
WHEN WEALTHY PEOPLE DECIDE TO PROTECT THEIR MSETS OR 
ensure the assets' safe passage to futuregenerations, they look to 
trusts to fill the bill. Clients don't think twice about the safety of 
trust ajsets or worry that the myriad number of critically impor- 
tant administrative andfiduciarytaskswill be fulfilled-accurately 
and on time. But that confidence oftencan be misplaced and the 
resulting damage not known until after the fact when the fam- 
ily may already have been hit with serious tax consequences and 
fiduciav breaches, or their wishes for their wealth go unfuE1ied. 
From the perspective of wealthy clients, having a trusted adviser 
tooverseeandmonitort~st activities and administration as well 

all advisers involved with the trust is a vital service 
eases their minds and saves them money. From the adviser's 

erspective, it's an open door tng~eaterassets. 
But earning "trusted adviser" status requires more than simply 

~anaging trust assets. James E. Hughes lr., author of FamilyCt'ealth; 
eeping It In the Family, says that the investment side ofthe equation 

leads and the trust side becomes aproduct that is used 
o create an investment relationship, missing entirely the level of 

lendce demanded by the significantIYwealthy An adviserwL&ng to 

take on the role of personne de confiance, a French term desuibiiga 
person who has the deepest confidence of the family vis-a-vis k t -  
ingexternal relationships, offers clients the ultimatelevef of service 
and will attract and cement the wealthiest relationships. 

Within such a trustedrelationship, step one is to find out what's 
invohed in trust monitoring and management, why the service is 
needed, how to get started, how to market trust monitoring and 
management services, and what clients may not know that they 
should know. Here's what clients look for: 
I objective oversight 
1 coordination of the advisory team 
I delegation of duties 
I administrative documentation 
I recommendation of investment strategies 
I oversight of tax and estate planning 
I negotiation offees to outsourced providers, and 
ngeneral protection of theu interests. 
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Beneficiarie 

ITo gain a clear comprehension of each 1 To be fully aware ofthe grantor's origi- 
trust in which the beneficiary has an nal purpose in creating the trust and 
interest and a specific understanding of the current purposes ofthe trust, if 
the mission statement for each trust as these have changed over time 
prepared by the trustees I Toguide decisions by these purposes 
I To be educated about all trustee I To act so that the actual operation 

responsibilities ofthe trust is empowering to the 
I To understand the trustee's respon- beneficiaries, within the provisions 

sibility to maintainthe purchasing of the trust 
power ofthe trust's capitalwhile I To put mechanisms in place to increase 
maintaining a reasonable distribution the level of financial awareness of the 
rate for income beneficiaries beneficiaries and to see that such 

I To meetwith each trustee annually to financialeducation is carried out 
discuss personal financial circumstan- effectively 
ces andgoals and to advise the tnlstee I To meet at least annually with each 
ofhis or her assessment of the trustee's beneficiary in order to renew the 
performance of his or her roles and beneficiary's understanding of the 
responsibilities tothe trust, the trust as well as to obtain from each 
beneficiary, and to family governance beneficiary full information, financial 

I ib become knowledgeable about the and otherwise, about his or her 
functions and importance of each ele- personal situation 
ment ofthe family's trust governance I To become educated about all benefi- 
structure ciary responsibilities 

I To attend the annual family business I To evaluate and advise each beneficiary 
meetingand toaccept responsible on how well he or she is meeting the 
roles within the family governance roles and responsibilities of the ben- 
structure based on his or her qualifica- eficiary 
tions for such roles To implement effectively the trust's 

I To develop ageneral capacity to general policies and procedures as they 
understand fiduciary accounting relate to the following: 

I To demonstrate a willingness to 1) the trusts's investment goals and 
participate in educational sessions and acceptable risks 
to become financially literate (through 2) the section and/or provision of 
family seminars or family-funded Investment advice and management 
educational programs) to accomplish such investment 

I To know how and in what amounts goals within the given risks 
trustees and other professionals are 3) the trust's tax position and the 
compensated and to obtain a general selection of tax services, and 
understanding ofthe budgets for the 4) the trust's legal position and the 
trust and investment entities in which selection of legal services - 
the trust will be invested I 

