
 

 

INVESTMENT AND SECURITIES FRAUD LITIGATION 

 

  

If your stockbroker gives you bad information, you can sustain significant losses as a 

result of their fraud or other misconduct. This guide will list some of the problem areas 

where you are likely to consider filing claims against your broker. 

 

1 

STOCKBROKER FRAUD 

 

Most stockbrokers give their clients accurate information and make trades based 

on the client's best interests. Sometimes, however, your stockbroker or brokerage firm 

may sacrifice your interests in an effort to pad his or her own bottom line. This is illegal; 

under the laws of New York and New Jersey. 

 

2 

BREACH OF FIDUCIARY DUTY/BAD INVESTMENT ADVICE 

 

Stockbrokers have a "fiduciary duty" to their clients. This means that they have 

entered into an agreement that legally binds them to act in their client's best interests. If a 

stockbroker places other interests ahead of the client's, it is considered a breach of this 

fiduciary duty. Breach of fiduciary duty can take many forms. A stockbroker may, for 

instance, have outside ties to a company, and may give biased investment advice in an 

effort to increase the value of the company's stock. Advice based upon a "conflict of 

interest" such as this can cause the broker's clients to retain stock that they may have 

considered too risky, had they had all the information. 

 

3 

EXCESSIVE COMMISSIONS 

 

Stockbrokers may not inflate the commissions they charge in exchange for better 

investment advice. This can commonly occur in cases where commissions are inflated for 

clients who are tipped off to "hot" initial public offerings (IPOs). 
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4 

CHURNING 

 

Sometimes, brokers may buy and sell large amounts of stock in your account, 

solely in an effort to increase the number of trades and thereby increase the commissions 

that they receive. This is known as churning, and is considered to be a form of stock 

fraud. You may need to hire an expert to determine whether an account was churned 

through excessive trading by the account executive to produce commissions. Trading in 

the account may have been too frequent for the customer's objectives. To show that, the 

expert may perform a mathematical analysis of the turnover in the account. Some courts 

have held that a turnover of the investments in a common stock account as little as six 

times a year evidences churning, if the other elements are present. Higher turnover ratios 

have been allowed in cases involving options, which have expiration dates and must be 

traded more frequently than common stocks. 

 


