


IN THE 

Supreme Court of Appeals of Virginia 
AT RICHMOND 

Record No. 7115 

VIRGINIA : 

In the Supreme Court of Appeals held at the Supreme 
Cour t of Appeals Building in the City of Richmond on 
Wednesday the 4th day of December, 1968. 

LE"'VIS J . NORTHROP, Plaintiff in error, 

against 

EDMOND duPONT, CHARLES MORAN, JR., DANIEL K. 
CHAPMAN, JOHN J . TRASK, A. PIDLIP MEGNA, MOR
RIS GOLDSTEIN, GORDON R. FOOTE, DONALD L. 
GRAHAM, JAMES M. KING, JR., AUSTIN J . LYONS, 
HARRY A. PUJALS, HENRY STEFANY, EDWIN B. 
PETERSON, HAROLD A. ROUSSELOT, ELIJAH N. 
JONES, MILTON A. SPEICHER, GOUGH W. THOMP
SON, JR., HOWARD T. KADELBURG, JOHN A. FITZ
RANDOLPH, WALLACE C. LATOUR, THOMAS W. 
THOMPSON, STANTON vV. FREDERICK, PETER R. 
duPONT, DUDLEY J. BYERS, ANDREW I. NAMM, 
ARTHUR C. ALLYN, JR., JOHN vV. ALLYN, WILLIS 
B. HAMILTO r, JOHN H. RILEY, U. McCALL RICHEY, 
JR., ROBERT J. MONAHA r, MARK J. APPLEMAN, 
ALFRED R. duP ONT, JR., C. KELLY REYNOLDS, JR., 
ARTHUR C. PERSON, LLEWELLYN P . YOU G, HER
BERT A. FRAENKEL, EDMOND duPO JT, A. RHETT 
duPONT, JEAN V. BLOSSOM, JULIA W. CAMPBELL, 
FRED G. "'VACKER, JR., WJLLIAM TURNBULL, GER
TRUDE B. KNAPP, EMMETT G. BARKER, MARY L. 
duPONT, THOMAS A. LEWIS, FRANK HEGNER, 
CLARENCE M. GALVIN, HARRY G. WILLIAMS, ED-



WARD A. WHITE, ROBERT W. HILL, HUGH C. WAL
ACE, WILLIAMSON PELL, JR., CLARK R. PACE, 
FREDERICK LEWIS, JR., SYDNEY PARLOW AND 
CHARLES J. JORDAN, INDIVIDUALLY AND PART
NERS TjA FRANCIS I. duPONT & COMPANY, 

Defendants in error. 

From the Circuit Court of the City of Norfolk 
Thomas M. Johnston, Judge 

Upon the petition of Lewis J . Northrop a writ of error is 
awarded him to a judgment r endered by the Circuit Court of 
the City of Norfolk on the 25th day of June, 1968, in a cer
tain motion for judgm nt then therein depending, wherein 
the said petitioner was plaintiff and Edmond duPont and 
others, etc. , were defendants ; upon the petitioner, or some 
one for him, entering into bond with sufficient security before 
the clerk of the said circuit court in the penalty of $300, 
with condition as the law directs. 

2 



L. J. Northrop v. Bdmon l duPont, et al., etc. 3 

RECORD 

• • • • 

page 1 ~ 

• • • • • 

ASSIGNMENTS OF ERROR 

1. The Trial Court committed error in refusing to enter 
a summary judgment in favor of the plaintiff. 

2. The Court committed error in striking out the plain
tiff's evidence and entering a judgment for the defendant at 
the conclusion of the plaintiff's evidence. 

Lewis J. Northrop 

By Leonard B. Sachs 
Of Counsel 

• • • • • 

Filed 8-16-68 

T. A. W. Gray, D.C . 

• • • 

page 17 ~ 

• • • • • 

BI LL OF PARTICULARS 

The plaintiff, by counsel, for its Bill of Particulars says: 
1. The agent, servant, or representative referred to in 

paragraph 5 of plaintiff's motion for judgment is C. Jordan 
Ball. 

2. The untrue statement r ef rred to in paragraph 5 of 
plaintiff's motion for judgment were defendants' agent's overt 
acts in executing a series of transactions transf erring Inter
American Industries from the account of Francis I. duPont 
and Company to plaintiff. The mere act of executing the 
t ransaction is a statement that a stock pnrcha eel is one 
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which may be legally purchased and sold in a regular course 
of business. 

Lewis J. Northrop, 

By Vincent J. Mastracco, Jr. 
Of Counsel 

* • • • • 

Filed 1-23-68 
Dave Ward, D.C . 

• • • • 

page 24 r 
• • • • 

ORDER 

This day came again the parties by counsel, and came also 
the jury heretofore impaneled and sworn her ein, and upon the 
motion of said defendants by counsel made at the conclusion 
of the plaintiff's evidence it is ORDERED that said plain
tiff's evidence be stricken out, the members of the jury dis
charged, and summary judgment entered ther eon. 

And the plaintiff, by counsel, duly objected and excepted 
to the action of the Court in striking out the plaintiff's evi
dence and in entering summary judgment for the defendants . 

Enter this Order: 6-25-68 
T . M. J ., Judge 

• • • 

page 3 r 

* • * 

Stenographic transcript of the testimony introduced and 
proceedings had upon the trial of the above-entitled cause in 
said Court on June 24, 1968, before the Honorable Thomas 
M. Johnston, Judge of said Court, and jury. 
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Appearances: 

Mr. Leonard Bert Sachs and 
Mr. Vincent J. Mastracco, Jr., 
attorneys for the plaintiff. 

Messr s. Williams, Worrell, Kelly 
and Worthington (Mr . Joseph L. 
K elly, J r .), attorneys for the 
defendants. 

• • • • • 

page 19 r 

• • • 
Mr. Kelly: •u 

* * 

page 23 ~ 

* • • * * 

.. *He said we were negligent in not knowing that the 
security had no r egistration statement. We did know that 
no r egistration statement had been filed in respect of this 
particular security. That's the answer to that. That is, 
covering this transaction.*** 

* 

page 25 ~ 

* 

Mr. Sachs : I would like to state to the Court that I under
stood Mr. Kelly to say that you did know ther e was no 
registration statement filed with the SEC with respect to 
this security when trading with Mr. Northrop was going on. 
Is that a correct statement, sir 1 

Mr. K elly : Certainly. Now, wait just a minute. 
The Court: You make your argument, Mr. Sachs. 
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Mr. Sachs: All right, sir. I will move for summary judg-
ment in a few moments on that statement, on that admission . 

• • • • • 

page 31 ~ 

• • • 

Mr. Sachs: ... 

• • • • 

page 40 ~ 

• • • • • 

We feel, if Your Honor please, there is no question but what 
this security was one which was required to be registered 
with the Securities and Exchange Commission, and one upon 
which the registration statement should have been filed in 
accordance with law, and for these r easons we say-in this 
case, you can say a willful omission of information, or in an 
oral communication. We can say that there was a sale of an 
unregistered stock and they're not an exempt dealer, and 
third, it's common law negligence or deceit, and for those 
reasons, based on the statement made by Mr. Kelly, sir, we 
move for summary judgment at this time and ask the Coul't 
to set it down for damages only . 

• • • • • 

page 46 ~ 

• * • • * 

The Court: I think I have your point, Mr. K elly. All 
right, gentlemen, anything furthed 

Overrule both motions, note your exceptions on each side . 

• * 

The Court: All right, si r. I under stand you have some
thing further, Mr. Sachs. 

Mr. Sachs : Yes, sir. If I have understood 
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page 47 ~ Mr. Kelly correctly, his position today is that he 
was not r equired to r egister this stock and there

fore he is exempt from all of that which we're claiming to be 
mandatory under the act; is that correct 1 

Mr. K elly : I suppose it includes-what I say is certainly 
the broker wasn't r equired to r egister it. 

Mr. Sachs: No, that's not the question. It's most material, 
sir, that I understand this correctly. 

Mr. Kelly: I wouldn't say it's correct that ther e was no
Mr. Sachs: Was the issuer r equired to register the stock T 
The Court : '\Vait just one minute, gentlemen. This r ecord 

has got to go down and he's got to have it right. Now, did 
you make any concessions 1 Do you care to answer that 
question or noU 

Mr. K elly : I would be glad to answer the question. Our 
position is that the stock was not r egistered for purpose 
of any sale in that we had any part in. We made no sale. 

