
Compliance 
This rating reflects an institution's overall compliance with applicable laws, regulations, accepted standards of 
fiduciary conduct, governing account instruments, duties associated with account administration, and internally 
established policies and procedures. This component specifically incorporates an assessment of a fiduciary's duty 
of undivided loyalty and compliance with applicable laws, regulations, and accepted standards of fiduciary conduct 
related to self-dealing and other conflicts of interest. 

The compliance component includes reviewing and evaluating the adequacy and soundness of adopted policies, 
procedures, and practices generally, and as they relate to specific transactions and accounts. It also includes 
reviewing policies, procedures, and practices to evaluate the sensitivity of management and the board of directors 
to refrain from self-dealing, minimize potential conflicts of interest, and resolve actual conflict situations in favor of 
the fiduciary account beneficiaries. 

Risks associated with account administration are potentially unlimited because each account is a separate 
contractual relationship that contains specific obligations. Risks associated with account administration include: 
failure to comply with applicable laws, regulations or terms of the governing instrument; inadequate account 
administration practices; and inexperienced management or inadequately trained staff. Risks associated with a 
fiduciary's duty of undivided loyalty generally stem from engaging in self-dealing or other conflict of interest 
transactions. An institution may be exposed to compliance, strategic, financial and reputation risk related to 
account administration and conflicts of interest activities. The ability of management to identify, measure, 
monitor and control these risks is reflected in this rating. Policies, procedures and practices pertaining to account 
administration and conflicts of interest are evaluated in light of the size and character of an institution's fiduciary 
business. 

The compliance rating is based upon, but not limited to, an assessment of the following evaluation factors: 

 Compliance with applicable federal and state statutes and regulations, including, but not limited to, 
federal and state fiduciary laws, the Employee Retirement Income Security Act of 1974, federal and state 
securities laws, state investment standards, state principal and income acts, and state probate codes; 

 Compliance with the terms of governing instruments; 
 The adequacy of overall policies, practices, and procedures governing compliance, considering the 

size, complexity, and risk profile of the institution's fiduciary activities; 

 The adequacy of policies and procedures addressing account administration; 

 The adequacy of policies and procedures addressing conflicts of interest, including those designed to 
prevent the improper use of ̏material inside information"; 

 The effectiveness of systems and controls in place to identify actual and potential conflicts of interest; 

 The adequacy of securities trading policies and practices relating to the allocation of brokerage business, 
the payment of services with ̏soft dollars" and the combining, crossing, and timing of trades; 

 The extent and permissibility of transactions with related parties, including, but not limited to, the volume 
of related commercial and fiduciary relationships and holdings of corporations in which directors, officers, 
or employees of the institution may be interested; 

 The decision making process used to accept, review, and terminate accounts; and, 
 The decision making process related to account administration duties, including cash balances, overdrafts, 

and discretionary distributions. 

Ratings 
A rating of 1 indicates strong compliance policies, procedures and practices. Policies and procedures covering 
conflicts of interest and account administration are appropriate in relation to the size and complexity of the 
institution's fiduciary activities. Accounts are administered in accordance with governing instruments, applicable 
laws and regulations, sound fiduciary principles, and internal policies and procedures. Any violations are isolated, 
technical in nature and easily correctable. All significant risks are consistently and effectively identified, measured, 
monitored and controlled. 



A rating of 2 indicates fundamentally sound compliance policies, procedures and practices in relation to the size 
and complexity of the institution's fiduciary activities. Account administration may be flawed by moderate 
weaknesses in policies, procedures or practices. Management's practices indicate a determination to minimize 
the instances of conflicts of interest. Fiduciary activities are conducted in substantial compliance with laws and 
regulations, and any violations are generally technical in nature. Management corrects violations in a timely 
manner and without loss to fiduciary accounts. Significant risks are effectively identified, measured, monitored, 
and controlled. 

A rating of 3 indicates compliance practices that are less than satisfactory in relation to the size and complexity of 
the institution's fiduciary activities. Policies, procedures and controls have not proven effective and require 
strengthening. Fiduciary activities may be in substantial noncompliance with laws, regulations or governing 
instruments, but losses are no worse than minimal. While management may have the ability to achieve 
compliance, the number of violations that exist, or the failure to correct prior violations, are indications that 
management has not devoted sufficient time and attention to its compliance responsibilities. Risk management 
practices generally need improvement. 

A rating of 4 indicates an institution with deficient compliance practices in relation to the size and complexity of 
its fiduciary activities. Account administration is notably deficient. The institution makes little or no effort to 
minimize potential conflicts or refrain from self-dealing, and is confronted with a considerable number of 
potential or actual conflicts. Numerous substantive and technical violations of laws and regulations exist and 
many may remain uncorrected from previous examinations. Management has not exerted sufficient effort to 
effect compliance and may lack the ability to effectively administer fiduciary activities. The level of compliance 
problems is significant and, if left unchecked, may subject the institution to monetary losses or reputation risk. 
Risks are inadequately identified, measured, monitored and controlled. 

A rating of 5 indicates critically deficient compliance practices. Account administration is critically deficient or 
incompetent and there is a flagrant disregard for the terms of the governing instruments and interests of account 
beneficiaries. The institution frequently engages in transactions that compromise its fundamental duty of 
undivided loyalty to account beneficiaries. There are flagrant or repeated violations of laws and regulations and 
significant departures from sound fiduciary principles. Management is unwilling or unable to operate within the 
scope of laws and regulations or within the terms of governing instruments and efforts to obtain voluntary 
compliance have been unsuccessful. The severity of noncompliance presents an imminent monetary threat to 
account beneficiaries and creates significant legal and financial exposure to the institution. Problems and 
significant risks are inadequately identified, measured, monitored, or controlled and now threaten the ability of 
management to continue engaging in fiduciary activities. 


