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Introduction

The Office of the Comptroller of the Currency’s (OCC) Comptroller’s Handbook booklet,
“Personal Fiduciary Activities,” is prepared for use by OCC examiners in connection with
their examination and supervision of personal fiduciary products and services at national
banks and federal savings associations (collectively, banks). Each bank is different and may
present specific issues. Accordingly, examiners should apply the guidance in this booklet
consistent with each bank’s individual circumstances. When it is necessary to distinguish
between them, national banks and federal savings associations (FSA) are referred to
separately.

This booklet explains the risks associated with personal fiduciary activities and provides a
framework for managing those risks. In addition to providing guidance and describing risks
associated with personal fiduciary activities, this booklet provides optional examination
procedures, which supplement the core assessment standards in the “Large Bank
Supervision,” “Community Bank Supervision,” and “Federal Branches and Agencies
Supervision” booklets of the Comptroller’s Handbook. Examiners should use the optional
examination procedures in this booklet when specific personal fiduciary products, services,
or risks warrant review beyond the core assessment.

Personal fiduciary activities cover a broad spectrum of arrangements in which a bank is
retained to provide investment management services, act as trustee, or have various degrees
of responsibility for an individual’s or a family’s assets. What distinguishes personal
fiduciary activities from other asset management arrangements is that fiduciary activities are
conducted by a bank in a “fiduciary capacity” as defined by 12 CFR 9, “Fiduciary Activities
of National Banks,” and 12 CFR 150, “Fiduciary Powers of Federal Savings Associations.”
Trust law is a state, not a federal, concept. Each trust must be established and administered
under state trust laws. 12 CFR 9 and 12 CFR 150 provide an additional overlay of federal law
requirements that apply to national banks and FSAs, respectively.

Offering personal fiduciary products and services exposes banks to a range of risks. The
nature and scope of banks’ products and services determine which risks are present and what
the quantity of those risks are. Given the variety of laws and regulations (state and federal)
that apply to banks engaged in personal fiduciary activities, compliance risk is inherently
high. Because an individual’s or a family’s personal wealth is typically invested in these
accounts, and there is a fiduciary relationship between a bank and its customers, reputation
risk is also high. Given the volume of transactions associated with many personal fiduciary
accounts and relationships, operational risk can be substantial. If a bank enters into a new or
modified personal fiduciary relationship, especially one based on a new state trust law, or
offers a personal fiduciary account that involves outsourcing some of its responsibilities, the
bank increases its strategic risk and compliance risk.
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Background

Personal fiduciary activities are part of a growing and competitive market frequently referred
to as private wealth management, private client services, or private banking. These activities
usually entail providing a broad range of financial products and services to affluent persons,
their families, and their businesses. At the core of these products and services are fiduciary
relationships, the investment management of client assets, and providing investment advice
for a fee.

The federal statute that empowers the OCC to grant fiduciary powers, 12 USC 92a(a),
specifically authorizes the OCC to permit national banks to act in seven fiduciary
capacities—trustee, executor, administrator, registrar of stocks and bonds, guardian of
estates, assignee, and receiver. The act also authorizes any other fiduciary capacity in which
state banks, trust companies, or other corporations that come into competition with national
banks are permitted to act under the laws of the state in which the national bank is located.

A fiduciary relationship involves a duty on the part of the fiduciary (the bank) to act for the
benefit of the other party to the relationship (the customer) concerning matters within the
scope of the relationship. Fiduciary law is designed to protect the party who gives fiduciary
power (grantor) to another party (fiduciary) and those who may ultimately benefit from that
transfer of power (the beneficiaries) from the significant risks inherent in the fiduciary
relationship. The underlying premise of fiduciary law is to afford grantors legal protections
that might otherwise be unavailable, too costly, or impractical to obtain. 12 USC 1464(n)
authorizes the OCC to permit FSAs to act in four capacities—trustee, executor,
administrator, and guardian. The act also authorizes “any other fiduciary capacity in which
State banks, trust companies, or other corporations which compete with [FSAs] are permitted
to act under the laws of the State in which the [FSA] is located.”? If a state permits state
banks, trust companies, or other corporations that compete with national banks or FSAs to act
in capacities in addition to the enumerated ones, 12 USC 92a(a) and 12 USC 1464(n)
empower the OCC to authorize national banks and FSAs to act in those capacities. Pursuant
to this statutory authority, the OCC has issued regulations that describe the multi-state
fiduciary authority of national banks (12 CFR 9.7) and FSAs (12 CFR 150.130). Using this
authority, a national bank or FSA may conduct fiduciary activities out of one state and offer
fiduciary activities, including personal fiduciary products and services, to customers located
in any state.

