Financial Institutions

Loss Scenarios

Contract Stipulation Overlooked
Cause of Action: Failure to Adhere to Contract Provisions
Type of Organization: Investment Adviser

Description of Event:

An investment adviser managed a large public pension retirement fund.
The fund manager sent a letter to the adviser stating that the adviser’s
contract was being terminated at the end of the business day and
instructing the adviser to cease trading at that time. That day the adviser
liquidated the portfolio of thinly traded securities and put approximately
75% of the funds in cash or cash equivalents. The advisory contract
contained a stipulation that the adviser must advise the client if more
than 25% of the fund’s assets are cash, but the adviser did not advise the
fund manager for several days. During that time, the stock portfolio, had
it remained intact, would have increased in value by more than $10
million. The fund sued the adviser, alleging failure to adhere to contract
provisions.

Resolution:
The case settled for over $8 million.
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