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LIANT, Cal. Bar No. 229992

E-mail: mccoyj@sec.
CATHERINE W_B
E-mail: brilliantc@sec.gov

Attorneys for Plaintiff o
Securities and Exchange Commission
Rosalind R. Tyson, Regional Director

Andrew G. Petillon, Associate Regional Director

5670 Wilshire Boulevard, 11th Floor
Los Angeles, California 90036
Telephone: (323) 965-3998
Facsimile: (323) 965-3908

e ol

L1 :0lHY %2 d38 800

UNITED STATES DISTRICT COURT
CENTRAL DISTRICT OF CALIFORNIA

WESTERN

SECURITIES AND EXCHANGE
COMMISSION,

Plaintiff,

VS.

WEALTHWISE, LLC and
JEFFREY A. FORREST,

Defendants.

DIVISION

Cv08-06278 GAF (55

Case No.:

COMPLAINT FOR VIOLATIONS OF THE
FEDERAL SECURITIES LAWS
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Plaintiff Securities and Exchange Commission (“Commission”) alleges as
follows:

JURISDICTION AND VENUE

1. This Court has jurisdiction over this action pursuant to Sections 20(b),
20(d)(1) and 22(a) of the Securities Act of 1933 (“Securities Act”), 15 U.S.C.
§§ 77t(b), 77t(d)(1) & 77v(a), Sections 21(d)(1), 21(d)(3)(A), 21(e) and 27 of the
Securities Exchange Act of 1934 (“Exchange Act™), 15 U.S.C. §§ 78u(d)(1),
78u(d)(3)(A), 78u(e) & 78aa, and Sections 209(d), 209(e)(1) and 214 of the
Investment Advisers Act of 1940 (“Investment Advisers Act”), 15 U.S.C.
§§ 80b-9(d), 80b-9(e)(1) & 80b-14. Defendants have, directly or indirectly, made
use of the means or instrumentalities of interstate commerce, of the mails, or of the
facilities of a national securities exchange, in connection with the transactions,
acts, practices, and courses of business alleged in this Complaint.

2. Venue is proper in this district pursuant to Section 22(a) of the
Securities Act, 15 U.S.C. § 77v(a), Section 27 of the Exchange Act, 15 U.S.C.
§ 78aa, and Section 214 of the Investment Advisers Act, 15 U.S.C. § 80b-14,
because certain of the transactions, acts, practices, and courses of conduct
constituting violations of the federal securities laws 6ccurred within this district
and Defendants reside in this district.

SUMMARY

3. This matter involves the unlawful failure to disclose a conflict of
interest by WealthWise, LLC (“WealthWise”), an investment adviser based in San
Luis Obispo, California, and its owner and principal, Jeffrey A. Forrest (“Forrest”).
From April 2005 to October 2006, Forrest recommended that more than 60
WealthWise clients invest approximately $40 million in Apex Equity Options
Fund, LP (“Apex”), a hedge fund managed by Thompson Consulting, Inc. (“TCI”)
in Salt Lake City, Utah. Forrest told WealthWise clients that Apex would protect
their principal while generating 3% monthly returns through a purportedly
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innovative options trading method. Forrest failed to disclose, however, that
WealthWise had a significant conflict of interest. Pursuant to a side agreement
between WealthWise and the president of TCI, WealthWise received a portion of
the performance fee that Apex paid TCI for all WealthWise assets invested in
Apex. Investments from WealthWise clients comprised over 90% of Apex’s
assets, and between April 2005 and September 2007, WealthWise received an
estimated $388,401.80 in performance fees from TCI. Apex suffered massive
losses in August 2007 as a result of TCI’s risky trading strategy, and WealthWise
clients lost almost their entire investments.

4. By engaging in the conduct described in this complaint,

WealthWise and Forrest, directly and indirectly, engaged in acts, practices, and
courses of business in violation of Section 17(a) of the Securities Act, 15 U.S.C. §
77q(a), Section 10(b) of the Exchange Act, 15 U.S.C. § 78j(b), and Rule 10b-5
thereunder, 17 C.F.R. § 240.10b-5, and Sections 206(1) and 206(2) of the
Investment Advisers Act, 15 U.S.C. §§ 80b-6(1) & 80b-6(2).

