e s t i f i e d  t o  i n  t h e  e a r l i e r  e x a m i n a t i o n .  

F o r  t h e  r e a s o n s  set f o r t h  i n  t h e  c o n s i d e r a t i o n  o f  t h e  testimonyin the 

p r e s e n t  p r o c e e d i n g ,  i t  is c o n c l u d e d  t h a t  i t  h a s  n o t  b e e n  e s t a b l i s h e d  t h a t  





McCarthy, Forman s t a t e d  t h a t  t h e  a p p l i c a t i o n  had t h e  e f f e c t  of a n  a f f i d a v i t .  

59. Under a l l  t h e  c i r c u m s t a n c e s ,  t h e  u n d e r s i g n e d  is  no t  persuaded 

t h a t  t h e  e v i d e n c e  e s t a b l i s h e s  t h a t  t h e  r e s p o n d e n t s  knew t h a t  t h e  i n f o r m a t i o n  

t h e y  i n s e r t e d  i n  t h e  a p p l i c a t i o n  as t o  Chapman's background w a s  f a l s e .  

Forman's  d e n i a l  is c r e d i t e d .  

3 .  Ex ten t  of I n q u i r y  by t h e  Respondents 

60. I t  i s  a l l e g e d  i n  t h e  o r d e r  t h a t  t h e  r e s p o n d e n t s ,  w i t h  a d e q u a t e  

i n q u i r y ,  shou ld  have  known of DePalma's c o n n e c t i o n  w i t h  t h e  r e g i s t r a n t  and 

t h e  f a l s i t y  of  t h e  i n f o r m a t i o n  g i v e n  i n  t h e  ADV a p p l i c a t i o n  as t o  Chapman's 

e d u c a t i o n a l  background and b u s i n e s s  e x p e r i e n c e .  

61.  Forman t e s t i f i e d  t h a t  he  w a s  not  a c q u a i n t e d  w i t h  e i t h e r  McCarthy 

o r  Chapman b e f o r e  he  r e c e i v e d  a t e l e p h o n e  c a l l  from t h e  f o r m e r .  He s t a t e d  

t h a t  McCarthy t o l d  him t h a t  h e  had been recommended t o  Forman by a n  a t t o r n e y  

i n  Canada - Forman b e l i e v e d  t h a t  a M r .  C a r r o l l  f o r  whom he  had done  some 

62. Forman 's  v e r s i o n  of what Chapman t o l d  him abou t  h i s  background 

was t h a t  Chapman t o l d  him t h a t  he w a s  A r e c e n t  c o l l e g e  g r a d u a t e ,  had t a k e n  

c o u r s e s  i n  economics ,  w a s  f a m i l i a r  w i t h  t h e  f i e l d  of i n v e s t m e n t ,  had done  

some i n v e s t i n g  on h i s  own, and wished t o  g e t  i n t o  t h e  b u s i n e s s  of p r e -

p a r i n g  a d v i s o r y  b u l l e t i n s  ( T r .  523) .  In  h i s  1958 t e s t i m o n y ,  Forman quo ted  

Chapman a s  s a y i n g  he  was p r e t t y  good on p i c k i n g  w i n n e r s  ( S t a f f .  Ex. 2-A,  

-6 / I n  h i s  1958 t e s t i m o n y  ( S t a f f  Ex. 2-A), Forman s t a t e d  t h a t  Chapman 
t o l d  him t h a t  h e  had hea rd  of t h e  l a w  f i r m  t h r o u g h  some work i t  
had done f o r  Cana.dians.  ( J ? .  6 ) .  



63 .  Forman a l s o  t e s t i f i e d  t h a t  McCarthy i d e n t i f i e d  h i m s e l f  as a 

f i n a n c i a l  writer of  e x p e r i e n c e  who w i shed  t o  h e l p  Chapman b o t h  f o r  p e r s o n a l  

and  f i n a n c i a l  r e a s o n s .  

64 .  The  most e x t r a o r d i n a r v  c i r c u m s t a n c e  t h a t  emerges  f r o m  t h e  e v i -  

d e n c e  is  t h a t  t h e  r e s p o n d e n t s ,  b o t h  e x p e r i e n c e d  l a w y e r s  i n  t h e  s e c u r i t i e s  

f i e l d ,  e s p e c i a l l y  Forman,  made no  e f f o r t  t o  c h e c k  o n  t h e  s t o r i e s  t o l d  them 

by Chapman a n d  McCarthy.  T h e r e  W a s  a c o m b i n a t i o n  o f  f a c t o r s  wh ich  s h o u l d  

h a v e  a l e r t e d  them t o  t h a t  n e e d .  Both  Chapman and  McCarthy w e r e  s t r a n g e r s  

t o  t h e  f i r m .  Yet nn r e c o r d - w a s  made o f  t h e  i d e n t i t y  o f  t h e  p e r s o n  who t h e v  

c l a i m e d  r e f e r r e d  them find c e r t a i n l y  no e f f o r t  was made t o  communica te  w i t h  

t h a t  p e r s o n  t o  v e r i f y  t h a t  s t a t e m e n t  and  t h e i r  backg round .  

