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ALAN WEBER; U.S. TRUST INVESTMENT CONFERENCE; APRIL 4, 2003

“MANAGING RISK AT U.S. TRUST”

· Introduction
· You’ve been hearing about risk from investment point-of-view today

· I’m going to talk briefly about business risk and how we manage risk at U.S. Trust

· It’s a dangerous world out there!

· Major types of risk we face
· Reputation risk

· U.S. Trust’s good reputation is critical to our success

· Once lost or damaged, difficult to restore

· Poor management of other risks can damage reputation

· Investment risk

· Poor performance resulting from bear market

· Can damage reputation

· Can lead to litigation

· Fiduciary risk

· Trusts have inherent risks

· Multiple trusts and regulations can create conflicts-of-interest

· Danger of scandal, i.e. Doris Duke estate, leads to reputation risk

· Financial risk

· Continued market decline is greatest financial risk; affects revenues

· Solutions:

· Cross-selling

· Fee increases

· New business

· New products

· Open architecture

· Interest-rate risk, if rates go up

· Liability-sensitive balance sheet, because so many people have been refinancing at lower rates

· We’ve been managing that

· New product risk

· Untested products have inherent risks

· Contingency risk

· Since 9/11, a heightened risk

· Have implemented many new measures to deal with this

· Tightened building security

· Redrawn emergency preparedness plans

· Planned for numerous emergency contingencies in detail

· Legal risks

· Highly regulated industry

· Securities regulation

· Graham-Leach-Bliley changed landscape

· Post-Enron et al, new legislation requiring even greater corporate disclosures, especially re potential conflicts of interest

· Anti-money laundering regulations

· Post 9/11, Patriot Act much more stringent

· Educating and training employees about complying with these regulations is challenging

· Another important current legal risk is litigation from clients in a down market

· Our commitment to customized solutions means that not all clients experience the same results or are in the same legal position

· Underscores the importance of signed investment management agreements with clients

· Cease-and-desist order is glaring reminder of penalty we pay for failing to properly manage risk
· Proper controls not in place

· Lack of training

· Legal and Compliance not adequately staffed

· Inadequate policies and procedures

· None of us want to repeat the consequences of such a lapse again

· Why a major corporate objective this year is instituting a more disciplined management process
· Have created a risk management oversight structure  --  a cornerstone to meeting our objective of strengthening management process

· Ultimately, we depend on our people to spot risks

· Process is just a tool, albeit important

· Requires intelligence, knowledge and insight to anticipate and analyze our business risks

· Urge you to apply the same acumen and vigilance to that process as you do to analyzing investment risk

