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A little over 3*000 (3*071 to be exact) of the
iInstitutions insured by the F.D.l.c. are engaged in the
business of settling estates, administering trusts and
performing agencies. This fiduciary business, because
of the specialized nature thereof* is conducted, theo-
retically at least, in a separate department of each of
the respective institutions. These separate departments
have come to be known as trust departments. One 'out of
approxi'mate_ly every 4% insured banks in ttelo eneal\%\%rtfoeft
o#-wsw IS engaged in some fora of fiduciary business —
much or little. , «

Jc/o

About onjswfcalf of all insured fiduciary institu-
tions are national banks.

About 101 per cent of all insured fiduciary insti-
tutions are located in our 8th District — your district.

Of the insured fiduciary institutions in your dis-

trict, 46.7% are nonaeaber banks as follows:

Table i

Number of Insured Fiduciary Institutions

8th District
State NonmemDers ISmbers Nationals Total
Illinois 21 31 83" 136
lowa 127 29 33 189
total 148 60 lie 324
HI CENT 45.7 18.5 35.8 100
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In our discussion, corporate trusts and corporate
agencies have not been taken into consideration because
this type of trust business is to be found mostly in
the comparatively few large institutions.

the bulk of the trust business handled by insured
banks is confined within 11 states} that is to say, ap-
proximately 91.5i of the total volume is located in New
York, Illlinois, Pennsylvania, Massachusetts, California,
uhlo, New Jersey, Minnesota, Missouri, Connecticut and
Delaware. Jut within the borders of these 11 states
are located only 47.5# of all trust departments. Stated
another way — 37 states and the District of Columbia
have within their borders about 52.6% of all trust de-
partments, but they hold less than 8,5% of the aggregate

volume of trust business.
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table i

Volume of Personal

Insured Fiduci- Trusts and Al
ary Institutions Amount H
state Wumoer .. % Thousands %
Heir York.......... . 287 9.46 43,345,191
’ . w I , , 59.32
IIlinois..... FEPRRE -- 136- '4.48 "6,901,050- 0*44
Pennsylvania.... 380 12.52 4.545.203 6.22
Massachusetts., . 111 3.66 2.806.755 3.84
ghailoﬁornla ........ i gezs 1.19 2.465.118 3.37
............ 2.70 1,802,799 2.47
New Jersey......... 211 6.95 1,335,885 1.83
Minnesota.. ... .. 24 0.79 1,114,943 1.53
Missouri........... ) 67 2.21 1.030.032 1.42
Connecticut..... 78 257 849 521 1.16
Delaware............. 31 1.02 688.679 0,94
SUBTOTAL., 1,443 47.55 66,892,076
38 other states(a)1,592 52.45 6.179.549 géfgg
TOTAL (b) 100'00 73.071.625(0)100.00

Footnotes:
(a) Including District of Columbia.

Cb) Excluding a relatively few insured
banks wherein trust department ac-
counts are confined to transfer
agencies and other accounts not
susceptible to reduction to an amount#

(c) Figures represent conglomeration of
inventory valuesf and cost values,
and par values, and unit or other
nominal values as reflected by the
trust books of the respective in-
stitutions#
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The 8th District leads all of our 12 Districts in
the number of trust departments of nonmember insured
fiduciary banks, but most of these 8th District trust

departments are, as you know, quite small.

TABLE 3
NONVEVBER FIDUCIARY INSTITUTIONS
District No. of Trust Pegsonal Trusts
istric Departments ___ _and Agencies Apparent Contin-
ITOTol-—- ~ Volume-—- gent liabilities
Accts, (in thousands) in thousands)
96 5,174 150,115 450
TO 9,383 590,370 7,660
109 29,223 712,540 2065
69 4,383 171,651 '814
61 584 14,998 575
92 3,042 73,820 1,135
137 6,137 146,114 47979
144- -4,470- "-32,316— N 141 —
5 242 1,016
13 176 1,174 *
40 533 19,096
12 1,493 286,606
TOTALS 853 (a) 64,840 2,199,816 17,710

NOTE (a) There are a few additional banks exercising
fiduciary powers. Their business, however,
is confined to transfer agencies and other

like accounts not susceptible to reduction
to an amount.