Coordination of the team of advisers in- 
volved with the trust is another critical com- 
ponent oftrust monitoringandmanagement 
s e ~ c e s .  John P.C. Duncan, principal at Dun- 
can Associates LLCinChicagogets straight to 
the point. "Everyone's been talldng for years 
about wanting to be the primary adviser 
within the broad counselingrole, but there's 
been little discussion of the wealthy family's 
need for someone to run interferenceto in- 
terface with-multiple wealth-services pro- 
viders. The wealthy individual doesn't have 
time tovet them, coordinate them, instruct 
them, and s u p e ~ s e  them-they need some- 
body else todo that." 

Trust monitoring and management de 
fines the "primary adviser" role and makes i 1 
tangible for advisers.The number of advisers 
worldngwith family trusts could be as few as 
three-still more than clients want to have to 
manage-including the RIA, the trust com- 
pany or trustee, and a tax adviser. For client 
with larger assets, this number easily ex 
pands to includelegal counsel, philanthropi 
advisers, property managers forthe trust, m 

mestic custodians, andothers. 

i 
temational trustees, global custodians, d0.i 

From an administration standpoint, 
trust monitoring and management double 
checks distributions record keeping of 
transactions and location of assets, proper 
recording of ownership of the assets, fees 
the trust is paying, tax management, and 
eveninitial funding ofthe trust. 

From a strategy and performance per- 
spective, an adviser providingoversight and 
mooitoring must keep tabs on asset manag- 
ers, property managers, custodians of hard 
assets such as real estate or gold, nonfinan- 
cia1 assets such as art and jewelry, income 
generation, and asset growth. Reports must 
begenerated for each trust, whethera famly 
has one or looor more. Performance attribu, 

The need for oversight is acute. "Even in Chicago. Price changes around dividend tion, confirmation that trust strategies an 
the very finest trust companies make mis- payments, stock sales, or stock splits may investments are in sync withthe 
takes." saysThomas J. Handler, ID, PC, and not he properly recorded, for example. Dis- of investment policy, and hiring and firin 
principal of Handler,Thayer 6 Duggan LLC tributions may never be sent out. Trusts decisions regarding asset 
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the list of monitoring duties. Such duties 
are an extension ofthe monitoring services 
perfomled in the investment management 
consulting process. 

From that perspective. Handler recom- 
mends creating a separate investment 
policy statanent (IPS) for eachtrust. "Advis- 
ers need to understand the context of the 
trust and its investments within the overall 
family plan-the assets, the income, the tax 
position, and the cash flow. People want a 
higherlevel ofreportingthan they're getting 
from the trust company.They want to know 
where everything Bts within the asset allo- 
cation and the rest of the portfolio. They'd 
like a fully consolidatedpictu~e-something 
few family offices haveandvirtuallyno high- 
net-worthhigh-income dients have.' 

That consolidatedpicture can be compli- 
cated. Families intheu second orthirdgen- 
erations could easily have 60 or loo trusts 
or more, making monitoring and man- 
Iagement services critical. Advisers have 
to monitor strategies and to recommend 
better, more efficient ones. For example, 
trusts having similar objectives and assets 
may be combined tomeet minimum asset 
\requirements of some managers. In the 
I 

case of a large family represented by many 
generations, multiplicity of trusts leads to 
duplication of administration and other 
services that can add up to "trust pork." 

Handler illustrates such porkthrough the 
example of a family with two trusts but not 
enough cash flow. "Why don't wemerge the 
two? Why are we doubling up on adminis- 
tration and costs?We can put these togeth- 
er andcut the investment fee, the trust fee, 
and legal and accounting fees-doesn't that 
make sense?" he asks. Imagine the value an 
adviser could offer a family with almost 200 

trusts that had been created through mul- 
tiple generations, 60 or 70 ofwhich could 
be collapsed. That would mean eliminating 
60 or 70 sets of trustees, 60 or 70 federal tax 
returns, state tax returns and legal fees, as 
weU as tremendous accounting and book- 
keeping work. Such collapsing strategies 
also allow clients to have access to higher 
caliber investments at lower costs withless 
volatility and greater alpha. 