There is no burden on any broker to concern him
page 48 ~ self with that. Whether the stock was being sold 

pursuant to an unlawful distribution for which 
ther e should have been a r egistration statement filed hy 
them, if that's in those pleading , we don't lmow. The dealer 
could answer that question. The seller of the stock is in a 
position to know that, we are not. 

The Court: As I understand your argument and what 
you've said during your argument, you simply say that the 
r egistration requirement which has been mentioned in the 
code, in both sections, both the Virginia Act and the other 
one, does not apply to thi s type of situation 1 I s that 
accurate or not 1 

Mr. K elly: That is correct. 
Mr. Sachs : I mean, to this defendant in this situation be

cause he is exempt ~ 
The Court : To this type of ituation and to this defendant, 

ther efore in this situation. Is that correct, sid 
Mr. Kelly : It is. 
The Court: All right. 
Mr. Sachs : That clarifies it. I just wanted to make sure 

I und r stood. 
The Court : ow, gentlemen, I have ruled that 

page 49 r both of your motions for summary judgment are 
overruled at this time, and I take it you both 

wi h to note an exception. 
Mr. Sachs : n exception should be noted, sir. 
Mr. K elly : And the defendants except to the Court in 

overruling the defendants' motion. 
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Ll.ewellyn P. Youmg 

page 50 r 

LLEWELLYN P. YOUNG, called as an adverse witness, 
having been first duly sworn, was examined and testified as 
follows: 

DIRECT EXAMINATION (Adv.) 

By Mr. Sachs : 

page 53 r 

Q. Is there a document known as the Canadian Restricted 
List? 

A. There is. 
Q. And what does that list show and for what purpose is 

it published and by whom? 
A. It is published by the Securities and Exchange Com

mission, updated r egularly with certain stocks being added 
and certain stocks being deleted from it. It is a list of 

companies that the Commission feels may be hav
page 54 r ing their stocks distributed in the United States 

under circumstances which possibly would make 
r egistration necessary. 

Q. All right, sir. 
A. It is an advisory sort of knowledge to brokers. 
Q. Do you know whether or not anyone in your r esearch 

department looked at the Canadian Restricted List to see 
whether or not Interamerican Industries, Limited was being 
listed on the Canadian Restricted List? 

A. I don't understand what you mean by being listed on 
any unrestricted list. 

The Court: What is your answer to that ? 
The Witness: I said I do not understand the question, sir. 
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Llewellyn P. Young 

By Mr . . Sachs: 
Q. Mr. Young, you've told us that this is a list prepared 

by the Securities and Exchange Commission, have you not 1 
A. That's correct. 
Q. And this list is designed to advise the investing public 

that there may be certain Canadian corporations trading in 
the United States-

A. No, I didn't say that, sir. 
page 55 ( Q. Tell me what you said, sir. 

A. I said it's a list of securities prepared by the 
SEC which the SEC believes may be being illegally dis
tributed by certain Canadian people into the United States. 
It is an advisory sort of list. They can't prove it. They sus
pect it. 

Q. What you'r e saying then, sir, is that Canadian stocks 
are being distributed in the United States without being 
registered ~ 

A. I think you heard what I said. 
Q. I'm putting it another way. Please don't fence with me. 
A. I'm not trying to fence vvith you, counselor, but I don't 

want you to put words in my mouth. 

The Court : All right. Go ahead. 

A. (Continuing) This list is what I say this list is, and 
that is it's one prepared by the Commission indicating the 
names of stocks of companies which the Commission believes 
may be being distributed by certain persons from Canada to 
investors in the United States, circumstances under which 
registration would be r equired but apparently have not taken 
place. 

By Mr. Sachs : 
Q. All right, sir. 'When is the registration of a 

page 56 r stock r equired for sale to the United States. 

* * * * * 

page 58 r 

* * 

Q. All right. Thank you, sir . Just one moment, please. 
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Llewellyn P. Young 

Now, actually, this r egistration certificate isn't just ac
tually a little piece of paper that says we hereby r egister 
with the Securities and Exchange Commission-

A. You mean a r egistration statement. 
page 59 r Q. Statement, excuse me. 

A. Oh, no. Usually, depending upon the type 
and size of the company, it can run 50, 80, 100 pages in some 
cases, if you include the financial statements. It's very 
elaborate in detail. 

Q. Actually, it contains, for instance, a location of the 
principal place of business for the issuer, doesn't it 1 

A. I mean, we could go through the contents of a r egistra
tion statement and we would be her e this afternoon. But 
it contains everything the lawyers can think to put in it. 

Q. Just answer my questions, yes or no, because I'm going 
to go right down by the code section. 

A. Well, I'll an swer them all yes then if you're just reading 
the code. 

Q. All right. Then it includes then the name and address 
of the directors, or the persons performing similar functions, 
and the chief executive; is that correct1 

A. Yes. 
Q. The name and address of the underwriters ~ 
A. Yes, sir. 
Q. The name and address of all per sons, if any, owning of 

r ecord or beneficially more than 10 per cent of the 
stock 1 

page 60 r A. Yes. 
Q. It includes a statement of the general 

character of the business actually transacted or to be trans
acted by the issuer 1 

A. That's correct. 
Q. It includes a statement of the capitalization, including 

the authorized and outstanding amount of capital stock, 
the proportion which is paid up, the number and classes of 
stock, par value, dividends, preferences, conver sion and ex
change rights ~ 

A. That's right. 
Q. It contains a statement of the securities, if any, covered 

by options outstanding or to be created in connection with 
the securities, and the names and addresses of all per sons 
having those options~ 
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Llewellyn P. Young 

A . Certainly it contains the options. Where you have to 
have the name of every person I doubt. 

Q. All right. And you have to set forth the amount of 
funded debt, that is, the long term debt, isn't that correct' 

A. You have to set forth complete audited financials, which 
is to say, a balance sheet and profit and loss statement. 

Q. As a matter of fact, you have to file a profit and loss 
statement three years preceding if it's a going 

page 61 r concern, is that correct ? 
A . That's correct. 

Q. And if it is an audited, certified statement or balance 
sheet for the corporation within 90 days of filing to reflect 
the balance sheet situation ~ 

A. It must be, yes, within 90 days. The auditor 's certificate 
should be as of the date within 90 days, that is correct. 

Q. Now, they have to give the specific purposes in detail 
and the approximate amounts to be devoted to such purposes 
for which the security is offe r ed ? In other words, they have 
to supply in detail what they are going to do with the money 
that they're raising with these securities ~ 

A. That's correct. That's very important. 

* * * * 

page 62 r 

* * * 

Q. Yes, sir. In essence then- I won't r ead any further. 
Thi s statement contains detailed information about the 
nature of the company, the purposes of the company, how 
much money it has, and that's pretty current information, 
isn't it ~ 

A . Well, hopefully it is current information. 
Q. All right. And that 's on file with the Securities and 

Exchange Commission where, sir ~ 
A . Registration statements are initially filed with the SEC 

in Washington. Under the present practice copies of that 
r egistration statement may be sent to the r egional offi ces 
or several of the regional offices, not in every case. 

Q. One of which is in New York City ? 
A . One in New York City. · 
Q. That you are connected with ~ 
A. That's correct. 
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Llewellyn P. Young 

• • • • • 

page 64 r 
• 

Q. All right. Now, what is r equired for you to find out 
whether or not there is a registration statement filed with 
the SEC from your office in a brokerage house~ 

A. I suppose that you could call any r egional office and 
ask them. 

Q. Actually, you know that for a fact, don't you, sir~ 
A. Let me put it this way: it should be a 

page 65 r fact. I've seen cases where the Commission has 
missed a step, but generally speaking that's quite 

correct. 

• • 

page 72 r 
• 

Q. All right, sir. Did anybody in your office ever pick up 
the phone and call the Securities and Exchange Commission~ 

A. I don't know. 
Q. All right, sir. 
A. I better-
Q. To see if there was a registration statement fil ed~ 
A. I don't know that. 
Q. Because that would contain a lot of raw data, wouldn't 

it, sir~ 
A. \Vhat 1 
Q. The registration statement, a registration statement 

with the Securities and Exchange Commission 1 
A. \Vell, if there had been a current registration state

ment and a prospectus, I'm sure that would have appeared 
in our files. 

