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SPECIAL REPORT. TOP LITIGATION SHOPS

Plaintiff attorney’s case against Bear Stearns
leads to $27.4 million settlement

The firm: Equels Law Firm

The lawyer: Tom Equels, man-
aging director

The case: Acting as receiver
for defunct National Heritage Life
Insurance, the Delaware insur-
ance commissioner won a $67
million judgment against Bear
Stearns for providing the insurer
with flawed analyses and financial
advise that resulted in millions of
dollars in losses on mortgage-
backed securities.

An Orange-Osceola Circuit
magistrate found investment bank
Bear Stearns liable for advising
the insurer in the early 1990s to
invest in mortgage securities that
collapsed in value, a harbinger of
the current upheaval in financial
markets.

“We have national turmoil as
a result of gross irresponsibility
on Wall Street, and this case is a

good example of how it happens,”

said plaintiff attorney Tom Equels,
managing partner of the Equels
Law Firm. His law firm represent-
ed the receiver for the defunct
Casselberry-based insurer.

The litigation against Bear
Stearns was one of a series of
legal actions tied to the fall of
National Heritage. Courts have
entered more than $200 million
of judgments stemming from the
insurer’s failure, and Bear Stearns
was one of the last pieces,
Equels said.

“The total insolvency for
National Heritage was at the
beginning about $400 million,”
he said. “These recoveries are
extremely important. ... There are
people who would have suffered
tremendous losses in their life

savings and their ability to retire.”

Acting on Bear Stearns’ advice,

National Heritage dug itself a
deep financial hole that posed a
serious threat to its policyholders
and annuity investors, the receiv-
er claimed. In the early 1990s,
National Heritage was busy tap-
ping the Florida market for poli-
cies and annuities. Domiciled in

Delaware, the insurance company
had its main office in Casselberry.

But in April 1991, the Delaware
insurance commissioner found
National Heritage in hazardous
financial condition and put it
under special supervision.

Bear Stearns came to the res-
cue. National Heritage hired the
investment bank as its financial
adviser with the approval of the
insurance commissioner. Bear
Stearns put fresh capital into
the insurer. In October 1991,
special supervision was lifted.
But National Heritage never fully
recovered from its financial prob-
lems.

At the urging of Bear Stearns,
National Heritage invested in
high-risk securities called col-
lateralized mortgage obligations,
or CMOs, to earn a return, or
spread, in excess of its operating
expenses and obligations to buy-
ers of its policies and annuities.
The investment proved disas-
trous, resulting in millions of dol-
lars in losses that contributed to
the insurer’'s demise.

“Ultimately, a huge portion of
the investment portfolio was just
destroyed,” Equels said.

Bear Stearns bore much of
the blame. The insurance com-
missioner, who serves as the

Tom Equels said his competition
is always top-notch, and that
‘makes the game interesting.’

receiver for National Heritage,
won its suit against Bear Stearns
by proving the investment bank
knowingly failed to provide the

insurer with an appropriate invest-

ment strategy.

“The judge specifically found
fraud and misrepresentation on
the part of Bear Stearns,” Equels
said.

National Heritage invested
in CMOs solely on the basis of
expected returns generated by
a computer modeling system
managed by a unit within Bear
Stearns. The investment bank
touted the technology as a
unique capability unmatched in
the financial services industry.
But the magistrate found National
Heritage lost millions of dollars
because it relied on Bear Stearns
for financial information that was
“deceptive, misleading and inac-
curate.”

The outcome/impact:

After a monthlong bench trial,
Orange-Osceola Circuit General
Magistrate James E. Glatt Jr.
entered a judgment against Bear
Stearns in April for advising
National Heritage to invest $26.8
million that the insurer never
recovered. Equels estimated the
award plus 15 years of prejudg-
ment interest was worth $67
million.

Bear Stearns filed an appeal
before the general magistrate
fixed the amount of interest,
which put a stay on such action.

But Equels announced last
month the investment bank set-
tled by paying $27.4 million. Bear
Stearns, which was bought out by
JPMorgan Chase in March, agreed
to drop its appeal, and the insur-
ance commissioner dropped the
claim to interest.

The litigation may be used as
a guide to pension plans, school
boards, other public agencies and
investors victimized by the latest
round of collateralized debt sales
by Wall Street investment banks.

Other cases: The suit against
Bear Stearns is typical of the
cases that Equels handles, mostly
complex commercial matters
involving banks and insurance com-
panies as well as high-end personal
injury work.

“What draws me is the fact
that it's challenging,” he said.
“There are only a certain number
of people who can do this type
of work. So you're always dealing
with very high-level competition
on the other side, and it makes
the game interesting.” m

— Mike Seemuth
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