12 CFR 9 sets forth the standards that apply to the fiduciary activities of national banks. This
part applies to all national banks and federal branches of foreign banks that act in a fiduciary
capacity. 12 CFR 150 sets forth the standards that apply to the fiduciary activities of FSAs.
For the purposes of 12 CFR 9 and 12 CFR 150, fiduciary capacity is defined as

! Given the expansive fiduciary language in this section of HOLA, despite the slight differences in the statutory
fiduciary language for national banks and FSAs, there is no difference between the fiduciary capacities the OCC
has granted national banks and FSAs.
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e atrustee, executor, administrator, registrar of stocks and bonds, transfer agent, guardian,
assignee, receiver, or custodian under a uniform gifts to minors act.?

e an investment adviser, if the bank receives a fee for its investment advice.

e any capacity in which the bank possesses investment discretion on behalf of another.

e any other similar capacity that the OCC authorizes pursuant to 12 USC 92a or
12 USC 1464(n).

These regulations are generally permissive and authorize specific fiduciary activities for
national banks and FSAs unless the activities are restricted or prohibited by applicable law.
The applicable law for a national bank is defined in 12 CFR 9.2(b) and for a FSA is defined
in 12 CFR 150.60 as

e the terms of the instrument, or legal document, governing a fiduciary relationship.

e the law of a state or other jurisdiction governing a bank’s fiduciary relationships.

e applicable federal law governing those relationships (for example, federal securities laws
or the Employee Retirement Income Security Act of 1974).

e any court order pertaining to the relationship.

While 12 CFR 9 and 12 CFR 150 reflect common fiduciary principles and their provisions
are not specific to a particular state law or a type of fiduciary instrument, certain parts are
linked to other fiduciary laws. For example, the fiduciary compensation provisions in

12 CFR 9.15 and 12 CFR 150.380 authorize a bank to charge a reasonable fee for its services
unless compensation terms are set or governed by other applicable law. Certain provisions of
12 CFR 9 and 12 CFR 150 are restrictive and prohibit certain fiduciary activities unless
applicable law expressly authorizes those activities. For example, the conflict of interest
provisions in 12 CFR 9.12 for national banks and 12 CFR 150.330 through 12 CFR 150.400
for FSAs prohibit engaging in self-dealing or entering into conflict situations unless
expressly authorized by applicable law.

Compliance with fiduciary law, however, is neither a guarantee against loss nor an assurance
of expected performance by the fiduciary. Courts have recognized that even sound fiduciary
administration and investment practices can produce unexpected losses. Nearly every state
has adopted some form of the Uniform Prudent Investor Act of 1992. The expectation under
these state laws is that if a trustee’s investments were consistent with the overall objectives of
the account when made, and the investments were made to diversify the client’s portfolio,
losses on the individual investments in the diversified portfolio do not mean the trustee
violated his or her fiduciary responsibilities.

Fiduciary Accounts

Banks provide fiduciary services to a variety of personal accounts. Personal trust accounts
are typically established to accomplish certain objectives for customers, such as

2 While there are slight differences in the specific language in 12 CFR 9.2(e) for national banks and
12 CFR 150.30 for FSAs, the scope of when national banks and FSAs act in a fiduciary capacity is the same.
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estate planning.

reducing taxes.

maintaining privacy.

passing assets to dependents, relatives, and other beneficiaries.

contributing to charitable organizations.

ensuring assets continue to be managed in the event of illness or incapacitation.

Depending on how the accounts are structured, banks’ fiduciary roles may vary widely.
Ultimately, customers, usually with the assistance of their personal counsel, establish the
legal framework that the bank trustees must follow.

In the past, personal trust accounts and other fiduciary relationships were offered primarily to
the very wealthy. Now these services are offered to a broader range of clients, as more bank
clients seek to structure their financial assets in tax-efficient ways that not only protect those
assets but ensure they are passed down to the persons and entities the clients designate. A
bank’s role as fiduciary to these accounts is likely to vary widely. Some personal trust
relationships provide that the bank fiduciary assume not only account administration and
accounting responsibilities but also investment management and legal obligations for the
proper administration of the trust. Other fiduciary arrangements, such as certain investment
management and investment advisory relationships, relieve the bank of some fiduciary
responsibilities but retain core fiduciary requirements, such as pre-acceptance reviews,
limitations on conflicts of interest, and custody requirements. As discussed in detail in the
“Risks Associated With Personal Fiduciary Activities” and “Risk Management” sections of
this booklet, each of the roles and capacities a bank assumes presents a different degree of
risk. These risks must be understood, and policies, procedures, and processes must be
adopted and implemented to mitigate the level of risk the bank fiduciary assumes.