P «aid that most of the 8th District trust departments

are quite small. what is a small trust
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&Rpartment? oome authorities contend that a small trust
department is one wherein the assets held In a fiduciary
capacity do not exceed $8 million* Perhaps that figure
Is much too high because almost 65% of the more than
3,000 insured fiduciary institutions in the United States
each has a volume of less than $1 million of personal
trust and agency assets* This less—than—ene—-million group
— this 65% — holds, in the aggregate, less than 1% of
the total volume of trust business of all insured fidu-
ciary institutions in the United States.

An additional 17% each has trust assets of from
A o»illlon to ™5 million* This 1 to 5 million group
— this 1”6 — holds, in the aggregate, less than 3% of
the total volume of trust bun ness of all insured fidu-
ciary institutions.

Therefore, 826 of all trust departments of insured
banks hold less than $8 million each* And if we are to
concede that a department of less than $8 million is a
small one, it follows that 826 have small trust depart-
ments* Only 18% each hold a volume of more than $8

million.
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TABLE 4

Personal Trusts

No. of Insured and Agencies
Fiduciary in- fio. o
o stitutions Accounts Volume
Description tel f*) (%)
BAMS WITH VOLUME OF
%P!EBSONAL «1ST BUSI-
O to 1 million 04.75 10.02
il . . 62
1to 5 million 17.03
5 to 10 million 5,30 1;1'25(5) ?L'gg
10 to 60 million 7.14 1891  7.13
50 to 100 million 1.79 8.62  5.68
100 to 500 million 1.35 20.41 16.44
500 to 1,000 million 13 5.28  4.99
over 1 billion .40 14.71 60.80
Ko personal trusts 1.72 .00 00
TOTAL ~ 100.00 100.00  100.00

But some of the figures | quoted are subject to quali-
fication. Those relating to the total volume of trust
buslness”™handled by Insured institutions throughout the
Nation are subject to question. So far as volume is con-
cerned the figures expressed in terms of dollars do not all
represent dollar values. Rather, these figures, culled
from reports of examination, represent inventory V= ues,
and cost values, aid par values, and unit or other nominal
values, or a combination of them, as reflected by the trust
books of the respective Institutions. The fact Is that
there is a lack of uniformity In the methods used to record

. 6.
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values on the trust books. And when we add together all
of these figures the result Is a meaningless conglomera-
tion. It Is akin to adding sheep and goats, or perhaps

| should have said it is akin to adding together radishes
and horses, In which event we might refer to the total as
horse radish.

The figures quoted may or may not be misleading, but
they are the best we have under prevailing circumstances
and are presented for whatever they may be worth. None-
theless, there can be no doubt that the smaller trust
departments are greatly in the majority if for no reason
other than that 68% of all Insured trust institutions are
located in centers with a popufc tlon of less than 25,000.
An additional 12% are located in centers with a popula-
tion of from 25,000 to 50,000. So It follows that about
7% of all trust departments of insured fiduciary insti-
tutions are located In the smaller towns and cities, and
only 25% are located in centers of more than 50,000 pop-

ulation.
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TABLE 5

Personal Trusts
and Agencies

No, Of no. Or
- - Accounts Vol

Cescription (%) (%) (()0/ou)me
BANKS LOCATED IN
CENTERS WITH POP-
ULATION OF -
0 to 250 .53
250 to 500 ] - 1.09 %sla '88
500 to 1,000 3.83 *93 01
1.000 to 2,500 8.66 1.03 H06
2,500 to 5,000 12.47 251 *20)
5.000 to 10,000 17.03 4 58 A7
10.000 to 15,000 9.13 5’83 '30
15.000 to 25,000 10.25 4 41 79
25.000 to 50,000 12.24 7 56 1.59
50.000 to 100,000 8.47 9.27 2.60
100.000 to 500,000 10.65 21.69 1353
over 500,000 5.65 45 .79 80.55

