
Some of the country’s largest financial
institutions have agreed to a $90 million
settlement of a class action alleging that
the companies allowed the looting of trusts
set up to cover the medical and living
expenses of personal-injury victims.

None of the defendants, which include
Bankers Trust Co. of New York, Wells Fargo
& Co., and Bank of America, admits
wrongdoing. In a joint statement, they say
they’ve decided to avoid the further
expense, inconvenience and distractions of
litigation that has lasted four years. In re
Structured Settlement Litigation,
BC244111 (Los Angeles Super. Ct., filed
Jan. 29, 2001).

The $90 million resolution received
preliminary approval Dec. 3 from Los
Angeles Superior Court Judge Peter D.
Lichtman. Lichtman is expected to give the
final go-ahead this month.

Banker Trust will pay $53.6 million, U.S.
Trust Corp. $17 million, Wells Fargo $7.3
million, Bank of America $7 million and
Settlement Services Inc. $600,000.

Combined with earlier settlements
against other financial service providers —
Merrill Lynch & Co., Morgan Stanley and
NAB Asset Corp. — the total compensation
for the 250 plaintiffs is $134 million, which
amounts to a full recovery of losses,
plaintiffs’ co-counsel Roman M. Silberfeld
says.

“We were going to stand tough and make
sure we were made whole,” Silberfeld of Los
Angeles’ Robins, Kaplan, Miller & Ciresi
says.

The case stemmed from alleged abuses
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of trusts funded by personal-injury
defendants with U.S. Treasury bonds for
the benefit of plaintiffs harmed in traffic
crashes, botched medical procedures and
industrial accidents in the 1970s and
1980s.

The trusts were a form of structured
settlements that provided plaintiffs with
periodic payments over 20-to-30 years.
Over time, different institutions served as
trustee, with U.S. Trust taking over at the
end. The company managing the
disbursements also changed hands and
names over the years but eventually became
the Stamford, Conn.-based Stanwich
Financial Services Inc.

“For the vast majority of people, that
money was their lifeline,” Silberfeld says.

In November 2000, Stanwich stopped
paying disbursements of the structured
settlement proceeds. Stanwich had used the
bonds as collateral to secure a line of credit
from Morgan Stanley. When Stanwich
defaulted, Morgan Stanley sold the bonds,
and the payments to plaintiffs halted.

The plaintiffs filed suit over their missing
payments in January 2001. Class counsel
say their investigation revealed that a host
of financial institutions, over the previous
20 years, had either breached their fiduciary
duties as trustees or their contractual
obligations as companies servicing the
settlement proceeds.

Silberfeld says the defendants
disregarded the “irrevocable” nature of
the trusts by allowing the bonds to be
used as collateral in other investment
schemes.

Stanwich filed for bankruptcy
reorganization in June 2001. As part of the

settlement this month, the plaintiff class
assigned its rights to Bankers Trust to
prosecute claims against Stanwich in
bankruptcy court, Bankers Trust counsel
Charles A. Gilman of New York’s Cahill
Gordon & Reindel says.

“Bankers Trust will pursue the bad guys,”
Gilman says. “The debtor in bankruptcy will
pay us.”

Gilman stresses that the defendants in the
recent settlement never depleted the funds.

“None of them took a penny,” he says.
Stanwich’s bankruptcy counsel declined

to address the claims of looting or of whether
his client is one of the “bad guys.”

“I’m not going to get into a war on
adjectives,” Robert Sattin of Hartford,
Connecticut’s Reid and Riege says.
“Without question, some bad investments
were made.”

Stanwich is no longer an active business,
Sattin says.

He says he hopes a liquidation plan for
Stanwich scheduled for confirmation by a
Connecticut bankruptcy court at hearings
Jan. 14-16, before U.S. Bankruptcy Judge
Alan H.W. Shiff will return to creditors a
substantial portion of the lost money,
probably not less than $55 million.

In addition to Silberfeld and Bernice
Conn of the Robins Kaplan firm, Los
Angeles’ Susman Godfrey, Los Angeles’
Pachulski, Stang, Ziehl, Young, Jones &
Weintraub and Santa Barbara’s Foley &
Bezek represented the plaintiffs.

Silberfeld says the settlement takes care
of the defendants’ alleged misdeeds.

“They needed to step forward and do the
right thing, which we believe they’ve done,”
he says.

By Eron Ben-Yehuda

Trust Firms Settle $90 Million Class Suit