Q. That's just a guess on your part~ 
A. No. I see them all the time. 

page 73 r Q. But in this case-well, let me just ask you 
this one question: a r egistration with the Securi

ties and Exchange Commission would contain a great deal 
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Lleu.:ellyn P. Y oung 

of the raw data that would be in Standard and Poor's or 
any other Standard work, wouldn't it 1 

* * * 

The -w itness : I'll answer it yes, Your Honor. 

By Mr. Sachs : 
Q. All right. You may explain now if you like. 
A. ·w ell, what Standard and Poor's do, and what Moody 

does, is to take all these r egistration statements and all these 
annual r eports and compile their summaries in that material, 
so in most cases what most broker s do is to use Moody's and 
Standard and Poor's, which have gathered together all this 
material in compact form instead of going directly to the 
Commission to review the original documents. 

Q. They really abstracted it in essence1 
page 74 ~ A. It's more than abstract. They go on to some 

length. In New York we used to have two addi
tional copies of every one of these things sent to New York 
f rom W ashington, they had to be furnished by the issuer just 
for the use of one for Standard and P oor's and one for 
Moody's, and they have a man ther e all week long doing 
nothing but tran scribing this information. 

Q. All right, sir. One minute, please, and I may be finished. 
N o1v, let me ask you, sir , in a transaction like the one we 

have here-let me give you this hypothetical, which is 
actually the facts, that Mr . Northrop came in and asked his 
account r ep resentative in Norfolk a t Francis I . duPont to 
purchase for his account a given number of shares with 
the mechanics of how that order is filled, sir ~ This is an 
Interamerican I ndustries, Limited. vVould you t ell us, sir, 
over-the-counter market. I would like to have your descrip
tion of the tr ansactions 1 

A. F ir st of all, the account executive would write up the 
order on an order ti cket, which is a standard fo rm of blocks 
and boxes. Some of you may have seen a salesman doing 
that. H e checks this box and writes in this :f:igm e, what
have-yon. Then the account executive should take the order 
ticket" to th e teletype operator and the teletyp e operator 

should then set it up on the teletype r eady to 
page 75 ~ wire it to New York. 1f she is doing what she 

should do, after she has gotten the wire all set to 
go, she should compare it back to the ticket again. 
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Q. Do you have direct wires between all your offices into 
New York ~ 

A. That's right. And then the teletypist sends it on the 
wire to Jew York. Now, in this case if it wer e a listed 
security it would go directly to the floor of the Exchange in 
w.hich it was listed. If it's an unlisted security it would go 
to our over-the-counter department in New York City. It 
would be r eceived by the over-the-counter department, and at 
that over-the-counter department ther e are a number of men 
who are r ef erred to in the business as trader s. I don't know 
if the jury knows about how th e over-the-counter market 
operates. 

Q. That's what I'm trying to get into here. 
A. Fine. Let me tell you what-the over-the-counter mar

ket is the term used to describe all secur ities that are not 
listed on a stock exchange, like th e New York Stock E x
change or the American Stock Exchange. On an exchange 
you have ·with r esp ect to each stock that's listed on the PX

change one man, or sometimes two men, who are called spe
cialists and who themselves are buying and selling stock or 
sort of r eferring the business and sales of stock among 

broker s wi th order s to buy or sell to cluster 
page 76 ~ around them. It 's all center ed in one particular 

post on the exchange. Those ar e all listed stocks, 
and that probably means three thousand out of the fif ty 
thousand stocks. E verything else is consid er ed over-the
counter. And in the over-the-counter market, the markets 
are made by individual broker s or groups of brokers-! 
should say broker age firm s or groups of brokerage firm , 
and each firm, they make a market in maybe ten securities, 
maybe 110 securities, maybe 510 securities . duPont makes 
a market in some three to four hundred over-the-counter 
stocks, basically banks and insurance company stocks, which 
frequently are not listed. ·when I say makes a market, what 
I mean is this : that we as principal, we own these stocks, 
stand readv to buy and sell with you or wi th oth er broker s 
at any time. In other words, we i~ a sense ar e doing exactly 
what the specialist is doing on the J e'\v York Stock Ex
change, wi th on e differ ence though, and that is particularlv 
in the stocks that we handle ther e may be 20 other firm's 
doing exactly the same thing. The r esult of this is th a t vou 
have a substantial number of firms each standing r eady to 
buy and sell these particular stocks. Not the entire fifty 
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thousand, but a selective group that they want to trade. 
Now, when an order comes in from Norfolk to buy a particu

lar stock in which we do make a market, which 
page 77 ~ is not this stock, then we can execute it either 

as a principal, selling directly to the customer, 
or if the customer wishes we can still execute it on what we 
call an ao·ency basis. If, however, we do not make a market 
on the stock, and we did not make a market in this Inter
amer ican I ndustries ' stock, what we do is we go to something 
that is called the pink sheets-Joe, do you have a copy of 
the pink sheets there~ 

.Mr. K elly: I hand the witness a copy of the pink sheets. 
The Witness : Any day will do. 

A. (Continuing) Now, these pink sheets list approximately 
six to eight thousand securities each day. Not the same 
securities each day because ther e's considerable overlap, and 
against every security ther e is a list of the firms which are 
making a market in thi s particular security and are ad
vertising the facts, and they put their most recent bid and 
ask quotations in this pink sheet. For example, the pink 
sheets that will appear tomorrow morning will be prepared 
about two o'clock this afternoon based upon two-o'clock prices 
this afternoon. Thev will hit th e brokers' houses about nine 
o'clock in the morning. In other words, generally about 18 
hours late. But in any event, if -vve wanted to find out wher e 
we could buy Interamerican for a customer, acting as a 

customer 's agent, because we don't sell it our
page 78 ~ selves, we would turn to the pink sheets and we 

would see the brokers who advertise themselves in 
the pink sheets as standing r eady to buy and sell Inter
american Industries, and then we would call each-at least 
three of those broker s and ask him what his market was. 
W e wouldn 't tell him whether we wanted to buy shares or sell 
shares because that would be tipping our hand. Vl e say 
what's your market ~ And he may say five and a half, six, 
and another one may give you another figure and another 
one will certainly give us another figure. 

By .Mr. Sachs : 
Q. Tell us what fiv e and a half six is, sir~ 
A. That means that a broker stands r eady to buy it 
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from you at fiv e and a half dollars a share, or sell it to you 
for six dollars a share. Sometimes ther e is room for nego
tiations. So what you generally do, you take the best of the 
three prices and then you haggle a little bit to see whether 
you can't get it even better for the customer. Then you end 
up like executing the trade with that broker on behalf of 
your customer. So far so good. That's done by the trader. 
Now, the trader then sees to it, either directly or through 
a clerk, that a so-called r eport goes back over the wire to 

Norfolk. It should come back very, very promptly. 
page 79 ( This is sort of an internal memorandum which 

tells the account executive that we have bought 
for his customer so many shares of Interamerican at such 
and such a price plus commission. Then that day, or hope
fully that day, or t.hat evening, late that evening, what is 
called a confirmation, a little slip of paper should be mailed 
to the customer from New York as a rule, not from Norfolk, 
which t ells him formally that we have this day bought fo r 
his account and risk so many shares of Interamerican, where 
we executed the order, whether we executed as agent or prin 
cipal, and in this case it will be agent because we don't own 
the stock, we didn't make a market in it, what the price was, 
and in our case we act as agency basis, and over-the-counter 
stock, we charge an equivalent of a normal stock exchange 
commission on the transaction. And that 's about it. 