Personal fiduciary accounts may be divided into three major groups:

e Court-supervised accounts
e Trust agreements
e Investment accounts

Court-Supervised Accounts

Estates, guardianships, conservatorships, and certain trusts are administered under the
jurisdiction of the appropriate court of law based on applicable state trust law. The court’s
principal role is to protect the interests of the deceased, minors, and incompetents. The court
formally appoints the fiduciary in accordance with state law requirements and reviews and
approves all subsequent acts of the fiduciary related to that particular account. In some states,
a testamentary trust, a trust established by a will that becomes effective upon the death of a
testator (the person who has written the will), may also be administered under the order and
protection of a court. Appendix A, “Types of Personal Trusts,” includes descriptions of the
more significant personal trust relationships.
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Version 1.0 Introduction > Fiduciary Accounts

Estates

Planning: An estate is the property left by a person when he or she dies. That person is
usually referred to as the decedent or, if a will exists, the testator. Estate planning addresses
the use, conservation, and disposition of an estate. This is the process by which a person,
while still living, plans for the transfer and disposition of his or her property after he or she
dies.

A comprehensive estate plan allows a person to

dispose of assets according to personal wishes.

establish effective tax strategies.

provide for oneself and family in the event of incapacity.
obtain professional asset management services.

select personal representatives.

name guardians for minor children.

maintain the privacy of personal information.

provide protection for the beneficiaries of the estate.

The development and implementation of an effective estate plan requires different types of
legal and financial expertise as well as good communication among members of the estate
planning team. Common documents in estate planning include wills, trust agreements,
powers of attorney, advanced medical directives or living wills, Health Insurance Portability
and Accountability Act of 1996 releases, letters of instruction, and beneficiary designations
established through insurance policies, individual retirement accounts (IRA), and retirement
plans.

An important part of creating an estate plan is selecting suitable individuals or corporations
to serve in the various fiduciary capacities. These capacities include the executor or personal
representative, trustee, guardian for minor children, and an agent or attorney-in-fact to serve
under a durable power of attorney. A power of attorney is an instrument authorizing a person
to act as an agent or attorney-in-fact for another person. The person given power of attorney
makes financial and legal decisions on behalf of the person granting the power. A durable
power of attorney remains effective even if the grantor becomes incapacitated.

State trust laws typically permit only a bank or a trust company to serve as a corporate
trustee. All other trustees are individual trustees—not corporations. Unlike banks and trust
companies, registered advisers, broker-dealers, and insurance companies are not typically
authorized by states to act as trustees. A corporate fiduciary, however, is generally not
allowed to serve as a guardian of a person or as an agent under a power of attorney for health
care. A corporate fiduciary may serve as a guardian of an estate and, in some circumstances,
as an agent under a power of attorney for financial or property purposes.

A bank fiduciary’s role in the estate planning process is one of facilitator, and extreme care
should be taken in working with clients and advisers. The role of the client’s attorney is to
create the estate plan and draft the legal documents. Although a bank fiduciary may discuss

Comptroller's Handbook 5 Personal Fiduciary Activities
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legal concepts and estate planning alternatives with clients and prospects, only an attorney
familiar with the applicable state trust laws should actually draw up the estate plan.

Administration and settlement: Probate is one of the ways to pass ownership of estate
property to a decedent’s survivors or heirs. Probate is the legal process by which a court
validates a decedent’s will and supervises the administration of the estate. The probate estate
is the portion of the estate that must go through the probate process before the estate is
transferred. Certain estate interests, such as living trusts, life insurance policy proceeds not
payable to the estate, payable upon death accounts (Totten trusts), property held jointly with
rights of survivorship, and accounts—such as an IRA or a 401(k)—for which there is a
beneficiary designation are generally not included in the probate estate. Many states also
provide the opportunity for the decedent’s spouse or other heirs (such as children or siblings)
to obtain property held in the decedent’s name (such as a bank deposit) by submitting a
small-estate affidavit to the holder of the decedent’s property. This enables the assets of
relatively small estates (usually less than $25,000) to be distributed directly to the spouse or
other heirs without going through the time and expense of probate.