Advisers offering trust monitoring and 
management services are on the leading 
edge. Handler identifies the service compo- 
nent as an actual trend in the marketplace, 
not just an extra service. "Whether there is 

standing the trust documents, something 
few trust owners have done, should come 
next.Then, have tax orlegal advisersprepare 
a summary of the trust document to clarify 
for both adviser and client the intent of the 
trust to enhance the lives of beneficiaries. 
This step allows advisers to connect imme- 
diately with other members of the advisoly 
team. Advisers should then determine the 
level of service they are willing to provide 
and the role($ they are willing to assume. 

Some advisers assume the dual roles of 
trustee and investment adviser. Jon Carroll, 
MBA. CPA, a co-founder and managing direr 
tor of Family Office Metrics LLC (www.famet- 
rics.com), makes an important distinction 
between the two roles. "You have a role as a 
trustee that is completely different from you1 
role as aninvestment adviser. Lfyou're going 
to do these things in tandem, you need to 
look at this functionally and think about it 
in a way that is complete unto itself." 

The trust management and monitoring 
function offers clients a second opinion on 
what other trust advisers are doing, allow- 
ingtheadviser to build a higher level ofcon- 
fidence with clients through coordination 
of the entire advisory team. Every aspect of 

/ADVISERS OFFERING TRUST MONITORING AND MANAGEMENT SERVICES 
IARE ON THE LEADING EDGE 

one trust or multiple trusts, 
it allows you to do your job 
better, to have a better per- 
spective on the family's cir- 
cumstances, and to have a 
much better chance of pick- 
ing up more assets under 
management since you 
know where they all are and 
what's going on." 

To connect with individ- 
uals and families needing 
trust oversight services, ad- 
visers must first be able to 
spot the opportunity. They 
should discover which of 
their existing clients have 
trusts; reading and under- 

trust functions can be a source of problems, 
and clients actively seek help from knowl- 
edgeable, experienced advisers. 

Investment advisers also should edu- 
cate themselves about trusts and fiduciaq 
responsibility before offering monitoring 
and management services. Knowledge of 
the CFP curriculum as well as the AIF (Ac- 
credited Investment Fiduciary) program of- 
fered by the Center for Fiduciary Studies can 
help advisers manage these liabilities. 

They should also become familiar with 
the various types of trusts. According to 
Carol Pepper, president of Pepper Inter- 
national in New York, "There are so many 
different kinds of tmsts, it's like saying the 
word "European." You don't know what 
country the person's from, what language 
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the person speaks, or whether she's in a 
warm or cold place! It's a very broad term." 

Staying abreast of regulatory changes 
such as those enacted by the two Uniform 
Prudent Investor Acts (UPIAs) in 1gg4 and 
1997 is also essential. Trusts are governed 
first by the trust documents themselves, 
then by the state in which the trust is do- 
miciled, and finally by regulations used 
by the Office ofthe Comptroller of the Cur- 
rency (OCC) to manage national banks. 
To guide advisers and multifamily of- 
fices (MFOs) providing trust monitoring 
and management and other family-office 
services.'Fom Livergood, CEO of Chicago- 
based FamilyWealth Alliance LLC, recently 
published a list of h4FO standards for best 
practices in coordination, oversight, and 
outsourcing. Most clients have no idea 
about such regulations and best practices; 
therefore, they have no way to know when 
they are not being fulfilled. And what they 
don't know can definitely hurt them 

A case in point, according to Carroll, 
may be a trust holding a piece of properry. 
"Trustees essentially hold title to the as- 
sets held in trust so, for example, if some 
type of environmental issue arises with 
property held in the trust that was previ- 
ously unknown, it doesn't matter. The 
trust could he sued as the property owner 
by local authorities or by someone who 
purchased some subdivided part of it from 
the trust.The liability is very real." 