Q. All right, sir. Now, then, do you deliver that security 
to the buyed 

A. Depends very much on what the customer 's instructions 
are. 

Q. All right, sir. 
A. The customer can ask us to deliver, physically deliver, 

the certificates to him. '~T e put a so-called automatic T on 
the accounts. Some accounts the customers like to hang 

onto their own stock certificates. They keep them 
page 80 ( in their safe deposit box, in their desk drawers, 

but they like the feeling of hanging onto them. 
That's fair enough. So when they want that, what happens 
is this : we have just bought this Interamerican for our cns
tomer from some other broker whose name appears in th P 
sheets. So the five business days following that transaction 
he should be delivering to us the hundred shares and so 
forth, or whatever it was, that we bought for him, and these 
heavy market volume days-well, sometimes it's not five days. 
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I have seen it go 35 days and people get quite upset and we 
are upset, too. But in any event, the stock comes in to us 
and then in the normal course of events we take that stock 
and we send it to the transfer agent for the company asking 
the transfer agent to transfer that certificate out of the 
name into which it came into which it was when it came in 
to us and into our customer's name because he wants to hold 
the certificate. 

The Court: Generally to the customer. 
The Witness: Generally comes back to us, Your Honor. 

The physical certificate is mailed by the transfer agent 
back to us and we in turn deliver it to the customer. 

The Court : If it's transferred directly from the seller, or 
dealer, to your customer-

The Witness : Yes. 
page 81 r The Court : I don't mean delivery, but the 

name transfer on it-
The Witness : Actually, as you know, what they do, they 

don't scratch out a nam e on the certificate and issue a com
pletely new certificate and destroy the old one. 

By Mr. Sachs: 
Q. Now, what is the other alternative on that ~ 
A. A gr eat many customers, particularly those customer s 

who have reasonably active trading accounts as opposed to 
long term investment accounts, don't want to go through the 
trouble of having the securities transferred into their name 
and then when they want to sell them having them trans
ferred out of their name again. They say will you please 
keep them registered for me for my account in what is 
known as street name. These are fully paid for certificates, 
r egist ered in street name. Now, street name means the name 
of a member firm of the New York Stock Exchange, and in 
this case, instead of asking the transfer agent to transfer 
the shares into the name of the customer himself and sending 
him the certificates, we would ask him to transfer it into our 
street name, IE, Francis I. duPont and Company, and th en 

when it came back we would take the certificate 
page 82 r and put it in our vault, in a segregated part of 

our vault. These are customer s' fully paid for 
certificates, and ther e they sit. Now, if this happened to be 
a margin account it would be a littl e different, but this is 
the cash account. 
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Mr. K elly: Excuse me. I want to make sure that you 
weren't misheard. You said "if it wer e a margin account" 1 

The Witness : If it wer e, which I believe this was not. 
'rhe procedure would be a little different, but in a cash 
account that's th e way it works, but in some future time 
the customer changes his mind and wants the phy ical certifi
cate, we go down to the vault, we pull it back, we send it 
down to the transfer agent, say please put it in the cus
tomer 's name, we'll hip it out to the customer. 

By Mr. Sachs: 
Q. So actually you have an internal accounting system 

when you hold stock in the street name that t lls you how 
many of those shares actually in your name belong to cus
tomer A, B, C and D 1 That's an internal accounting matter 1 

A. That's what we call bulk egregation, and 
page 3 ~ that's right. You keep a r ecord-you have all the 

certificates in one group of one company, and then 
you have a r ecord of that group, which may be ten thousand 
shares of stock, fi ve thou and beloncing to Mr. Jones and 
thirty-five hundred to Mrs. Smith and so forth . 

Q. All right. 

The Court : Let's get to this particular case. Now, wer e 
the stocks in this instance held in the street name 1 

The ·witness: I believe they were held in th e street name, 
Your Honor, yes. 

The Court : All right. 
Mr. Sachs : That's all I have of this witness, sir. 
Just one moment. 
That's all I have. 
The Court : All right. Any questions at this time, Mr. 

K elly? 

* * 

page 84 t 

* * 

CROSS EXAMINATION (Adv.) 

By Mr. Kelly : 
Q. Mr. Young, in regard to the questions concerning the 
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stocks about which you can and those about which you can't 
in your r esearch department find any information, is there 
anything unusual about not being able to learn anything 
about a stock that some customer has asked you about 1 

Mr. Sachs : Your Honor please, I would like to object to 
that on two grounds. One, it's leading, and two, it calls for 
a conclusion of the witness. 

Mr. K elly: I don't under stand the objection, Your Honor. 
The Court: I'm going to permit it. Overruled. 
Mr. Sachs : He says if there is anything unusual about it, 

and I do object to it, sir. 
The Court : I take it what your question is directed to 

is is this a usual occurrence or is it not a usual 
page 85 r occurrence that you're unable to determine. 

Mr. Kelly : That's correct. 
The Court: Overruled. Go ahead. 
Mr. Sachs: All right. Note my exception, please, Your 

Honor. 
The Court: All right. 

A. It's an occurrence which with today's trading markets 
has been increasingly less unusual, if I may say. We have 
been flooded with orders for various stocks of unknown 
companies. That's been one of the complaints. I think you 
have heard the SEC say something about this in the paper, 
presidents of the stock exchanges say the same thing, and 
the head of the National Association of Securities Dealers. 
There was a time when you thought you knew most stocks 
that were being actively traded. That time has long passed, 
and we have lots of cats and dogs creeping in under the door 
that we never heard of before. 

* * * 

page 86 r 

By Mr. Kelly: 
Q. I would ask the witness whether the fact that there is 

no information available through a r esearch department 
would suggest to an experienced and careful broker that he 
should not trade in it 1 
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Mr. Sachs: Your Honor please, of course that would de
pend on the facts and circumstances and would r equire a 
hypothetical question, I believe, and I object to it. 

The Court: State it in the form of a hypothetical ques
tion, Mr. K elly. 

By Mr. K elly : 
Q. In a hypothetical case in which the member s of your 

r esearch department of a brokerage house have 
page 87 ( an inquiry about a stock which a customer wants 

to buy, and upon r evie·wing its files and all sources 
of information available to it finds no information about it, 
in such case, would a r easonably prudent broker find any 
grounds to consider that he should tell his customer not to 
trade in that stock 7 

Mr. Sachs : Your Honor please, I move to strike the ques
tion, and would object to any answer on the grounds that 
it's an incomplete statement of the facts if he purports t o 
apply it to this case, and it would be prejudicial and without 
basis in fact. 

The Court : No. This pertains, I think, to your question 
asked on direct. Overruled. Go ahead. 

Mr. Sachs : This is direct her e, sir. I was on cross-
examination. 

The Court : All right. sir. 
Mr. Sachs : My exception, sir. 
The Court: All right. 
Mr. Sachs : May I state my exception to the question ? 
The Court: I think you have, Mr. Sachs. 
Mr. Sac~s : No. With r espect to the material omis

swns. 
page 88 ( The Court: All right, sir. 

Mr. Sach s : First of all, it does not state that 
ther e wer e r epeated r equests for a period of nine months 
if he's attempting to relate it to this case. ' 

The Court : Overruled. Note your exception. 
Mr. Sachs : Your Honor-
The Court : Overruled. Note your exception. 
Mr. Sachs : All right. My exception is noted, sir. 

• • • • 
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page 89 r 
• • • • • 

By Mr. Kelly : 
Q. The hopothetical situation we have just suggested, is 

the fact that no information was available grounds for the 
reasonably prudent broker to decline to trade in the 
security ~ 

A. No. 

Mr. Sachs : Of course, my objection continues as to the 
subsequent question. 

The Court: Yes, sir. 
The Witness : May I explain my answer, Your Honor, at 

this point ~ 
The Court : You may explain your answer, yes. Go ahead. 

A. (Continuing) The fact that we can't get any informa
tion about a company doesn't prove it's no good. There are 
lots of sound companies that just have not had enough 
national interest to merit the attentions of our research de
partment, and frequently some of these companies are smaller 

companies and they don't put in any financial, 
page 90 r and for business and competitive reasons they 

aren't going to talk to you about it. It may 
be that your customer has private information of his own 
about the company unavailable to us and he wants to buy 
the stock. All we can say to him is if you think you know 
what you're doing, we can't r ecommend it to you, but you're 
over 21, go ahead and buy it if you want to. It's your choice. 

The Court : All right, sir. 
Mr. Sach : My objection to his answer and the explana

tion, sir. 
The Court : Yes, s.ir. 