Probating an estate requires the appointment of a personal representative to administer the
estate. The representative may be called the executor, administrator, or personal
representative of the estate if appointed as such in a decedent’s will. If someone dies without
a valid will (intestate) or a will does not name a personal representative, the court appoints
someone to administer the estate (the administrator). The court issues letters testamentary or
letters of administration granting the personal representative authority to administer the
estate.

The appropriate court determines the validity of a decedent’s will. Once the court validates
the will, the court appoints the personal representative. Upon formal acceptance of the
appointment, the personal representative administers the estate in accordance with the terms
of the will and other appropriate orders. In a limited number of situations, state law overrides
the terms of valid wills. For example, a decedent who attempted to leave a spouse out of a
will may be prevented from so doing by specific state laws (e.g., spousal share or elective
share) that, in common-law states, provide the surviving spouse with a right to a certain
percentage of the estate of the deceased spouse. Similarly, in the nine states that recognize
community property between spouses, at the death of one spouse, half of the marital assets
are considered to belong to the surviving spouse.

In most states, a will is valid only when written, signed, and witnessed in accordance with
specific statutory requirements. Generally, the testator must be competent, of legal age, and
not under duress. A will may be deemed invalid by a court if the will fails to meet specific
statutory guidelines. If there is no valid will, state law governs who inherits and how much
under the state’s law of intestate succession.

A personal representative, until receiving authority from the probate court, has no power to
dispose of any part of an estate, except to pay reasonable funeral expenses or to take such
action as the representative deems necessary to preserve estate property. Pending formal
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authorization by the court, the personal representative may take appropriate action to handle
family issues and protect estate property. Such actions might include the following:

e Locate, read, and interpret the will and any codicils to the will.

e Meet with family members and counsel to discuss immediate concerns and problems.

e Make funeral, burial, and perpetual care arrangements as directed, or as circumstances
require.

e Take immediate steps for the temporary protection of estate property pending probate of

the will.

Locate financial records and determine the nature and location of estate property.

Determine whether there are outstanding lawsuits initiated by or against the decedent.

Change locks to secure real property.

Change address to forward mail to the representative.

Check property insurance coverage and adjust as prudent.

Notify financial institutions and certain creditors of the death, and close any revolving

credit accounts.

¢ Notify the following of the death: the U.S. Social Security Administration, pension plans,
insurance companies, and others making regular pension or annuity payments.

After the personal representative receives court authorization, the personal representative
may begin formal settlement of the estate. The personal representative’s duties are governed
by the provisions of the decedent’s validated estate documents, state probate codes, court
orders, and sound fiduciary principles. Important administrative responsibilities include the
following:

e Identify, possess, safeguard, appraise, and invest estate assets. This includes determining
whether the estate has outstanding claims against third parties. Insurance coverage should
be reviewed and adjusted as needed.

e Prepare and file an inventory with the court, as required by state law or the court.

e Notify heirs and beneficiaries. Most states require that formal notices be sent to identified
heirs and beneficiaries of decedents.

e Notify interested parties and creditors. This notice formally advises parties with claims
against the estate to present the claims by the date specified in the notice. The
representative also contests any improper claims against the estate.

e Prepare federal, state, and local income tax returns; prepare applicable federal and state
estate and/or inheritance tax returns; and pay tax liabilities. The representative has the
power to sell estate assets to pay the liabilities and expenses of the estate.

e Pay legacies (gifts of personal property), devises (gifts of real property), and bequests;
obtain proper receipts and releases, including an estate tax release from the Internal
Revenue Service (IRS), if appropriate.

e Fund trusts established under the will and distribute remaining assets to beneficiaries,
including distribution to any preexisting trusts.

e Submit a final accounting to the probate court and close probate administration. In some
states, the court may require ongoing accountings.
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When the representative files an accounting in court, the accounting is settled judicially and
in the formal manner prescribed by law. The accounting is a report of the representative’s
administration of the estate and provides all concerned parties, including beneficiaries and
any unpaid creditors, the opportunity to comment on what has or has not been done. The
court then customarily approves the final accounting and discharges the representative,
unless objections are filed and sustained.

Guardianships and Conservatorships

A guardianship (for purposes of this booklet, the term guardian includes conservators) is a
court-appointed fiduciary relationship established to protect a person who is not of legal age
or who is mentally or physically incapacitated. This person is commonly referred to as a
ward. While state laws vary, in general, a guardian is an individual or trust institution
appointed by a court to care for and manage the personal affairs of a ward. A conservator is
generally appointed by a court to manage a ward’s property or financial affairs.