5. The Commission brings this action for a judgment permanently
restraining and enjoining WealthWise and Forrest against future violations of the
federal securities laws, requiring an accounting, ordering disgorgement of unlawful
profits and prejudgment interest thereon, and imposing civil penalties against each
defendant.

THE DEFENDANTS

6. WealthWise, LLC is a California limited liability company and
investment adviser based in San Luis Obispo. WealthWise has been registered
with the Commission since December 15, 1997 and provides investment advisory
services from its main office in San Luis Obispo and branch offices in Ogden,
Utah; Westlake Village, California; and San Diego, California. As a registered
investment adviser, WealthWise must file with the Commission a Form ADV,

which requires the disclosure of certain material information about the investment
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adviser. WealthWise was required to provide prospective and current clients a

copy of either Part II of the Form ADV or a document containing at least the

information required by Part II.

7. Jeffrey A. Forrest, age 53, resides in San Luis Obispo, California.
Forrest established WealthWise in 1997 and is the firm’s president, chief executive
officer, and chief compliance officer.

RELATED NON-PARTIES

8. Apex Equity Options Fund, LP is a Delaware limited partnership and
hedge fund. Approximately $47 million was invested in Apex, which claimed to
use a “short straddle or strangle” strategy that involved writing offsetting puts and
calls on major stock market indices.

9. Thompson Consulting, Inc. is a Utah corporation and investment
adviser based in Salt Lake City. TCI managed Apex, and charged Apex a
performance fee of 25% of the gain in net asset value over each quarter.

THE FRAUDULENT FAILURE TO DISCLOSE

A. THE APEX OFFERING

10.  TCI first established Apex’s trading account in April 2005 and began
soliciting investors immediately. By June 2007, Apex had approximately $47
million in assets under management. TCI told investors that Apex’s investment
strategy was trading options in a “short straddle or strangle” by offsetting put and
call contracts on an underlying market index to obtain profits generated from the
premiums paid by purchasers of the options. TCI represented that Apex’s
investment strategy could result in annual returns of 36% and also represented that
any principal invested in Apex was not at risk.

11.  On or about March 2007, TCI began investing Apex’s funds in a
riskier manner than the one it had initially represented to investors. As a result,
Apex suffered massive losses, dropping from $39 million in value on July 31, 2007

(already down from the approximately $47 million in June) to about $315,000 on
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August 16.

B. WEALTHWISE AND FORREST’S INVOLVEMENT IN APEX

12.  Forrest invested nearly $40 million of WealthWise clients’ assets in
Apex, which constituted the vast majority of Apex’s total assets as well as
approximately half of WealthWise’s total assets under management. Forty-seven
of WealthWise’s clients had invested between 25% and 100% of their portfolios in
Apex when the fund suffered massive losses on August 16, 2007.

13. Forrest, as WealthWise’s president and chief executive officer,
controls the firm. Forrest selects all of the investments WealthWise recommends
to its clients. He learned about Apex in or about March 2005 from a business
associate. He then traveled to Apex’s Utah headquarters to conduct a half-day due
diligence session that, among other things, consisted of reviewing Apex’s private
placement memorandum (the “Apex PPM”) and questioning TCI principals about
the Apex PPM and Apex’s investment strategy. Forrest recommended Apex to
two WealthWise clients several days later.

14.  Forrest memorialized his decision to recommend Apex in a May 9,
2005 Letter of Engagement (the “Letter”) between WealthWise and TCL. The
Letter, signed by Forrest and TCI’s president, provided that TCI would receive a
performance fee set at 25% of Apex’s net realized profits, calculated and payable
quarterly. The Letter further provided that WealthWise would be paid one eighth
of TCI’s performance fee for all WealthWise clients invested in Apex, also
calculated and payable quarterly. TCI and WealthWise received a performance fee
in quarters where Apex profited but received no fee in quarters where Apex did not
profit. TCI paid WealthWise approximately $388,401.80 in performance fees over
the course of the relationship.

15. Nearly all of the WealthWise clients who invested in Apex were
referred by Forrest. From April 2005 through October 2006, Forrest recommended

Apex to WealthWise clients in a variety of ways, including one-on-one discussions
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