By Mr. Kelly: 
Q. All right. Let me inquire on the subject now about 

the information that would be available if there were a 
current r egistration statement in effect. You will recall that 
Mr. Sachs asked you at considerable length about what 
would be in the r egistration statement. Now, r eferring to the 
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case in which you have for any customer conducted a suc
cession of trades spread over some months, in the first place, 
would there be in any such case any way for you to know 
whether there was a current registration statement in effect 
or not~ 

The Court : You said any way for you to know ~ 
Mr. K elly : Yes, sir. \Vould it be any way for 

page 91 r you to know ~ 
The Court: All right. 

By Mr. K elly: 
Q. If you had been executing trades in the stock for your 

customer, after the first trade would there be any way that 
you would know whether a current r egistration statement 
was in effect or not, or was on file'? 

A. We would surmise from the fact that no prospectus was 
deliver ed to us by the broker from whom we bought the 
stock for the account of our customer that this was not a 
r egister ed-

Mr. Sachs: Your Honor please, I object to any surmise. 
The Court: Just a moment. 

A. (Continuing) - that this was not a registered offering 
and was just part of a trading pattern on the part of that 
broker from whom we bought the stock. 

The Court: All right. Now, wait just one minute. Mr. 
Sachs~ 

Mr. Sachs: I object to any surmise or any answer which 
states a surmise or a guess or conjecture on the part of t.h e 
witness. 

The Court: \Veil, we do not want conjecture 
page 92 r about the issue. If you know what this would 

indicate, then by all means t ell us. 
The \Vitness : \Vell, I would like-
The Court : If you do not know what it would indicate and 

must guess at it, then do not give that answer. 
The \Vitness : ·w en, I would like to take away the word 

"surmise." In any fully r egister ed offering, Your Honor, 
the seller under the SEC law is r equired to deliver a copy 
of the prospectus to the purchaser in connection with the 
sale. That's the purpose of the prospectus. So if no porspec-
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tus arrived, you would assume either that the seller was 
violating the law, which is improbable, or that it was not a 
sale under a r egistration statement. 

Mr. Sachs: Your Honor please, I ask the Court to instruct 
the witness to r efrain from the conjecture, assuming this, 
it's improbable, and all those sort of things. 

The Court: I think we have the ans·wer to the ques tion. 
Anything else, Mr. K elly1 

Mr. K elly : Yes, sir. 

By Mr. Kelly: 
page 93 r Q. \Vell, now, if there was not a current regis-

tration statement in effect, would there be any 
hope of obtaining any useful information by getting in touch 
with the Securities and Exchange Commission about some 
possible-

A. The answer is no, to this extent: that a r egistration 
statement, as I think I testified before, relates to an offering 
of a particular block or group of securities by a particular 
person or company at a particular time, and all of the facts 
of the r egistration statement relate to that particular time 
and the circumstances of that particular offering. The fact 
that at some earlier period, five years ago, the company at 
one previous time or another officer of the company had had 
a registration statement filed covering his then offering has 
nothing to do with what is happening right now. The com
pany may have rolled up hill or down hill in fiv e years. 

Q. Well, are there, among these fifty thousand, or what
ever the correct number is-no one actually knows the num
ber of securiti es being traded in the market today, but I 
believe we both used the question of possibly fifty thousand 
or more. Now, among those is there a r egistration statement 
filed with r espect to those distributions of some part of its 

shares for every one of those s tocks~ 
page 94 ~ A. No. The answer is no . 

* * * * 

page 97 r 

* * 

By Mr. Kelly : 
Q. Mr. Young, within your experience has it ever he en 
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the practice of the r esearch department of Francis I . du
Pont in seeking information concerning any security to seek 
that information if they could not find it in their own library 
and their own files from the Securities Exchange Com
mission~ 

A. Rarely, if ever. 

The Court: What was that answer~ 
The Witness : Rarely, if ever, Your Honor. 
Mr. Sachs: Your Honor please, I object to the question and 

the answer because of its leading nature, sir. 
The Court : Overruled. 

page 98 ( Mr. Sachs : My exception, sir. 

By Mr. K elly: 
Q. Can you explain why they would not do that~ 

Mr. Sachs: Excuse me. I did not hear your question. 

By Mr. K elly : 
Q. Can you explain why your research department would 

not, as counsel has asked you about, why they would not 
r esort to the-

Mr. Sachs : Now, I object to that. That would strictly call 
for a hearsay conclusion on the part of this witness who is 
not a member of the research department, and he would have 
to be r elying on a guess, really . 

The Court : Let me ask you, sir , if in your capacity with 
the Francis I. duPont Company you would be able to answer 
this question ~ Do you have the information sufficient to 
answer this question of your own knowledge, or would yon 
be relying upon what somebody else told you ~ 

The Witness : I believe I can answer that question of my 
own knowledge, Your Honor. -While I'm not a 

page 99 ( member of the r esearch department, I do work 
very closely with it. I also happen to run the office 

of the SEC wher e broker s could if they wanted to come in 
and look at files. 

The Court : All right. I'll permit it. 
Mr. Sachs: My exception, sir. 

A. Brokers rely upon the compendiums, the condensations, 



L. J . Northrop v. Edmond duPont, et al., etc. 25 

Llewellyn P. YoU!Itg 

the summaries prepared with r espect to all of these SEC 
filings by Standard and Poor's and Moody's. In my experi
ence, neither we as a brokerage firm or any other brokerage 
firm except on the various occasions will call the SEC for 
information because then if the SEC has it it's already in 
Moody's or in Standard and Poor's. 

By Mr. K elly : 
Q. Well, suppose you happen to know or learn by any 

means that a security being traded openly on the market 
had never had a r egi tration statement filed in respect of 
it. \Vould that indicate to you any r eason why you should 
not trade in it ¥ 

Mr. Sachs : If Your Honor please, that's a leading ques
tion once again, sir. This is Mr. Kelly's witness now. It's 
the defendant and I object to his leading his client. 

Mr. K elly : I do not intend to be leading, I can 
page 100 ( assure Your Honor of that. I would like to ask 

whether the '.vitness can say what indication
what that would indicate to him, if anything, in r espect-

-The Court : Well, now, what we have to get, you see, for 
the r ecord, is a definite question and a definite answer. Sup
pose you ask the definite question and then let Mr. Sach s 
object. All right. 

By Mr. Kelly : 
Q. Mr. Young, if you wer e seeking as a broker informa

tion about a stock and happen to know from any source that 
ther e had never been a r egistration statement filed in respect 
of that stock-

The Court : Now, let me interrupt you, Mr. K elly. Are 
you speaking of a r egist ration in the sense that we were 
discussing, that this witn ess 'Nas discussing when Mr. Sachs 
objected ¥ Where registration is r equired under his under
standing of the law. I s that what you wer e asking¥ Is that 
what you are inquirin O' about ~ 

Mr. K elly : I'm referring to r egistration under Section 
5 of the Securities Act of 1933. 

The Court: Where the witness had testifi ed the 
page 101 ( three instances where the registration was r e

quired 7 
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Mr. K elly : That is it. 
The Court: All right, sir. Go ahead. 

By Mr. K elly : 
·Q. And if you wer e aware that this security which is being 

traded openly in the market on the stock exchange or in the 
over-the-counter department, that about that security ther e 
had never been a registration statement, what significance, 
if any, would that have to your mind as an experienced 
broker ~ 

Mr. Sach s : Now, again, objection as to the leading ques
tion, if Your Honor please. 

The Court : Overruled. 
Mr. Sachs : My exception, sir. 

A. That in my judgment would not be at all r emarkable. 
Ther e are thousands of such securities. I think we have to 
r emember that the major stock exchanges wer e founded 
long before the SEC came into existence. As to the companies 
then on those exchanges with outstanding securities, there 
was no need to file the type of r egistration statement that 
you describe. Since that time a great many companies have 
come onto the market and sold their securities openly-

The Court : You mean since the time of the 
page 102 r Security Exchange law ~ 

The Witness: 1934, Your Honor. 
The Court: Yes, uh-huh. 