In most states, there are two kinds of guardians: a guardian of the property or estate and a
guardian of the person. Generally, a bank is appointed guardian of the property or estate
(conservator) that maintains the ward. A relative or friend of the ward is typically appointed
guardian of the person. Once the court has determined that a guardian is necessary, the court
enters an order and issues a letter of guardianship. This document is the guardian’s authority
to act on behalf of the ward.

The fiduciary’s role as a guardian is analogous to the role of a court-appointed personal
representative or trustee, but the guardian’s role is more restrictive. The guardian’s objectives
are to meet the needs of the ward and to prudently manage the account’s assets. A guardian’s
basic duties are to

e gather the ward’s assets. Ownership of the property is legally transferred to the name of
the guardian with the ward retaining a beneficial interest in the property.

e manage the property in the ward’s best interests. The guardian is responsible for the
property’s protection and investment. The guardian’s objective should be to make the
property productive and to satisfy the ward’s day-to-day requirements. Some states
restrict the types of investments guardians may make.

e make periodic accountings to the court. Under most state statutes, accountings are
required annually.

e terminate and distribute the property. Generally, either of two events terminates the
guardianship: the ward’s death or resolution of the ward’s incapacity. If the ward dies, the
guardianship immediately terminates and the ward’s assets are distributed by the
guardian to the personal representative or executor of the ward’s estate. If the
guardianship is based on the ward’s lack of legal age, the guardianship terminates when
the ward reaches the age of majority. If the guardianship is based on another kind of
incapacity, it terminates when the court declares the ward competent.

Comptroller's Handbook 8 Personal Fiduciary Activities
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Trust Agreements

Personal trust services are a significant part of most banks’ fiduciary business. A trust is a
flexible legal instrument whereby one person is enabled to deal with property for the benefit
of another person. A trust can be used for many purposes, including

estate planning.

professional asset management.

disability planning.

privacy.

probate avoidance.

providing financial support for the grantor and others.
other special needs and goals.

Characteristics of a Trust

A trust is a fiduciary relationship in which a person or entity holds the legal title to property
but is obligated to keep or use the property for the benefit of another person or entity. The
creator of a trust is known as the grantor, settlor, testator, donor, or maker. To be valid, a
trust must demonstrate or meet the following standards:

Intent to create a trust by a legally competent grantor
Present act of declaration or transfer by the grantor
Existence of trust property

Designation of a trustee

Identification of beneficiaries

Delivery of trust property to the trustee

The grantor can create a trust during his or her lifetime under an agreement or declaration
(living trust) or through the execution of a valid will (testamentary trust). The grantor
transfers legal title of the property to the trustee as a fiduciary, while the equitable or
beneficial interest in the property (income and principal) is assigned to persons designated by
name or class as the beneficiaries.

A trust agreement (or trust instrument) is the formal written document that sets forth the
terms of the trust. The trust agreement is generally prepared or reviewed by an attorney. A
trust agreement can be established by a will, by an instrument other than a will, or by court
order. The trust agreement normally

e defines the grantor’s intent.

e appoints a trustee.

e identifies the beneficiaries.

e defines what the beneficiaries are to receive.

o defines the trustee’s powers, duties, and compensation.

Comptroller's Handbook 9 Personal Fiduciary Activities
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Trust Property and Accounting

The property of a trust is referred to as the trust corpus. The corpus includes both principal
and income assets as well as cash (also allocated between principal and income) owned by
the trust. An underlying principle of trust accounting is to maintain accounting records that
properly segregate income from principal. The underlying purpose of this separation is to
ensure that the two classes of persons with an interest in a trust are treated fairly and in the
manner prescribed by the trust instrument.

Principal consists of both the initial and any subsequent funding from the grantor, as well as
any gains or losses from the sale of trust assets. Income generally includes receipts (interest,
income, rent) earned by trust assets, reduced by specific expenses associated with trust assets.

Personal trusts typically have income beneficiaries who are the present-day beneficiaries of
the income from the trust, often the spouse or children of the grantor. Depending on the
instrument, principal may or may not be available for distribution to the income
beneficiaries. The ultimate beneficiary of the principal when the trust terminates, or upon the
occurrence of a life event defined in the agreement, is commonly referred to as the
remainderman. In addition, many trusts have future or contingent beneficiaries who,
depending on many factors, may ultimately receive distributions from the trust corpus as
either income or principal beneficiaries.

