Case Study

ABC Bank and Trust

ABC National Bank and Trust is a Mid-Sized Regional Bank that has 200 branches over a three state area in the south-west. The Bank's target market on the commercial side of the Bank is small businesses and professionals.  The Bank's Trust Department has 15 billion dollars in assets and benefits from the large customer base of entrepreneurs.  As the baby-boomers reach retirement age, they are selling their businesses and practices and placing the sale proceeds with the Bank's Trust Department.  Being in the south-west, the Trust Department also manages a large portfolio of closely held businesses, partnership interests, real estate and mineral interests as well as publicly trade securities.  Due to the large number of entrepreneurs retiring at the same time, the Bank's trust assets have grown at a fast pace.

The Bank is seeking a more efficient way to conduct annual investment reviews as required by 12 CFR 9.6(c). This regulation requires an Annual Review - At least once during every calendar year, a bank shall conduct a review of all assets of each fiduciary account for which the bank has investment discretion to evaluate whether they are appropriate, individually and collectively for the account.  
Last year the Comptroller of the Currency published OCC Bulletin 2008-10 which provided guidance for annual reviews of fiduciary accounts. The Bank analyzed this guidance and determined that a combination of automated reviews and manual reviews is the most effective for the Bank.  The Bank plans to use a risk-based approach to accomplish this task.

All the various types of accounts are assigned a risk ranking ranging from 1 to 5 based on the amount of risk the account posses to the bank. Grade 1 or 2 are on the low end of the scale. For example, these may be grantor trusts with well diversified publicly traded, securities as assets.  A grade 3 or 4 trust would require more attention. For example, there may be multiple beneficiaries with complicated assets such as minerals or commercial real estate. Regardless of the grade some type of review would be done each calendar year.

Their plan is as follows: 

· For grades 1 and 2, automated reviews.

· For grades 3 and 4, manual reviews.

· For grade 5, intensive oversight reviews.


Do you think this risk-based review plan will work?

What are the advantages and the disadvantages?

What pitfalls, if any, do you see?

