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Wall Street firm loses large arbitration to Banamex
Aug 15, 2014
By Bruce Kelly

Morgan Stanley & Co. Inc. lost a $4.5 million Finra arbitration dispute on
Friday to Banco Nacional de Mexico SA, the Mexican bank known as
Banamex.
The bank's fiduciary division sued Morgan Stanley in 2012 alleging fraud,
negligence and other allegations in a case related to whether the bank
agreed to pledge the assets of a wealthy family's trust sub-accounts against
a third party debtor.
The three member Financial Industry Regulatory Authority Inc.
arbitration panel found Morgan Stanley liable for “negligence and negligent
supervision,” according to the award. The damages in the award were
compensatory and not punitive.
“We are disappointed in the arbitration
panel's award,” wrote Morgan Stanley
spokeswoman Christine Jockle in an
email. “We believe that the evidence
showed that the patriarch of the family
pledged the trust accounts as collateral
for loans that benefited the family, and
those accounts were treated that way
for the two year period at issue.”

Meanwhile, Jeff Erez, the attorney for the plaintiffs, said: “We are pleased
that the arbitrators correctly applied the law to the evidence.
The heart of the claim was the allegation that “the trustee, on behalf of the
family, did not agree to repay any third party loans,” Mr. Erez said. “We
alleged that Morgan Stanley caused to be recorded an unauthorized pledge
to third party loans. We alleged Morgan Stanley took actions in order to
cause that it appeared there was a pledge.”
Such pledges are known as cross-pledges, he said.
The plaintiffs alleged that Morgan Stanley improperly recorded or
guaranteed the trust assets for a family member who was not part of the
trust, he said.
Mr. Erez added that there was no evidence that this happened more than
once and was a widespread problem at Morgan Stanley.
No Morgan Stanley advisers were named in the matter.
Banamex requested $5.2 million in compensatory damages at the end of the
hearing, so the claimants received about 87% of the relief requested.
Banamex Financial Group is a subsidiary of Citigroup.
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What do you think?

