PERSONAL FINANCIAL PLANNING

and willing to accept higher
risk. Obviously, a single port-
folio approach can't accommo-
date both trusts.

W inquire about the firm’s
experience in mandging

trusts. Has the company
recently entered into personal
trust management? This is true
in some banks, where tradi-
tional income from corporate,
real estate, and foreign lending
have declined; an entry into
trust management is an attempt
to boost fee-based business.

B Determine the minimum
and maximum dccouit sizes
accepted. Where does your
trust fit in? Firms that primarily
handle institutional-sized
accounts may be prohibitively
expensive for personal trusts.
Conversely, a small bank trust
department handling mostly
small portfolios may lack the
resources necessary to direct a
larger or more complex trust.
B Find out how many portfo-
lins each advisor bandles. More
than any other financial plan-
ning instrument, a trust
requires a bond of mutual
understanding between you
and the trustee, who must gain
an appreciation for your val-
ues. Later, a similar relation-
ship should develop between
the trustee and the beneficia-
ries of your trust. If a firm
overburdens its managers, they
won’t have time to develop
this bond.

B Analyze the firm's invest-
ment philosophy and style. The
investment advisor has a
unigue style that you must be
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comfortable with. For officers
of an investment advisory firm
or trust department to be
effective as trustees, they
should concentrate on a man-
ageable number of securities
at any given time. However,

Investment
aduvisors, family

offices, and bank

trust departments
charge an annual
percentage of the
assets they manage
and therefore profit
Jfrom the growth of
the portfolio assets.

strategies should not be too
narrow. For example, market-
timing techniques are inappro-
priate as a long-term strategy
for some trusts.
B s the professional staff sta-
ble? Your trust may have to
span several generations. Will
officers—some of whom you or
your beneficiaries will never
meet—be sensitive to your
goals and values? You might
want to incorporate a provision
in the trust allowing your bene-
ficiaries to replace a trustee
under certain circumstances.
Such a provision can prove
deleterious to the tax status of
the trust, however, and should
be considered carefully,

This emphasizes the impor-

tance of initial trustee selection.

You may want to name both
an original trustee as well as
SUCCESSOT trustees.

B How will your trustee be
compensated? Most financial
planners—and all stockbrokers
—earmn commissions on the
investment products they sell to
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clients. While nothing is wrong
with this practice as long as
you're aware of it, there's
potential for conflicts of inter-
est: the more investment trans-
actions in the trust, the more
money the planner or broker
makes. Investment advisors,
family offices, and bank trust
depanments charge an annual
percentage of the assets they
manage and therefore profit
from the growth of the port-
folio assets. Your peace of
mind will depend on making
a judicious choice.

The ideal trustee—
where are you?

The ideal trustee combines a
close relationship and per-
sonal knowledge of your true
intent; sophistication and
sensitivity to the legal issues
surrounding the trust; the
planning skills of an accoun-
tant to foresee tax ramifica-
tions; and the financial acu-
men of an investment advisor
to ensure asset growth and
income. Your trustee should
also be a sympathetic, ethical
individual.

Too much to ask for?
Maybe not. You may have to
assemble vour own team of
experts, or you may find the
answer in a bank or an advi-
sory firm. In any case, look
for professional assistance
that addresses your individual
objectives. The wealth you've
worked so hard to accumu-
late and the future well-being
of your family calls for
thoughtful selection of a
trustee. [ ]
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Who's the perfect trustee?

Already have someone in mind to over see your trust? Your choice
may not take into account some important differences in your options.

Men a financially successful
person establishes a trust, he
or she must make many vital
decisions, among which is the
selection of a trustee. But, as a
financial executive, you're
more likely to be concerned
with investment issues than
trustee selection, assuming the
latter something of a formality.
Your typical choices are the
attorney who drafts the trust
document, your regular
banker, or the family’s eldest
child. But problems can ensue
if you make the choice without
fully considering your options.
Don't assume the trustee’s
powers are limited to ensuring
the trust provisions are fol-
lowed. On the contrary, the
trust instrument usually leaves
considerable discretion to the
trustee, and that person’s inter-
pretations, administrative
approach, and investment phi-
losophy may differ greatly from
your intentions as grantor.
When you set up a trust,
you create a legal entity. It will
contain your assets but be
managed by a trustee, who
will act at his or her own dis-
cretion as well as on the stipu-
fations of the trust instrument.
This discretion comes into play
with distributions (including
discretionary payments of prin-
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cipal to future beneficiaries) as
well as—and sometimes more
significantly—trust investments.