A . (Continuing ) The securities come out in any one of a 
number of ways. Each of the r egional offices of the Commis
sions process some things which are called r egulations, which 
are small public offerings of three hundred thousand dollars 
or less. At one time ther e wer e hundreds of those a year 
coming out. None of those securities was r egistered. None 
was subject to r egistration. Ther e are special exceptions or 
control people who can sell during any one month-any 
six-month period up to one per cent of the issues in outstand
ing stock in their company, even though it is controlled stock. 
If they wanted to sell much more than that they would have 
to file, so they sell up to that amount. Ther e are private 
placements in substantial amounts wher e the people who buy 
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the stock in private placements, so-called non public offering, 
they've satisfi ed their investment content. They're not con
trol people of the company. They're free to sell without going 
through a r egistration statement. An example we s e more 
and more these days-

Mr. Sachs: Your Honor please, I would ask-
The Court: I think you answered the ques

page 103 ~ tion . Go ahead. 

By Mr. K elly : 
Q. Since we have been talking about stocks generally which 

are being traded, is Interamerican being traded on the mar
ket ? 

A. Yes, it is. 

Mr. Sachs : Your Honor please, I object to that question a 
to whether or not it's a lawful trade. 

A. (Continuing) And it's being traded lawfully right now. 

Mr. Sachs : That's your opinion, sir. 
The \iVitn ess : It certainly is. 

• • • * • 

page 104 ~ 

• * * * * 

Q. You mad e r eference in your testimony this morning to 
the pink she ts. Can you tell the Court and jury who su h
scribes to the pink sheets 1 

A. Almost all broker dealers who are member s of tlw 
National Association of Securities Dealer s, which is a com
bination trade association and regulatory body. T.he sheets 

themselves are put out by the National Quota
page 105 r tion Service, which I think is now a subsidiary 

of Commerce Clearing House, but all broker 
dealer s who are engaged in that kind of over-the-counter pur
chases or sales in behalf of their custom er s have to snh-
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scribe to the pink sheets in order to find out who is making 
a market in what. 

* * * * 

page 107 ~ 

* * * * 

Q. Is it public information or private information when a 
broker offers through the pink sheets-

A. It's clearly public information. These sheets, our num
ber of subscribers are somewhere between :five and ten thou
sand, and they go to banks and brokerage houses. 

* * * 

page 110 ~ 

* * * * 

By Mr. K elly: 
Q. Yes, su. Have brokers been offering to 

page 111 ~ buy and sell Interamerican through the pink 
sheets daily since February of 1967 ~ 

A. Except for the period of the Commission's suspension 
of trading. I forget the exact date of that, but except for 
that period when trading was suspended briefly by the Com
mission, the answer is yes. 

* 

page 113 ~ 

* * 

Q. All right, sir. You say ther e are some companies listed 
and unlisted which never :filed a registration statement as 
required by the Securities Act of '33 ~ 

A. Uh-huh. 
Q. All right, sir. Some of those went on the market be

fore the Act was passed in 1933 ~ 
A. That's correct. 
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Q. And since then there are some other small exception 
A. I wouldn't necessarily call them small. I would suspect 

that most of the stock now being traded in the 
page 114 ~ United States was never originally t.he subject 

of a r egistration statement. 
Q. Correct me if I'm ·wrong. You said it was small. 
A. Well, I said another word for r egistration :filing is a 

small issue :filing, three hundred thousand dollars and more, 
but I didn't say the aggregate number was small . 

• • • • • 

page 116 ~ 

• 

Q. Now, my question, sir, is did your research-my ques
tion specifically is you don't know whether or not your re
search people determined or made any effort to determine 
whether or not the securities or shares of Interamerican In
dustries, Limited was a security which :fit th qualifications 
or terms of conditions of any of the exceptions you can 
imagine or know of, do you 1 

A. I'm quite-
Q. Yes or no, sir. 

The Court: That i if you can answer yes or no, and then 
explain. 

A. (Continuing) Yes. Now, the answer is I'm sure they 
did not, and I'm sure no other r esearch department could 
do it either. 

By Mr. Sachs: 
Q. Wait a minute. That's all. 

Mr. K elly : Let him explain it . 
The Court: H e may explain . 

A. This i not an area which is of concern to any research 
department. Once securities have r eached the 

page 117 r hand of public investors, you and me and the 
ladies and gentlemen of the jury, it's free stock 

in our hand, it 's freely traded. 
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* '~ * * * 

page 119 ~ 

* * * * * 

PHILLIP CLARK, called as an adverse witness, having 
been first duly sworn, was examined and testified as follows: 

DIRECT EXAMINATION (Adv.) 

By Mr. Sachs : 

* * * 

page 123 ~ 

* 

Q. All right, sir. Now, did you make any inquiry into the 
nature of the corporation 1 

A. vVe did at some time during these transactions, yes . 
Q. I meant you per sonally, sir. 
A. I don't r ecall whether I did per sonally or one of the 

men did at my r equest. 
Q. All right. 
A. Y.l e were asked several times by clients to try to find 

out some information on the company, which we tried to 
do. 

Q. And Mr. Northrop wasn't the only man trading in this 
security, was he1 

A. No, ther e wer e other people. 
Q. How many would you estimate 1 
A. It's difficult to estimate. Approximately 20, somewher e 

in that area. 
page 124 ~ Q. Trading with your office in the security 1 

A. Yes. 
Q. Now, is it your r ecollection, sir, that this trading 

started in August of '66 ? 
A. Yes, I believe that's the date. 
Q. Now, did you personally, or did you have someone in 

your office make inquiry of your research department in 
New York to determine what they could find out about 
this stock¥ 
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A. Vv e made inquiry from our office, yes, at the request 
of some of our customers. 

Q. And you found nothing the first time~ 
A. That's correct. 
Q. Well, did the research report back to you W 
A. Indicated they could find no information. 
Q. Now, did your customers again ask for information 

at a later date ~ 
A. Oh, yes, r epeatedly. 
Q. Repeatedly over a period of months then your cus

tomers did ask for information concerning this corporation W 
A. Well, ·weeks or months, yes, sir. 

* * * 

page 125 ~ 

* 

Q. Now, when nothing could be learned from your securi
ties ' research department in New York, did you give your 
account executives any specific instructions on how to handle 
or treat Inter american Industries W 

A. I don't r ecall any specific meeting that we had on it. 
\¥ e definitely were not inter ested in encouraging 

page 126 ~ anyone to purchase stock in this company that 
we couldn't find out anything about. Our library 

contained no information, and our local library didn't either , 
and our r esearch department could find none, so we had no 
interest in it. 

Q. All right, sir. Jow, do you recall talking to one man 
in particular and askina him "\l\Thy are you dealing in thi s 
junkW" 

A. Yes, I do as a matter of fact . 

* 

page 127 ~ 

* * 

Q. Well, actually, didn't he tell you that the stock had 
good potential because they were dealing in r esearching a 
birth control pill ~ 
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A. No, I don 't think so. I don't r ecall that. 
Q. All right. I don 't mean to contradict you, sir, but T'll 

ask you to look her e. Do yon r emember giving a deposition 
on F ebruary 13, 1968 ~ 

page 128 ~ A. Yes, sir. 
Q. I know your memory can fail you on that. 

Starting at Line 8, sir, I'll ask you to r ead that and ask you 
if you can refresh your r ecollection. 

A. Line 8 over in the left border ~ 
Q. Yes. 
A. "There is one man in particular, I r ecall his order he

cause I said 'Why are you dealing in this jnnk,' anrl he 
says, 'I hear that th e stock has good potential because of tlw 
possible use of a birth control pill '." 

Q. And then your answer was~ 
A. "It's your money, shoot." 
Q. All right. Now, what steps do you take, or what steps 

are taught to you, both as an acconnt executive and as a 
manager, when you r each that position- what steps are 
taught to you for the protection of your investors wh en 
you find that they'r e dealing with this type of security like 
Interamerican Industries, Limited, whic.h you say yo n 
couldn't find any information on ~ 

A. W ell, in many cases- in all cases, we will discourage 
its purchase. In many cases we could very well r efuse to take 
an order, depending on the client. If the client was the type 
that would deal in this type of junk, then we probably would 
try to serve him. 

The Court: Was the purchase of this stock 
page 129 ~ discouraged or encouraged, this particular 

stock~ 
The Witness : In many cases, sir, it was discouraged, and 

in no case to my knowledge was it ever encouraged because 
we didn't r eally know anything about it and we just couldn't 
encourage the purchase of something we didn't know any
thing about. 