TOTAL 100.00 100.00 100.00

The growth of corporate fiduciaries in the United
States has been rapid and one in about every 4* insured
Institutions is now doing a trust business — much or little.
But with this trust business there have come added duties
and responsibilities — duties and responsibilities that
require careful and diligent attention If losses and sur-
charges are to be avoided.

we know that the assets pertaining to personal trust

xJWd agency accounts In all Insured fiduciary Institutions

are carried on the books at more than 73 billion for Z/X*

.8
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purpose of control. What the present aggregate market
value of those assets is. In terms of dollars, we do not
Know. We are perhaps In the
same position as the little boy who came home from school
one day and said to his father: "Pop, the teacher gave
ae a licking today and, pop, It's all your faultl® The
father replied: "Why do you say It's all my fault, son?"
"»ell, pop”, replied the boy, "you remember last night
when | asked you how much Is a thousand million dollars?
Well, hd, the teacher asked ne the very same Question In
school today and | told her what you told me and, pop,
‘a helluva lot of money' is not the right answer”. At
the moment we may not have the right answer, but | think

*e can say that this 73 billion carrying value 4wsP*tMtr

represents a "helluva" lot of money. Nor does It take

an Einstein to figure out that if lot of7/~
OAP

trust assets im not properly handled a lot

of losses to fiduciary Institutions Sr*lnevitable.

Trust departments today are In better condition than
they were prior to 1933. For one thing, that old prac-
tice of self-dealing seems to have been stamped out and
iIs no longer a problem. Much of the liability created
by that practice has been eliminated but not without loss

-9-
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to some banks, and not without loss even to the F.D.I.C.

in a few cases. Of course, some liability from that source
remains to plague bank management and will continue to
remain for an indefinite period, but with the passage of
time the possibility of material loss fro® that direction
will probably become less and less.

Yes, for all practical purposes, the practice of
self-dealing has been eliminated. But what next? What
next to cloud the horizon? W know that most of the
material losses heretofore sustained by banks due to the
operation of trust departments have come about because of
the purchase of nonconforming investments, unwarranted
retention of nonconforming assets, self-dealing, questlon-
able practices and procedures,/c?trher acts of omission or
commission which appear not to comply with the terms of
governing trust instruments or applicable provisions of
law.

So maybe we should attempt to look into the future,

hazard a guess, and then endeavor to do something about

it — now.
When we look at the record — the record contained
in thousands of reports of examination — we find a lack

of uniformity in methods of accounting and operating pro-

cedures, a wide variance in the calibre of trust management

I’ —10-
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and differences in extent and effective-
ness of safeguards /to preserve and protect trust assets.
Many of ycu are, of course, familiar with all or
most of the fifty or sixty various and sundry types of
exceptions that examiners have had occasion to call to
the attention of trust management from time to time, and
it IS unnecessary to enumerate them now. Of the numerous
exceptions, three stand out, and, in Importance, lead all
the rest. These three exceptions might appropriately be
called the "Three A's”, They are:
1. Asset reviews
2. Audits
3. Administration folders.
Of course, an objective of all bank supervisory
agencies and the -.0.1.C. is to prevent losses in banks
by endeavoring to bring about correction of all matters
that need correction and to see that all reasonably neces-
sary safeguards are thrown around trust operations and pro-
cedures to the end that losses In the future may be avoided.
It is probable that most surcharges — if any there
are to be In the future — will come about because of the
purchase of nonconforming Investments, unwarranted reten-

tion of nonconforaing assets, or other acts of omission

S 11
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or comission which do not comply with the terras of
governing trust instruments or applicable provisions
of law*

How can surcharges be avoided in the days ahead?
wourt decisions provide a clue. One court has stated,

Hie duty is not discharged when he has taken securities,

but he must be actively vigilant to ascertain whether or
not the investment is unsafe and insecure and constantly
growing more so; and for want of reasonable care in that
respect he is chargeable for the losses caused by depre-
ciation”. In re Cady's Estate 207 n.Y .3, ges, 387.

