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Resources for the Private
Client Intermediary 

In today’s world of intense competition and squeezing of profit margins, banks
and other financial service companies are turning to cross-selling of their exist-
ing client base to fulfil their ever more ambitious revenue growth targets. 
It would be rare indeed if a management marketing meeting did not include a

session entitled “Cross-selling”, “Increasing your client share-of-wallet” or “Mining
your client base”. At this point in the marketing meeting all trust practitioners will
become slightly uncomfortable because they know that their business is the one that
provides perhaps the greatest “opportunity” (and risk) of placing additional prod-
ucts or services into an existing client base. 

In recent years, many banks have attempted to deal with these concerns with some
form of “open architecture” to allow for the use of investment products outside their
own product range. In this way they hope to be able to deal with industry pressures
and refute the argument that they deal with their fiduciary appointments as a captive
client. The truth is that in most cases the bank’s definition of “open architecture” is
limited to products or providers that have been selected within the bank itself.

The purist trustee view would be an outright ban on the use of in-house invest-
ment products and services as “self dealing”. One could argue however that there is
a case to be made for using some investment services of the same organisation as
these could be to the advantage of the trust. The advantages may include:
• investment services that are superior (if it can be shown to be a consistently high

performer) or innovative (such as specialist investment funds);
• beneficiaries of the trust who have an existing relationship within the bank such

that there is a preference and feeling of security by them in using the investment
services of the bank;

• cost and efficiency benefits in dealing with the trust and investments as “one
package” and priced as an “all in” service.
Although the problem can arise in many forms, across many product lines, the

problem most often arises in the situation where the bank-owned trust company is
making a choice of investment manager. For obvious reasons, banks have not gener-
ally formalised their “internal guidelines” for investment in their own investment
products as a condition of taking the appointment as trustees. The fact remains
however that most banks will have little or no interest in acting as trustees unless, at
least some portion of the investible assets are managed within the bank to improve
the overall profitability to the bank.

When we founded Close Trustees (Switzerland) SA our concept was (and still is)
to provide a totally independent investment management policy with no obligation
to use group investment products or services. Furthermore, we will undertake that
we will never promote in-house investment products or services to the settlors and
beneficiaries of the trusts that we manage. To have this level of “independence” within
a trust company backed by a regulated bank (Close Brothers Group plc) was (and
still is) quite an exceptional concept.

Guidelines 
I am reminded of how important this core concept is each time we consider putting
in place a new investment mandate or changing investment managers for a trust that
we manage. We have developed our own guidelines in this regard. The investment
guidelines begin with a “philosophy” we have set for ourselves, which has the
presumption that we do not use any of our group investment products or services. 

Close Trustees (Switzerland) SA

investment guidelines 

begin with a philosophy 

we have set ourselves, 

which has the presumption

that we do not use 

any of our group investment 

products or services 

SKILLS & CAPABILITIES
◆ Independent investment

policy
◆ Continuity of management
◆ Experience with complex

structures
◆ Family office trusteeship
◆ Management of private

trust companies

CROSS-SELLING – ANOTHER WORD FOR
“CONFLICTS OF INTEREST” 
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The process we use for selecting investment managers can be summarised by the
following principles.

Consultative process
The choice of the investment manager will be considered in consultation with the
beneficiaries. Their suggestions and objections will be taken into account in making
the selection. We will also need to consider the most appropriate jurisdiction to use
for the delivery of investment services, the security of the asset custody arrangements
as well as the historical performance and service aspects of the investment manager.
We do not have a list of “preferred providers” and do not in any way attempt to
restrict the selection for our own administrative convenience. This, we believe, is real
open architecture.

Diversification of investments and investment managers
Diversification is a well-known principle of investment management to reduce risk
to any one investment within an investment portfolio. It also makes good sense to
consider diversification of investment managers.
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The trustee should consider the appropriateness of having all or most of the invest-

ments with one investment manager. In the case of smaller trusts, it may not be feasi-
ble to split the investment mandate into two or more parts, but this should certainly
be considered if the assets reach substantial levels. We consider this amount to be
greater than 5 million Euros, but individual circumstances may call for manager diver-
sification for smaller amounts. Furthermore, within the investment mandate the
trustee should consider limiting the investment manager to a maximum exposure for
any one of his own in-house funds (maximum 5% in larger trusts and 10% in smaller
trusts would be a reasonable rule of thumb).

No double charging allowed
Where the investment manager is using his own in-house funds, there may be a charge
for the underlying fund management. If so, is there an offset in the investment
management fees charged to the trust fund? The trustee should consider this issue
and be sure that the investment manager is not double dipping on the fees charged.

Transparency
There should be complete objectivity and transparency to the selection process. The
choice should not be influenced by fee-sharing arrangements. Fee sharing or retro-
cessions should not be taken to the credit of the trustees, but credited to the trust
fund for the benefit of the beneficiaries. 

Documenting the selection process
The documentation in the trust files needs to reflect the rationale in the decision-
making process such that the process is not only objective but can be shown to be
objective if requested after the fact by the beneficiaries.

We believe that true independence of investment manager selection is not only a
better solution in respect of trustee principles, but we also believe that it is a better
proposition for settlors and their families when they are selecting trustees.◆
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