* * * * * 

The Court: May I interrupt you one moment, Mr. Sachs. 
vV as there ever any solicitation to sell, that is, 

page 130 ~ solicitation of the E. I. duPont's clients to pur
chase this particular stock ~· 
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Mr. Sachs : If Your Honor please, we are-

A. No, sir. 

Mr. Sachs : Excuse me. If I may interj ect, we are going 
to take the position that this may be a legal question, and so 
I don't know if it's competent for the witness to answer. 

The Court : Well, I'm going to permit the question. 
Mr. Sachs : I know I'm in trouble. Note my exception, sir. 
The Court: All right, sir. 
The Witness : No, sir, we didn't solicit or encourage anyone 

to buy the stock. 
The Court: All right. 

page 131 r 

Q. All r ight, sir. Now, you make commissions on each pur
chase, don't you, that Mr. Northrop makes through you r 
office~ 

A. Yes, we would charge a commission on each 
page 132 ~ purchase and on each sale, yes. 

page 134 r 

• * 

Q. All right, sir. Now, if this security were unregistered, 
sir, based on your training with the company would you have 
sold i t to a customer of yours if you knew it to be unregi -
tered ~ 

A. \iVhat do you mean by unregister ed, sir ~ 
Q. Well, not registered in accordance with th e requi r e

ments of the Securities Act of 1933 under Section 5 of that 
Act. Is that more specific, sir. A registration certificate 
requir ed on the issuance of a public offer ing of stock in 
Inter state Commerce~ 

A. To my knowledge ther e was no public offerincr at this 
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time on the stock. There was no registration statement r e
quired on these sales to my knowledge. Is that what you 
meant, sir~ 

Q. Well, if that's your answer today, I'm going to ask you 
once again, sir, if you r ecall t estifying on February 13, 1968, 
at the offices of Howell, Anninos and Daugherty~ 

A. Yes, sir. 
page 135 r Q. And I will ask you, sir, whether or not you 

made this statement at that time ~ This was on 
Page 46, Mr. Kelly, at Line 17. 

"Question: Have you been told not to make purchases 
in securities which are unregistered ~ " 

This is by Mr. Mastracco. 
"Answer: You are talking about now from the duPont 

Company~ 
"Question: From the duPont Company. 
"Answer : From my training ~ 
"Question : Yes, sir. 
"Answer: Not to make purchases of the stock that is un

registered ~ 
"Question: Uh-huh. 
"Answer: If we have knowledge of that fact then we 

would not make purchases in it." Did you make that state
ment, sir ~ 

A. Yes, sir. 
Q. \ iVas ther e any confusion in your mind then about what 

was meant by r egistration ? 
A. Absolutely. This followed about three .hours or some

thing of questions and answers, at which time we talked 
about r egistration and unregistered, and r egister ed, and 
ther e was a great deal of confusion about that question. I 
think you will find it in ther e, sir. 

page 136 r The Court: V-l ell, you may explain your answer 
if you have any explanation for it, or if you do 

not. 

A. (Continuing) If a r egistration statement was neces
sary on a particular sale I would know about it, and then I 
would be concerned about r egistration. 
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Q. Let me ask you whether or not it is a fact, sir, that at 
the taking of this deposition over continued objections by 
your attorney, Mr. Kelly, you were asked time and time 
again whether or not you knew it was unlawful to sell un
r egister ed stock 1 I sn't that correct 1 

A. There was a lot of discussion on it, sir, yes, sir. 
Q. About the sale of unregistered stock because it wa un

lawf ul. Those questions were objected to; is that correct ? 
A. There was legal, lawful and a lot of other words. 
Q. Right. And then ultimately this question was asked 

to you on P age 47: "Have you ever been told not to make 
purchases in securities which are unregistered ~" And you 
said, "You mean according to my training with du-

P onU" 
page 137 ~ "Question : Uh-huh. 

And you said, "If we have knowledge of that 
fact we would not make purchases in it." 

Did you not make that statement . 
A. Yes, sir, and I wouldn't make purchases in it. 
Q. All rig}1t. Thank you, Mr. Clark. 
A. Yes, sir . 

* * * 

page 139 ~ C. JORDA J BALL, JR., called as an adverse 
witness, having been first duly sworn, was ex

amined and testified as follow : 

DIRECT EXAMINATION (Adv.) 

By Mr . Sachs : 

* 

page 145 ~ 

* * 

Q. Did you ever ask your r e earch department for infor
mation on Interamerican 1 

A. Yes, sir. 
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Q. And did they ever furnish you with any information 1 
A. W e never received anything from our research depart

ment concerning Interamerican. 
Q. And did you tell Mr. Northrop that you never received 

anything~ 

A. Yes, sir. 

page 148 ~ 

* * * 

LEWIS J. NORTHROP, the plaintiff, called as a witness 
on his own behalf, having been first duly sworn, was ex
amined and t estifi ed as follows: 

DIRECT EXAMINATION 

By Mr. Sac.hs: 
Q. You're going to have to speak up, sir, and slowly and 

distinctly because the speakers aren't on yet. 
Tell us your name, please, sir 1 
A. My name is Lewis J. Northrop. I'm generally known, 

however, as Lew. 
Q. All right. And your age, sir1 
A. 77. 
Q. And where are you employed 1 
A. I'm retired. 
Q. From what business 1 
A. I'm retired from the sporting good business. 

page 149 r 

* * * * 

Q. \Vhen did you fir st become interested in the stock mar
ket, sir 1 

A. After I had r etired and I talked to my banker and he 
suggested that perhaps I might be interested in securities 
and trading and so on, so I went down to visit Mr. Clark at 
his suggestion. 

Q. At the banker's-



L. J. Northrop v. Edmond duPont, et al., etc. 37 

L ewis J . N orthr·op 

A. At the banker 's suggestion, Mr. Paul Brickey. 
Q. And when was that ? 
A. In 1966 I believe. 
Q. When, sir ~ 

A. No, pardon me. Around 1962 perhaps. 
page 150 r Q. All right. Now, had you ever traded in the 

tock market before then ? 
A. No. 
Q. Now, since that time have you had your account with 

Francis I. duPont~ 
A. Basically, yes. 
Q. Now, who did you begin trading with at Francis I . du-

P ont when you began trading with duPont ~ 
A. Mr. Phil Clark. 
Q. And how long did you trade with him ~ 
A. Not too long. And then he refer r ed me-he said, I have 

a new man with us, Mr. Jordan Ball, and I would like to turn 
your account over to him, which I said would certainly be 
atisfactory. I knew Mr. Ball, kn ew him as a kid, a golfer. 

I knew he was a fine boy, o I aid that would be perfectly 
all right with me. 

Q. All right. Now, did you then begin to trade with 
Jordan Ball ? 

A. Yes. 
Q. Did you ask and r eceive information and advice from 

Mr. Ball on securities purcha es ? 
A. Yes, I depended on him ntirely because I'm an amateur 

in the fi eld, and naturally I went to an expert who is a pro
fessional and trusted him, trusted l1is organiza

page 151 ~ tion for the information I would need in trading 
with my money. 

Q. What affect did duPont' research department have on 
your keeping your account with them ~ 

A. W ll, I r eally knew very little about-in fact, I've heard 
more today about the s tock market than I ever knew really. 
I didn't know what the function of the r esearch rl partm0nt 
wa . 

