Case Study

XYZ National Bank

Institution Profile
Commercial Bank 
$3.5 billion total assets


Sub-S Corporation w/ 50 branches located in 2 farm-belt states


Total Risk-based Capital Ratio
12.0%

Trust Department –
· Assets
$1.6 billion (managed)  $0.8 billion (non-managed)
· Accounts
1900 (managed)

400 (non-managed)
· Business Focus

· Private Wealth Management

· Full offering of Trust, Estate, Invstmnt Mgmt, and IRA services

· Retiree’s

· Baby-boomer Entrepreneurs
· Transfer of family wealth to 2nd, 3rd, & 4th generations

· 15 Relationship Managers (6 are dual employees w/ 3rd-party Brokerage)
· 3 Portfolio Managers

· Institutional Wealth Management

· 401(k), 457, ESOP, DB, and 403(b) services

· Discretionary Trustee

· Directed Trustee

· Custodian

· Wholly-owned subsidiary of bank holding company

· 3rd Party Recordkeeper

· Actuarial services

· Employee Education
· 6 Relationship Managers

· 2 Account Administrators

· 3 Portfolio Managers
· Fee Structure

· Asset-based Fees

· <1% Transaction-based Fees

· Assets

· Investment Securities 

· Stocks, Bonds, Mutual Funds

· Limited use of Options

· Closely-held Stocks and Limited Partnerships

· Real Estate (Residential, Commercial, and Farm)

· Mineral Interests

· Insurance Policies and Annuities

· Sundry Assets

· Review Structure 

· Automated System  (Canned system provided by Trust Acctg System provider – no customization)
· Initial Administrative Review

· Due within 45 – 75 days of account opening

· All accounts regardless of investment authority

· Questions customized based on account type

· Annual Administrative Review

· “Grouped” for combined review purposes

· Family groups

· Individual w/ multiple accounts

· Sub-accounts

· Each “Grouped” review at least once each calendar year – regardless of investment authority

· Questions customized based on account type(s)

· Initial Investment Review

· Due within 60 days of the account achieving at least 75% funding

· Only on “Sole” or “Joint” authority accounts
· Includes only “investment securities”

· Exception-based review
· Investment Objective

· Asset Concentrations

· Fixed Income Quality Rating

· Buy/Hold Equities List

· Own-bank and Related Entity Securities
· Annual Investment Review

· “Grouped” for combined review purposes

· Sub-accounts

· “Global” asset allocation

· Only on Sole” or “Joint” authority accounts
· Includes only “investment securities”

· Exception-based review
· Investment Objective

· Asset Concentrations

· Fixed Income Quality Rating

· Buy/Hold Equities List

· Own-bank and Related Entity Securities
· Manual Process

· Closely-helds and Limited Partnerships reviewed annually by committee

· Timing of review does not coincide with Investment Review of account

· 3rd Party manager of Real Estate and Mineral Interests 

· Presents RE and Mineral Reviews to Acct Review Cmtee annually

· Timing does not coincide with Investment Review of account

· Insurance Policies

· 3rd party review and analysis of trust-owned policies
· Timing does coincide with Investment Review of account

· Annuities

· Trust-owned VAs

· PM responsible for ensuring underlying assets are consistent with Investment Objective of account

· Timing coincides with Investment Review of account

· Periodic Compliance Review and Testing

· Sundry Assets

· No formal review process
· Account Review Committee

· Separate Committees for PWM and IWM
· Monthly meetings
· Investment Review Exceptions for accounts reviewed the prior month
· Account Allocation variances of more than 10% for all accounts, regardless of when review was completed
· Investment Reviews require a secondary sign-off

· PWM Only – RM presentation to committee of

· All new accounts reviewed in prior month

· All Trust Accounts reviewed in prior month

· Any “At Risk” account

· Any account the RM determines to have more than a “normal” degree of risk

· IWM Only – RM presentation to committee of

· Relationship Plan

· No risk ranking of accounts or assets

Small-bank Reg 9 Review Risk Analysis and Discussion Points
· Are there gaps in the review process?

· What are they?

· What can be done to minimize the risks?

· Do you consider this review process weak because accounts and assets are not risk weighted?

· Do you see risks that are not being identified?
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