65. I n  1957 ,  Chapman was 23 p e a r s  o l d .  Tn h i s  i958 t e s t i m o n y ,  

Forman s t a t e d  t h a t  h e  had  t h e  i m p r e s s i o n  Chapman w a s n ' t  o f  a g e  ( S t a f f  

Ex. 2 - A ,  p. 4 3 ) .  Y e t  t h e  f a c t  t h a t  t h i s  young man w i t h  no b u s i n e s s  o r  

f i n a n c i a l  e x p e r i e n c e  o t h e r  t h a n  p e r h a p s  some p e r s o n a l  i n v e s t i n g  p roposed  

t o  e n g a g e  i n  b u s i n e s s  h o l d i n g  h i m s e l f  o u t  as o n e  s k i l l e d  i n  a d v i s i n g  

-7 1 
i n v e s t o r s  d i d  n o t  seem t o  s t r i k e  Forman as e x t r a o r d i n a r v .  H i s  t e s t i m o n y  

i n d i c a t e s  t h a t  h e  d i d  n o t  e x p l o r e  t h e  s p e c i a l  c o u r s e s  Chapman was s u p p o s e d  

t o  h a v e  t a k e n  n o r  e v e n  t h e  c o l l e g e  f rom which  h e  s u p p o s e d l y  g r a d u a t e d .  

A l i t t l e  i n q u i r y  on t h e s e  p o i n t s  would h a v e  c l e a r e d  u p  a n y  c o n f u s i o n  t h e  

p a r t i e s  m igh t  h a v e  b e e n  l a b o r i n g  u n d e r .  

-7 / It is  t r u e ,  a s  Forman t e s t i f i e d  i n  1958 ,  t h a t  t h e r e  is  no  e x p e r d e n c e  
r e q u i r e m e n t  f o r  r e g i s t r a t i o n  a s  a n  i n v e s t m e n t  a d v i s e r .  T h i s  d o e s  n o t  
r u l e  o u t  f r o m  c o n s i d e r a t i o n  t h e  background  of  a n  a p p l i c a n t  as a 
f a c t o r  f o r  e v a l u a t i o n  w i t h  o t h e r  i n f o r m a t i o n  f u r n i s h e d  by him.  
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6 6 .  McCarthv was s u p p o s e d  t o  b e  t h e  e x p e r t  who would a d v i s e  a n d  

h e l p  Chapman a n d  w r i t e  material. Y e t  t h e  r e s p o n d e n t s  made no  e f f o r t  t o  

c h e c k  h i s  b a c k g r o u n d  o r  e v e n  h i s  p l a c e  o f  b u s i n e s s  i n  T o r o n t o .  When 

McCarthy r e f u s e d  t o  t a k e  a n y  o f f i c i a l  p o s i t i o n  i n  G e n e r a l ,  t h i s  s h o u l d  

h a v e  c a u s e d  t h e  r e s p o n d e n t s  some c o n c e r n  i n  v i e w  o f  h i s  s u p p o s e d  d e e p  

i n t e r e s t  i n  Chapman. 

6 7 .  Chapman, a c c o r d i n g  t o  Formant  s v e r s i o n ,  a c o l l e g e  g r a d u a t e  

w i t h  no  b u s i n e s s  o r  p r o f e s s i o n a l  e x p e r i e n c e ,  s o u g h t  t o  e s t a b l i s h  a n  

i n v e s t m e n t  s e r v i c e  a n d  u n d e r t a k e  a 1  1 t h e  f i n a n c i a l  o b l i g a t i o n s  i n v o l v e d  

i n  s u c h  a n  e n t e r p r i s e .  A t  no  time d i d  t h e  r e s p o n d e n t s  make a n y  i n q u i r v  

as t o  t h e  f i n a n c i a l  a b i l i t y  o f  Chapman t o  meet t h e s e  o b l i g a t i o n s  o r  t h e  

s o u r c e  o f  h i s  f u n d s .  