The receipt of or disbursement from income and principal affects the value of the trust corpus
and its eventual distribution to remaindermen as directed by the terms of the trust agreement.
Cash received from transactions is categorized as income or principal depending on its
source.

The proper allocation of cash and assets to either income or principal, and the ultimate
distribution of property to income or principal beneficiaries, is determined by the provisions
of the trust agreement. The trust agreement may contain specific guidance for the application
of principal and income transactions, may explicitly reference relevant state trust law, or by
its silence, may defer to applicable state law. A bank should refer first to the governing
instrument, then to applicable state law to ensure the bank’s trust accounting records and
distributions to trust beneficiaries are consistent with applicable law.

To define the respective interests of different trust beneficiaries when the governing
instrument is either silent or provides inadequate guidance, most states have adopted a
version of the Uniform Principal and Income Act of 1997 (as amended in 2000) (UPIA).
Because principal and income statutes differ from state to state,® trust administrators not only
must have expertise in interpreting their own state’s statutory principal and income
requirements, but also must have expertise available to them regarding the principal and
income requirements of each state’s laws that apply to a trust managed by the bank. A trust
administrator must also have sufficient expertise to interpret specific provisions of a

3 In some states, earlier versions of the UPIA remain in effect. States that adopt a uniform act generally
incorporate modifications to the uniform version.
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governing instrument with respect to the allocation of receipts and expenses between
principal and income, and the distribution of the corpus to the respective beneficiaries.

While the allocation of some receipts to income or principal is readily apparent, allocating
other receipts requires specific knowledge of applicable law. Banks should have well-
documented processes to review receipts and disbursements and to allocate entries between
principal and income. These processes should include well-documented procedures and
appropriate training in the operations area to ensure the terms of the governing instrument or
applicable state principal and income law is followed.

Examples of transactions or asset classes that require special attention include

e capital gains distributions from mutual funds.

e assets subject to amortization and accretion of premiums and discounts.

e receipts from assets such as mortgage pools that include both a return of principal and an
income payment.

e depleting assets such as mineral interests.

e trustee and related fees.

The broader the range of investment options managed by a bank’s trust department, the more
issues may arise regarding allocation of principal and income in that account. The “Unique
and Hard-to-Value Assets” booklet of the Comptroller’s Handbook focuses on this issue in
the context of mineral interests and timber holdings.

Many trusts include specific authorization to invade trust principal in order to provide certain
benefits to, or to maintain the lifestyle of, specified beneficiaries. Particularly in a low-
interest-rate environment, when the actual income of a trust may be far less than originally
anticipated, the trustee may be required to spend down principal to fulfill the trust’s
requirements.

State principal and income statutes and trust documents increasingly recognize the difficulty
in providing income to current beneficiaries while preserving principal for remaindermen. As
part of the evolving concepts of prudent investing and maximizing total return for a trust,
many states provide trustees with discretionary authority to invest the assets of a trust to
benefit the remaindermen (seeking long-term appreciation of trust principal) while paying
current income beneficiaries a set percentage of the trust. This authority can result in the
trustee paying out not only current income but also a portion of the trust corpus to income
beneficiaries. A trust payout in the 3 percent to 5 percent range to current beneficiaries is
frequently referenced as an economically sustaining, long-term arrangement in which current
income beneficiaries realize benefits from the trust without imperiling future payouts to the
remaindermen.

The “Asset Management Operations and Controls” booklet of the Comptroller’s Handbook
emphasizes the importance of assigning proper codes to accounts, assets, and transactions to
ensure that when posted to a bank’s trust accounting system, entries are properly allocated to
either principal or income.
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Trust Beneficiaries

Beneficiaries receive the equitable benefits of a trust. Beneficiaries entitled to income from
the trust are called income or present-interest beneficiaries, whereas beneficiaries entitled to
receive the trust principal (corpus) are remaindermen.

Income beneficiaries can be either mandatory (income must be paid out to them regularly
under the terms of the trust) or discretionary (the trustee decides whether to pay out some or
all of the trust income in any period). Sometimes income or principal is to be paid to some or
all of a group of beneficiaries, in amounts and at times determined at the trustee’s discretion.
This is called the power to “spray” or “sprinkle.” Income not paid out is added to trust
principal and reinvested.

Generally, the discretionary power to spray or sprinkle is left to the trustee, but this power
can be governed by language in the trust. For example, the language in a trust might give the