Time may greatly influence
your choice of trustee. Let's
assume your trust is set up to
span at least two generations.
From your professional experi-
ence, vou know how difficult
it is to anticipate investment
trends over a decade, much
less several generations, so
you don’t want to constrain
investment selection in the
trust instrument. This means
yvour wishes, as outlined in the
instrument, should actas a
broad guideline, leaving suffi-
cient latitude for a trustee to
make decisions on the pur-
chase or sale of specific hold-
ings in a way compatible with
yOour own orientation.

Most executives recognize
it's inappropriate to try to use
one’s rust to manage assets
from the grave. Still, it's dis-
comforting for someone who
has spent a lifetime building
wealth for his or her family to
face the reality of an “outsider”
making decisions about the
family's future, unless the
executive is completely com-
fortable with thar person’s style
and philosophy. The trustee
may be appropriately empow-
ered, for example, to retain or
dispose of the grantor's con-

trolling interest in a closely
held enterprise, affecting not
only the family's financial
affairs, but it's very economic
lifeblood. For the CFOQ, accus-
tomed to charting the course
of his family’s future, a lack of
certainty about the trustee's
predilections can be unsettling.
You might believe that the
trustee doesn't need a financial
background since investment
decisions can be delegated to a
money manager, but all trustees
have fiduciary responsibilities
and must participate in setting
investment strategy. It's impor-
tant to consider a trustee as a
financial partner, not merely an
administrative caretaker.

Who fills the bill?

So what are your trustee
options? And what are the
strengths and weaknesses of
each?

Corporate trustees—The chief
benefit of choosing a corporate
trustee, whether it be a bank or
trust company, is that you have
confidence the institution will
provide a continuity of service
to your heirs. But, as the nature
of banking has changed from
the stable, conservative
approach traditionally ascribed
to these institutions to a more
volatile environment, with some
of the largest, most established
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banks merging and undergoing
dramatic change, you may be
misplacing your confidence.
Cheosing your local banker as

trustee may produce an unpleas-

ant surprise if the bank, for
instance, is bought by a larger
bank outside your communi-

ty—one that places a low priori-

ty on local trust accounts. Plus,
you have no guarantee your
friendly, local banker will
always be there.

As you consider a corporate

trustee, keep in mind an indi-
vidual is still the one making

the decisions. While the firm is

named as trustee, one officer
generally handles the adminis-

trative needs of your trust. This

is the person you—and your
heirs—will have to deal with.
Also, while one person at a
time may be assigned to your

account, the turnover rate may

be greater than you anticipat-
ed, and your heirs may find

themselves dealing with a suc-

cession of trust officers. It's
common for banks to use a

system of two officers for each

account: one handling invest-
ment matters and another for

administrative issues. This may

prove inconvenient for your
beneficiaries.

Bank trust departments have
acquired a mixed reputation for

employing inexperienced man-
agers. Look into the credentials

of the trust officer, particularly if
you're not a regular customer of

the bank and well acquainted
with its staff. If you've devel-
oped a close relationship with
specific officers at your bank,

choosing the bank as the trustee

for your assets may make a
good deal of sense.
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Also, corporate trustees are
apt 1o stick closely to the letter
of the trust. When the situation
calls for flexibility, this may be
a problem, Tzke the example
of a trust where the donor

states a “high risk tolerance”
]

The trust instrument
usually leaves con-
siderable discretion
to the trustee, and
that person’s inter-
pretations, adminis-
trative approach,
and investment pbi-
losophy may differ
greatly from your
intentions.

for the assets held in trust for
his wife, but subsequently sug-
gests an asset allocation of 25
percent in cash, 25 percent in
bonds, and 50 percent in equi-
ties. Clearly, this is not 2 bold
allocation by most standards.
In such a case, the trustee has
to be familiar enough with the
donor to understand the basis
for this disparity and take
appropriate action.

Trust departments favor
common pooled funds and sel-
dom use individually managed
portfolios except for their
largest accounts. Their conser-
vative approach may or may
not be consistent with trust
goals. If assets are managed too
conservatively, focusing on
income generation, the trustee
may fail to hedge against infla-
tion, and the intent of passing
substantial assets (in real terms)
to your children may never be
realized. A bank also may be
limited with regard to the spe-
cific investments it holds.