Q. All r io-ht, sir. Then T take it you were dealing prim arily 
with Mr. Ball ? 

A. Dealing with him, definitely. 
Q. Whatever his source wer , you were counting on him. 
A. Definitely. 

• 
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Q. I meant what was the nature of your investment objec
tive~ 

A. Well, actually, because of my age, it certainly wasn't 
any sense for me to buy stock for the next 10 or 

page 152 ~ 20 years, so I figured if I could make money in 
the market by trading I would and which I did 

m many cases. 
Q. All right, sir. Now, did you ever give Mr. Ball a sum 

of money to be used at his discretion for trading commodi
ties~ 

A. Yes, I did, and I knew nothing about commodities. Jor
dan said, Mr. J orthrop, why don't you try dealing with 
commodities, sometimes you can make a lot of money. I said, 
Jordan, I know nothing about it, go ahead, take four thou
sand dollars and trade. H e started trading in potatoes-

* * * 

page 154 r 

* * * 

Q. All right. Now, did you ever give Mr. Ball a sum of 
money to buy and sell stocks at his discretion ~ 

A. Yes, I did. 
Q. When was that, sir ~ 
A. Ten thousand dollars. 

* 

page 155 ~ 

* * * * 

Q. All righ t. Now, did you r equire Mr . Ball to call and ask 
your permission and authority to buy or sell any security~ 

A. No. I told Jordan to go ahead and buy what he wanted 
and sell it, and that was it. 

Q. Did you at the same time continue to trade for yonr 
own account ~ 

A. Yes. 
Q. Did ther e come a time, sir, when you went to Mr. Ball 

to buy a stock known as Interamerican Industri es, Limited ~ 



L. J. N ort.brop v. Edmond duPont, et al. , etc. 39 

L ewis J. Northrop 

A. No, I didn't go to him. I called him over the telephone. 
Q. Now, did you call him for that 1 

A. Yes, I called him. 
page 156 ( Q. And did you ask to purchase a lot of it ~ 

A. Yes. 

page 159 ( 

The Witness : The buy date is 8-10. The trade date-pardon 
me. This is hard to read. But anyway, the trade date was 
actually 8-10-66, and then ther e's another date which you 
have to pay for it, which is the 16th. I bought five hundred 
Interamerican Industries at two and five-eighths, I paid 
thirteen hundred twenty dollars fifty cents, commission was 
forty-one twenty-five. 

By Mr. Sachs : 
Q. Was that your first purchase~ 
A. Yes. 

The Court : That's the fir st purchase of this particular 
stock, or the first purchase of any stock through this broker ~ 

The ·witness : This particular stock. 
The Court: All right. 

page 160 ( The Witness : Yes, sir. 

By Mr. Sachs: 
Q. With duPont~ 
A. Yes, sir. 
Q. All right. Now, thereafter, sir, did you continue to buy 

and sell this security~ 
A. Yes, I did. 
Q. Did you ask Mr. Ball at an~r time, sir , to find out what 

he could for you about the nature of the corporation ~ 
A. Yes, I did. 
Q. Did you ask him on one or more occasion s~ 
A. Manv occasions. 
Q. Was-h e ever able to r eport anything to you, sir ~ 
A. No, H e never co11l d say, he never told me to buy or to 
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sell, in that sense that he never could tell me what to do, but 
he certainly knew how the stock was moving because I was 
buying and selling it. I was on the market several times 
and went back in. I never was told not to go back in. 

Q. All right, sir. 
A. I depended on Mr. Ball and his organization fully. 

page 161 r 
• • • 

By Mr. Sachs: 
Q. Were you ever told, sir, during the time that you were 

buying and selling the stock that the stock was not one which 
had been registered with the Securities Exchange Commis-
ion 1 

A. I don't quite under stand that either. 
Q. All right. 
A. I know I wouldn't have bought it if it hadn't been 

r egi ter ed. 
Q. Were you ever told it wasn't registered 1 
A. No, sir. 
Q. Would you have bought it if you had known ? 
A. No, sir. That would be the dog the man was talking 

about. 
page 162 ( Q. That would be the dog. Now, at the end 

of the trading how many-when the stock was 
suspended by the Securities and Exchange Commis ion, 
how many shares of stock w re you left holding1 

A. Seven hundred. 
Q. And do you know what the cost to yon of those seven 

hundred shar es of stock was, sir ~ 
A. Well, it's over ten thou and dollars . 

* * 

page 163 r 

Q. Now, I hand you, sir, what has just been identified and 
admitted into evidence as Plaintiff's Exhibit 4, and ask you 
whether or not in that fo rm yon can tell u the number of 
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shares which you purchased and the price at which you 
purchased them which were remaining in your possession on 
the day trading was suspended in the stock by the SEC? 

A. There were seven hundred shares remaining, three hun
dred at twelve and a half, two hundred at seven and a half, 

one hundred at eighteen, one hundred at 
page 164 ~ eighteen and a half. That's it. 

Q. That totals how many, sir? That's seven 
hundred shares? 

A. Seven hundred shares. 

page 165 ~ 

Q. Do you know how many buys you made or how many 
sells? You can count them up from that r esume if you like. 

A. I can tell fairly well. I did make a misstatement when 
I was examined- I did get confused in the number of trades 
and buys. Actually I bought forty-nine hundred shares and 
sold forty-two hundred shares, and I think I traded-I 
bought twenty-two times and sold thirteen times. 

Q. So you bought twenty-two times and sold thirteen times 1 
A. Yes. 
Q. All right, sir. 
A. That was over a period of eight months. 

page 166 ~ 

CROSS EXAMINATION 

By Mr. Kelly: 
Q. Mr. Northrop, I understood you to say that you 

wouldn't have bought Interamerican Industries if you had 
thought it was unregister ed ? 

A . Sir, no, I would not have. Now, wait a minute. I would 
say this: I would not have bought it had I known it was an 
illegal stock being brouO'ht in from Canada, we'll say that. 
I don't know what r egistration means. Until today. T found 
out. 
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Q. If you had known that it was an illegal tock, what do 
you mean by that, sir ~ 

A. \Vell, it was a bootleg stock. It was proved later it 
was. I certainlv wouldn't have touched it. I wouldn't have 
bought it, I wouldn't have been interested in it certainly. 

Q. You do not know that now, do you ~ 
A. Oh, yes. 
Q. How do you know that~ 
A. Well, because the FCC stopped trading in the stock and 

it was more or less proven that it was brought in her e 
through illegal channels. 

Q. W ell, they started again, did they not, after an in 
vestigation ~ 

page 167 ( A. Oh , that's a very fin e time to do it, of 
course, but I wouldn 't know the legal phases of 

that or why it was done. 

* * 

page 172 r 

* 

Q. I haven't made any suggestion that any thing is wrong 
with what you've done at all. I'm not trying to suggest that. 
I want to inquire though if it would be fair to say that vou 
have bought as many as thirty or forty different stocks~ 

A. Yes. 
Q. Is that fair enough~ 
A. Oh, I've bought more than that. 
Q. Now, with how many of them did you r eceive a prospec

tus~ 
A. I didn't bother with that. That's their bu siness to look 

after that. I don't know what a prospectus is, until today. 
They tell you what you have to do. 

Q. Well, be that as it may. Did you ever yourself, sir, re
ceive a prospectus in r espect of any one of those stocks~ 

A. I can't say that I did. If I did-beg your pardon. 
Q. Since you have testified that you had the idea yourself 

that there was something illegal about this, would you sug
gest that every stock you ever bought was an 

page 173 ( illegal sale~ 
A. Oh, I wouldn't say so. They wouldn't be in 
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business if it were true. duPont wouldn't be in business if 
that were true. 

• • • • 

page 203 ~ 

• • • • • 

The Court: All right, gentlemen. Have you anything fur
ther~ I'm prepared to rule on this. I'm going to sustain the 
motion. I do not feel that the particular transactions made 
out by this evidence come within the statutes, either federal 
or state. There has been no proof her e of misr epresentation 
under the appropriate provision of the Act. I believe the 
provision is 77k. Moreover, it appears that the transaction 
her e is exempt, both in Virginia 1514, and under the F ederal 

Code, 77d, so insofar as the statutory and the 
page 204 ~ fraudulent, or misrepresentation aspects of the 

case are concerned, the case does not come ·within 
the statute under the evidence her e. Insofar as the issue of 
negligence is concerned, the Court need only say that in this, 
and in all cases, negligence is not presumed, nor may it be 
based upon speculation, but must be proven, and there is no 
proof of negligence in thi s case on the part of the plaintiff. 
The plaintiff in the case has stated in his testimony that the 
defendant could give him no information and was unable to 
advise him about this. I think he put it in the words, "They 
could not tell me what to do with this stock." I think it's 
perfectly clear that this was an over-the-counter proposition 
in which Mr. Northrop, perhaps unfortunately, but neverthe
less in fact was dealing in a highly speculative stock, and he 
was not encouraged, nor was the sale of this stock solicited 
by the defendant, and the motion will be sustained, summary 
judgment will be entered for the defendant, and when the 
jury comes in tomorrow I will r elease them . 

• • • • • 

A Copy-Teste: 

Howard G. Turner, Clerk. 
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