To make sure advisers are covering all 
the bases of trust monitoring and man- 
agement services, a well-laid-out process 
should be followed. A Trustee Support 
Process chart Carroll's firm created guards 
against any aspect of trust monitoringand 
management falling through the cracks. 
The process chart facilitates documenta- 
tion of everything from initial acceptance 
and setup of the trust to the role of liaison 
between trustee, beneficiaries, and the en- 
tire team of advisers, and it automatically 
provides a structure for review and report- 
ing results to the family ortrust owners. 

Most trust services can be outsourced. 
Ifthe adviser is also trustee, Hughes says, 

EDUCATIONAL RESOURCES FOR ADVISERS 1 
I UPlA 1994, www.law.upenn.edu/blI/ulc/fnactggiiggos/upia~~.htm 
I UPlA 1997, //ww.law.upenn.edu/blll~1~/upaialupaiag~.htm 
IPrudent InvestmentPractka, handbook, Center for Fiduciary Studies. 
www.cfstudies.com 

ITheNew Fiduciuy Stondard byTimothy Hatton, CFP, CIMA, AIF: 
www.fiduuary store.com 

I Investing andManugir~gTrusts Under rheNew PrudentInv~storRule by JohnTrain and 
Thomas A. Melfe, mvw.anlazon.com 
I Family Wealth Alliance MFO Standards, www.fwalliance.comiTheAllianceMF0 
Standards.pdf 

IFon~ilyWeaith: Keeping It in theFatniIy by James E. Hughes, Jr. (Bloomberg Press, 2004) 

distribution should remain in-house, ex- 
plaining thatthemanner in whichdistribu- 
tion is qualitati.rfely managed to enhance 
the lives of beneficiaries is where the "rub- 
ber meets the road." Pepper says the need 
for outsourced experts depends on how 
the trust document is written, the kinds of 
assets in the trust, and the requirements 
the tnlstees must fulfill based on the du- 
ties set forthin the trust. 

Fees may overlapwith existiginvestment 
management sewices such as custody and 
analytics. Folding in trust monitoring and 
management services may expand those 
fees and add others. But advisers may be able 
to streamline fees, depending on the out- 
sourcedproviders used. For example, fees for 
analytics may be based upon the conlpledty 
of the portfolio and the service level desired. 
Firms specializing in tntst administration 
offer lower fees as a result of economies of 
scale, according to Pepper. She says request- 
ing quotes from two or three reputable pro- 
viders will yield a range of appropriate fees 
for a particular situation. Such fees are usu- 
ally folded into the existing fee structure or 
are based 011 a percentage ofthe family's en- 
tire portfolio of assets. 

Fees can be negotiated on an unbundled 
basis, then rebundled to include all servic- 
es provided. Perhaps a client pays 2 basis 
points for overall portfolio administration, 
custody, and analytics and 5 basis points 
for trust administration, which includes ev- 

eqhingexcept the imestment management.: 
Add in the investment management and! 
perhaps the total comes to 12.5 basis points. i Withminvestment n?anagen1ent,cIientswant, 
to knowwhat they're paying for e\,eV service,/ 
including asset allocation and managing thei 

1 managers, so an apples to apples comparison, 
can he made amongproviders. 

Web technolog)- provides a cost-effective 
way to support trust communication, moni- 
toring, and management services between 

I 
the advisory team and the client. External 
advisers can be given permission to access 
the client's Website to perform their duties;/ 
the trusted adviser may have broader access: 
and may be included in select family meet-; 
ings. Most outsourced providers offer bet-' 
ter software for their respective functions 
than advisers would be able to purchase, 
eliminating the need for advisers to make 
significant technoIogy investments. 

Illtimately, advisers must be willing to 
I provide the service level required for trusti 

monitoring and management. According to 
Handler, "To the extent these advisers are i 
paying attention to what's ha~tpening in the 
wealth marketplace and how it allties togeth- 
er. they'll be able to offer better advice, more 

relevant advice, and to create more value." 1 
LISA GRAY lliia~graymatterstrafeg1e5il~.~oml wiles/ 
extenrivriy on family office and wealth lnanagement 

topics and has 17 years'wealfh management industry 

expeitence. 
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