Attorneys and accountants—
You probably have established
relationships with attorneys and
CPAs who have a solid under-
standing of trust language and
potential tax ramifications. They
can serve as a rich source of
information and should certain-
ly be instrumental in the early
stages of defining the goals of
your trust 2nd the tax implica-
tiens of the various funding
options. They may also help
draft the trust instrument. Once
these tasks have been accom-
plished and the trust is irr place,
your primary concern becomes
the preservation of wealth
within the established guide-
lines.

You should explore your
attorney or CPA's level of
investment sophistication. This
may require some finesse on
your part, depending on the
closeness of your relationship,
but the role of investment
management is too important
to chance to good feelings.
You must be certain your
assets will be managed proper-
ly. If your CPA or attorney
doesn’t have the training or
expertise to act as a fiduciary,
ask him or her to subcontract
the portfolio management to a
professional investment advi-
sor. However, achieving the
principal goals of the trust—
whether income generation or
wealth accumulation—remains
the responsibility of the
rustee.

Fees may also be a consid-
eration. An investment advisor
typically charges 1 percent of
assets {a smaller percentage for
larger trusts and a higher per-
centage for smaller ones) to

manage a trust as well as to
serve as trustee. Most CPAs
and attorneys charge hourly
for their professional services.
The lack of a relationship
between trust assets and fees
may be 4 burden, especially
for a smaller trust with
demanding interested parties
or complicated issues that run
up hourly fees.

The family office—Investment
advisory firms serving as family
offices have investment profi-
ciency and experience serving
as trustees for a relatively small
number of clients. However,
not all investment advisors
make suitable trustees. For
example, specialized portfolio
managers may have a narrow
focus that's inconsistent with
your long-term objectives.

Portfolio managers who con-
centrate in one area—on, for
example, short selling, value
investing, growth stocks, or
convertible bonds—may be
too focused on “style invest-
ing” to provide a safe and
diversified investment strategy
for your trust.

Some executives of self-
made, though considerable,
means may be intimidated by
what they think of as the blue-
blood atmosphere of a family
office. But many such firms
serve a broad cross section of
families and individuals of sig-
nificant means.

Consider, too, the continu-
ity of service that family
offices offer. While the stabili-
ty of principals is usually
greater here than at banks,
turnover among lower-level
management is bound 1o
occur. You should satisfy
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yourself that the administra-
tion and investment manage-
ment of your trust will paral-
lel your original intentions,
Also, because many family
offices offer such services as
1ax and estate planning, bill

Because many
Sfamily offices offer
such services as tax

and estate plan-
ning, bill paying,
and nonpublic
investment analy-
sis, be sure you're
not paying for
irrelevant services.

paying, and nonpublic invest-
ment analysis, be sure you're
not paying for irrelevant ser-
vices. Ask if you can be hilled
for such services separately if
you need them.

A family member or friend—A
solution may be to appoint a
younger family member, one
who demonstrates the charac-
teristics you deem most impor-
tant, then leave it to that per-
son to find a suitable
investment manager for your
assets, Sometimes, this can
place a strain on family rela-
tions, 50 it's a good idea to
appoint a co-trustee, someone
a bit distanced from the inner
circle of family politics and
with substantive trustee and
investment experience.

The use of co-trustees is
prudent in any case to bar
potential autocratic adminis-
tration of your trust and to
lend balance. For example, a
family member trustee can
provide a closer view of fami-
ly aims, while an investment
officer, serving as co-trustee,

can guide the trust invest-
ments toward those goals. In
no event may a co-trustee
who is also a beneficiary be
permitted to make decisions
regarding discretionary distri-
butions from the trust.

A family member probably
has the best insight about your
intentions, but may lack the
financial sophistication to man-
age trust assets. The complexi-
ties of trust management can
overwhelm a novice, and a con-
flict of interest can arise when
the trustee is also a heneficiary.

Evaluating investment firms

As you research prospective
trustee candidates, you should
consider several qualities that
may make one candidate bet-
ter than another for your cir-
cumstances:

M Explore the bistory of each

firm and background of the

key officers. This is essential for
the individual designated to
manage the trust. Since there is
no licensing body for trustees,
you need to closely evaluate
the firm's service history. This
information is sometimes more
important than past perfor-
marnce charts because overall
performance figures aren't
always relevant 1o individual
portfolio abjectives.

For exampie, a trust portfo-
lio that has shown little growth
over a 10-year period may not
be impressive at first glance.
But if the goal of that trust is to
provide beneficiaries with a
stable income and maintain
their lifestyle with a low-risk
investment philosophy, it has
accomplished exactly what the
grantor wished. Another trust
may have younger beneficia-
ries seeking investment growth
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