Another court has stated, "The law does not hold
a trustee responsible for errors of judgment when he has
been careful to enlighten that Judgment’, pabst v. Good-
rich, 133 Wis. 43, 73. 113 N. if. 398. 407.

There is no doubt that surcharges cam be avoided,
almost entirely, if the spirit of these and numerous other
court decisions of similar vein is followed. On the
other hand, a large piece of trust business, improperly
handled, could seriously Impair the capital structure
of a fiduciary institution.

There is no doubt that a trust Institution which
diligently devotes to its trust assets the degree of
care and attention retired by law and equity is less
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likely to incur losses than one in vfhlah the risks
and duties and responsibilities of a fiduciary are not
fully understood or appreciated.

The Trust Division of the American Bankers Associa-
tion says in its "Statement of Principles of Trust In-
stitutions* (Art. 1V, Sec, 2): "The responsibility for
the investment of trust funds should not be reposed in
an individual officer or employee of a trust department«
«11 investments should be made, retained or sold only
upon the authority of an investment committee composed i
of capable and experienced officers or directora of the
institution".

And the Board of Governors of the Federal Reserve
System in its Regulation HSea. 6(c))
national banks, says "a committee of capable and experi-
enced officers or directors * * * shall at least once
mluring each period of twelve months review all the assets
neld in or for each fiduciary account to determine their
safety and current value and the advisability of retain-
ing or disposing of them*.

If fiduciaries are to endeavor to protect them-
selves against surcharge, it is here that the first of

the Three A’s — Asset reviews — plays an important

-13-
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part and provides an adequate safeguard. It is but
anothertm& for good management.

A fiduciary cannot expect freedom from liability
iIf it fails to properly review, with sufficient fre-
quency, all of the trust assets for which it has invest-
ment responsibility, if a satisfactory comprehensive
periodic review of trust assets is being made by the
directors or a duly authorized committee, we and manage-
ment, and everybody, can be reasonably well assured that
asset problems needing attention are getting it.

What constitutes an adequate review of trust assets

for which the fiduciary has Investment responsibility?

be conducted, not by one lone individual, but by a group
of informed persons usually called a "Trust Committee”,
so as to obtain the benefit of group judgment or the com-
posite Judgment of the praenwaWr best minds in the in-
stitution; second - the reviews of the assets of any one
account ought to be conducted at least once during each
period of 12 months.and more often ~if the occasion re-
quires, to determine their safety and current value and
the advisability of retaining or disposing of them;
third - the data which should be available to the com-
mittee for consideration when it is reviewing the assets
Digitized for FRASER
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of a particular account should be substantially as

follows:

1.

> g & W N

10.

11.

12.

13.

14.
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Title of the account;

the capacity in which the bank, is acting;
the names of co-fiduciaries, if any;

the date of appointment;

the date of the last accounting;

a
f, summary of the investment provisions of

the trust instrument;

the specific or probable expiration date of
the trust;

the needs of the beneficiaries;
the ages of the beneficiaries;

the total and percentage of income yield as
of the date of inception of the trust;

the total and percentage of incase yield as
of the date of review;

the total chargeable value ‘'dollar value
assumed by the institution in purchasing
orh alcceptlng assets) of the assets as a
whole;

the total market or appraised value of the
assets as a whole as of the date of review;

the total amcunt and percentage invested In

each class of assets as of the date of re-
view (for diversification purposes);

-15**



15. a description of each individual asset
showing the par, face amount or number of
shares, chargeable or cost value, present
market or appraised value, rating, and
indication whether the asset was purchased
by the trustee or received in Kind;

18. the effect of the investment in increasing
or diminishing liability for taxes.