68 .  An a t t o r n e y  h a s  a g e n e r a l  o b l i g a t i o n  t o  f u l l v  i n v e s t i g a t e  a 

claim made bv a c l i e n t .  T h i s  e x t e n d s  t o  c a r e f u l l v  c h e c k i n g  s t a t e m e n t s  

made by a c l i e n t  h i m s e l f ,  b o t h  i n  t h e  i n t e r e s t  o f  t h e  c l i e n t  a n d  t h e  
8/ 

p u b l i c  i n t e r e s t .  T h i s  i s  e s p e c i a l l y  t r u e  when t h e  a d m i n i s t r a t i o n  o f  
9 / 

s t a t u t e s  r e f l e c t i n g  a d e e p  p u b l i c  i n t e r e s t  is i n v o l v e d .  The  Commiss ion  

h a s  s t r e s s e d  t h e  n e e d  f o r  c a r e  a n d  a c c u r a c y  i n  c o m p l e t i n g  r e g i s t r a t i o n  

8 /  O p i n i o n s  o f  t h e  C o m m i t t e e s  o n  P r o f e s s i o n a l  E t h i c s  o f  The  A s s o c i a t i o n-
of  t h e  B a r  o f  t h e  C i t y  of New York a n d  t h e  New York C o u n t y  L a w y e r s 1  
A s s o c i a t i o n  ( 1 9 5 6 1 ,  P.  9 ,  H17,  P.  1 9 ,  # 4 2 ,  P.  50, # 1 0 5 ,  and  P .  3 0 0 ,  
115 4 0 .  

9 /  S e e ,  e . g . ,  M o r r i s  Mac S c h w e b e l ,  4 0  S.E.C. 347 ( 1 9 6 0 ) .-



f o r m s  u n d e r  t h i s  Act and  o t h e r  s t a t u t e s  u n d e r  i ts  j u r i s d i c t i o n ,  b o t h  i n  

i n s t r u c t i o n s  and  i n  d e c i s i o n s .  Great harm c a n  r e s u l t  when d i s h o n e s t  and  

u n s c r u p u l o u s  p e r s o n s  c a n  s e c r e t l y  c o n t r o l  t h e  o p e r a t i o n s  of  r e g i s t r a n t s  

a n d  t h u s  a r e  f r e e  t o  d e a l  w i t h  and  a t t e m p t  t o  i n f  l u e n c e  t h e  d e c i s i o n s  of 

t h q u s n n d s  of  p e r s o n s .  An a t t o r n e y  o b v i o u s l y  c a n n o t  be  a g u a r a n t o r  of 

e v e r y  item o f  i n f o r m a t i o n  h e  f i l e s  on  b e h a l f  o f  a c l i e n t .  N e i t h e r  c a n  h e  

s h ' i r k  h i s  p r o f e s s i o n a l  r e s p o n s i b i l i t y  a n d  a c c e p t  e v e r v  s t a t e m e n t  made t o  

h im a s  c o m p l e t e  and  a c c u r a t e  w i t h o u t  d o i n g  s u c h  c h e c k i n g  w i t h  h i s  c l i e n t  

and  e l s e w h e r e  as t h e  fact^ w a r r a n t .  

6 0 .  The f a c t s  i n  t h e  i n s t a n t  case were s u c h  t h a t ,  a c c e p t i n g  t h e  

r e s p o n d e n t s '  v e r s i o n  of  what w a s  t o l d  them,  t h e r e  w e r e  many f a c t o r s  which  

o b v i o u s l y  r e q u i r e d  more d e t a i l s  f r o m  Chapman and McCarthv.  T h e s e  a v e n u e s  

of i n q u i r v  w e r e  n o t  p u r s u e d .  The  ma in  item of d i s c u s s i o n  seemed t o  be 

w h e t h e r  o r  n o t  t h e  b u s i n e s s  s h o u l d  be c o n d u c t e d  i n  t h e  c o r p o r a t e  f o r m .  

Both  Forman a n d  Rosenbe rg  were e x p e r i e n c e d  a t t o r n e y s  w i t h  s p e c i a l  know- 

l e d g e  i n  matters u n d e r  t h e  i u r i s d i c t i o n  of t h e  Commission.  Forman,  

p a r t i c u l a r l v ,  w i t h  h i s  y e a r s  of e x p e r i e n c e  on  t h e  Commis s ion ' s  s t a f f  

s h o u l d  h a v e  been  a l e r t .  t o  t h e  p o s s i b i l i t v  o f  f r a u d  and  d e c e p t i o n  b e i n g  

p r a c t i c e d  bv a n  a p p l i c a n t  f o r  r e g i s t r a t  i o n  e s p e c i a l l y  u n d e r  t h e  c i r c u m -  

s t a n c e s  h e r e .  The  u n d e r s i g n e d  c o n c l u d e s  t h a t  t h e  r e s p o n d e n t s ,  w i t h  

a d e q u a t e  i n q u i r y ,  c o u l d  h a v e  f o u n d  o u t  t h a t  t h e  s t a t e m e n t s  i n  t h e  a p p l i c a -  

t i o n  f o r  r e g i s t r a t i o n  w e r e  u n t r u e  i n  m a t e r i a l  r e s p e c t s ,  t h a t  Chapman was 

n o t  i n  s o l e  c o n t r o l  of t h e  r e g i s t r a n t ,  b u t  t h a t  A l b e r t  Edward DePalma 

had  a c o n t r o l l i n g  i n f l u e n c e ,  and t h a t  t h e  s t a t e m e n t s  as t o  Chapmen's  

e d u c a t i o n  and  e x p e r i e n c e  we re  f a l s e  and  u n t r u e .  



