Begin pullback from ISC

CASE 2 – MULANE V. CENTRAL HANOVER BANK (10/21/2005)

(Pg 532 – the “” case)
1. .


Δ1 Principal Beneficiaries (Vaught)
2. .
3. Π Bank






4. .


Δ2 Interest Beneficiaries (Mullane)
5. .
6. Π, the bank, sues Δ1 & Δ2 to settle these beneficiary acc’ts;  so that no one can ever sue them again for anything they did in yr # 1
7. This NY banking plan wants to combine small trust amounts into one big trust account, which would give them access to a big banks corporate trust managers 
8. What is the relief that the bank seeks?  To settle it’s acc’ts for the 1st yr of managing those acc’ts
1.) Unless you sue me now, you can never sue me for mismanagement of the trust or improper record keeping
9. NY banking law req’s this lawsuit to settle acc’ts.  Why?  For the protection of the bank!  So that after the 1st yr of trust creation, and every 3 yrs thereafter, it’s always OK for everything it did in those periods
1.) Also designed to make it clear that bank is doing nothing wrong
10. Δ2 is appointed by judge to be the guardian of the interest beneficiaries
11. Δ1 is appointed by judge to be the guardian of the principal beneficiaries
12. Why are the guardians appointed at all?
1.) Nobody is going to hire a lawyer b/c of the expense, esp considering that the bank prob hasn’t done anything wrong
2.) B/c beneficiaries wouldn’t hire their own att’ys b/c their personal amounts in these trusts would be too small
3.) B/c beneficiaries should equally share the cost of defending this case
13. Why 2 special guardians i/s/o 1?  B/c the principal beneficiaries and interest beneficiaries have very different interests;  would be a conflict of int if only 1 guardian was hired
14. Is there PJ over all of these Δ’s?
1.) Bank (Π) cares about this b/c a judgment issued w/o PJ is not binding as a matter of res judicata (like in Pennoyer)
2.) Thus, no point in settling acc’ts unless bank knows at the end of the settlement process no one can sue them
15. Why would Vaught & Mullane challenge the PJ of the beneficiaries under ISC
1.) It’s their job to do so!  There supposed to make every defensive argument that the beneficiaries could make if those beneficiaries were there w/ their own lawyers 
16. This is a trust case.  Why can’t this case be a QiR-1 action – in other words, why isn’t this case about jd over property (which is located in NY)?
1.) B/c SCt says we’re no longer going to be indulging fictions in this area. 
17. Thus, the SCt says this is really NOT about the trust, it’s about peoples’ interests in the trust.  So, this has go to be an In Personam action, and consequently we need real PJ over both sets of Δ’s
18. NY state says you can bring suit against these beneficiaries since there is no state law problem
19. Does fed law permit this under the 14th Amend Due Process Clause?  Yes – via ISC’s IF the person/corp has min. contacts so that maintaining a suit against them does not offend traditional notions of fair play & sub justice
1.) IE: A grandchild born after this case feels the bank did something wrong in the first yr of the admin of the trust & would like to sue the bank.  Is he bound by this judgment?
2.) YES!  It’s a pragmatic dec’n.  NY state created this setup to enable people who didn’t have a lot of money to get the same kind of trust rep as rich people get.  If we couldn’t bind unborn grandkids, the banks wouldn’t participate in this program 
3.) The banks will say if the protection part of the NY banking act doesn’t work, they won’t risk the endless litigation and liability that will result from this.   They want peace after initial setup yr, and every 3 yrs thereafter 
20. The SCt rules that, b/c of 
1.) the enormous public policy int that NY has, and 
2.) b/c it really helps all of these people to be involved in this program, and 
3.) most banks wouldn’t participate in these type of acc’ts unless we permitted them to settle these acc’ts in a binding way, 
We’re going to say that even tho some beneficiaries in these trust won’t have min contacts w/ NY they will still be bound by the NY judgment, & that’s OK
21. This is sometimes referred to as “Judgment by Necessity”
1.) If NY can’t hear this case, than no one can hear this case 
2.) NY has to be allowed to hear this case, b/c otherwise they’d be prevent from having this banking program
22. The social cost of this banking program is that some people (like those yet unborn) will have their rights extinguished even tho they didn’t have min contacts w/ state of NY – yet, they won’t be able to sue to remedy any wrongdoings 
23. But this is a tiny cost, b/c it’s 
1.) very unlikely that the bank did anything wrong, and 
2.) even if they did, they have att’ys (Vaught & Mullane) will litigate such questions
Still, there’s a chance that Vaught & Mullane will miss & something will slip thru the cracks… but that’s a very tiny chance

24. Thus, b/c of 20, & 22/23, SCt will say that the NY banking program method of settlement is OK, even tho unborn children will not have min contacts w/ NY (& thus can’t sue)
25. “Judgment by Necessity” – almost never applies;  only applic in very powerful cases like this one

26. ( This is similar to the comments Holmes made in the Tyler case - how social policy trumps absolute right of all participants to sue
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