Asset reviews, if properly conducted by a group of
informed men, constitute a first line of defense against
liability. Yet, in too many instances, we find in re-
ports of examination such criticisms as these;

1. Failure to make any reviews at all;

2. all of the accoints are reviewed super-
ficially at one brief meeting;

3. they review only a few accounts during
a 12-month period;

4. they review an account only once in a
calendar year instead of, at least, once
during a 12-month period, with the re-
sult that sometimes certain accounts get
the benefit of a review only once in
almost two years;

5. through failty records or ticklers, some
accountsare overlooked:

8. the trust asset ledger or a simple list
of assets is submitted to tlie committee
rather than formal memoranda containing
all essential information;

7* no attention is given to diversification
of the assets;

8. market values are not computed or considered;

-16-
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9, no analytical or statistical data are
submitted to the committee;

10. only stocks and bonds and not mortgages,
real estate and miscellaneous assets are
reviewed;

11. the data submitted does not reveal the
increase or shrinkage, If any, in corpus
or in net Income;

12. no minutes are maintained;

13. the minutes are Incomplete, or

14. the minutes are not submitted to the Board
of Directors for their information.

In ay judgment, in conducting examinations of trust
departments, we might properly devote more and more at-
tention to this one phase of the trust business.

The second of the "Three A's" is — Audits, back
of provision for effective Internal audit and control
iIs an ther frequent criticism. It is unnecessary to
dwell upon the need for audits before this informed group
other than to say that audits, if any there be, might well
be extended to Include audit reviews of those broader phas-
es of trust administration, such as a check or double
check to see that the assets of each and every fiduciary
account have been reviewed by the trust committee; that

assets purchased meet with the terms of the governing

trust instrument and, generally, to detect and correct

17-
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any breaches of trust that nay have been committed.
Effective audit reviews of the broader phases of trust
administration play an Important role and provide a pro-
tective safeguard against errors or omissions and re-
sulting surcharges. X

The third and last of the "Three A's" is —
Administration folders — sometimes referred to various-
ly as dockets or digests, or trust histories or abstract
sheets or synoptic records — call them what you wiill.
They are closely related to, and form a part of, the
first two of the "Three A's* because from these subsid-
lary records, any person, whether he be director, trust
officer, account administrator, auditor or examiner, can
quickly obtain a blrd's-eye-vlew of all the facts and
circumstances and terms aid conditions surrounding a par-
ticular account. And, yet, this very important record
has been neglected or overlooked by many Institutions,
In some cases the record, If maintained at all, la inad-
equate as to form, or Is not kept current and, obviously,
serves no useful purpose.

By what process can we hope to bring about a general
correction? We have heard It said that ours is a Govern-

ment of laws and not of men. But the solution, | believe,

13—
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1183 not In new laws, or additional regulations, but

In men — trust sen — men who know the trust business
best. It Is comparable to the matter of blanket bond
protection and the A.B.A. suggested schedule of fidelity
coverage. That schedule, you will recall, was the product
of a practical group of representative bankers having
access to comprehensive loss experience data covering
many years and pertaining to a large number of banks.

You know, of course, the excellent results brought about
b/ that schedule — suggested by bank sen themselves.

The answer thm*. lies with associations of trust men,
and with the help and continued cooperation of all super-
visory authorities, these trust associations can, If they
will, bring about material improvement In trust operations
within their owmn states through suggestion and the dis-
semination of pertinent literature and approved model
forms. Such a program has already bean undertaken on
a national level by the Trust Division of the A. 8. A. and
by two of the states on a state level.

If the trust associations of all states can be en-
couraged to adopt a similar program, It Is not unreason-
able to believe that one day, in the not too distant
future, surcharges will fold their tents like the Arabs
&d silently steal away. y
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