70. By t h e i r  c o n d u c t  t h e  r e s p o n d e n t s  h a v e  engaged  i n  u n e t h i c a l  

and  imprope r  p r o f e s s i o n a l  c o n d u c t  w i t h i n  t h e  meaning  of  Ru l e  2 ( e )  o f  t h e  

Commis s ion ' s  Ru l e s  o f  P r a c t i c e  i n  t h a t  by t h e i r  c o n d u c t  and f a i l u r e  t o  

o b s e r v e  minimum p r o f e s s i o n a l  s t a n d a r d s  o f  d u e  c a r e  t h e y  a i d e d ,  a b e t t e d ,  

and  a s s i s t e d  i n  t h e  p e r p e t r a t i o n  o f  a f r a u d  upon  t h e  Commission.  

RZCOMMENDATIONS 

The e f f e c t  o f  a f a l s e  r e g i s t r a t i o n  i s  i n c a l c u l a b l e .  It o p e n s  t h e  

d o o r  f o r  a 1  1  s o r t s  o f  maneuvers  by u n s c r u p u l o u s  b e h i n d -  t h e - s c e n e s  o p e r a -

tors, The i n j u r y  t o  t h e  p u b l i c  may be  most e x t e n s i v e  b e f o r e  t h e  f r a u d  

is  u n c o v e r e d .  

The r e g i s t r a n t  engaged  i n  a n  a d v e r t i s i n g  campa ign  a s s i s t e d  by t h e  

r e s p o n d e n t s  and  o b t a i n e d  a p p r o x i m a t e l y  2 , 5 0 0  t r i a l  s u b s c r i p t i o n s .  The  

harm wh ich  r e s u l t e d  f rom t h e  campa ign  i s  n o t  t o  b e  gauged  by t h e  $2,500 

c o l l e c t e d  f r o m  u n s u s p e c t i n g  i n v e s r o r s ,  b u t  by t h e  f a c t  t h a t  i t  opened  

commun ica t i on  be tween  them and  a p r i n c i p a l  i n  Canada who c o u l d  m a n i p u l a t e  
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material i n  t h e  n e w s l e t t e r  t o  s e r v e  h i s  own e n d s .  

The r e s p o n d e n t s  recommended t h a t  G e n e r a l  s u b m i t  i t s  material t o  them 
f o r  c h e c k i n g  b e f o r e  p u b l i c a t i o n .  T h i s  was a w o r t h w h i l e  s u g g e s t i o n ,  
b u t  i t  d i d  n o t  meet t h e  d a n g e r s  c r e a t e d  by t h e  f a l s e  r e g i s t r a t i o n  
s i n c e ,  a t  b e s t ,  t h e  r e s p o n d e n t s  might  h a v e  b e e n  a b l e  t o  t o n e  down 
some l a n g u a g e  which  t h e y  f e l t  went  t o o  f a r ,  b u t  t h e y  w e r e  i n  no 
p o s i t i o n  t o  c h e c k  t h e  claims made o n  s e c u r i t i e s  recommended. 



T t  i s  c o n c l u d e d  t h a t  t h e  c o n d u c t  of  t h e  r e s p o n d e n t s  as set f o r t h  

above  r e q u i r e s  c e n s u r e  by t h e  Commission. I t  is  a l s o  recommended t h a t  t h e  

r e s p o n d e n t s  M a r t i n  A .  Forman and t h e  law f i r m  of Forman and Rosenberg ,  now 

known as Forman, Rosenberg  h Resn ick ,  be t e m p o r a r i l y  d e n i e d  t h e  p r i v i l e g e  

o f  a p p e a r i n g  o r  p r a c t i c i n g  b e f o r e  t h e  Commission f o r  a p e r i o d  o f  t h i r t y  

d a y s .  
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R e s p e c t f u l l y  s u b m i t t e d ,  

-	 S i d n e y  L. F e l l e r  
H e a r i n g  Examiner  

Washington ,  D .  C .  

March 2 ,  1964. 

-111 ~ l l  	 p roposed  f i n d i n g s  s u b m i t t e d  by t h e  p a r t i e s  have  c o n t e n t i o n s  and 
been  c a r e f u l l y  c o n s i d e r e d .  T h i s  recommended d e c i s i o n  i n c o r p o r a t e s  
t h o s e  which  have  been a c c e p t e d  and found n e c e s s a r y  f o r  i n c o r p o r a t i o n  
h e r e i n .  


