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Executive summary

The financial market crisis has brought many inherent weaknesses in the financial
system to light. In essence, the current crisis with huge wealth destructions is a
crisis of trust at various levels. What started out with the bursting of a bubble in
the UShas impacted almost all asset classes and regions globally. The enormous
leverage afforded by the financial system and international accounting standards
has acted as a highly efficient transformation mechanism.

The simple fact is that the lack of liquiglin certain markets has resulted in a
complete drought for nearly all asset classes. This, coupled with the requirement to
mark these assets to market has leghi sums of wealth evaporatingThe IMF
recently estimated that value adjustments in bdrdtahce sheets will reach a level

of EUR 1.5 trillion, compared with the EUR 0.5 trillion estimated in October. This
is taking its toll on the system as a whole: Financial institutions are wary of one
another, spreads in markets have surged, liquiditydmished and volatility has
reached exceptional levels, leading to enormous agdatens. For individual

investors we estimate losses of up to 20% of financial assets, or some EUR 6
trillion. In other words, clients have earned nothing from holding the@stments

for the past ten years. Worse still, the crisis is beginning to show a deep impact on
the wider world economy.

The current crisis has not just affected the institutions that were originally engaged
in the affected markets, it has also impactiabioorganizations. The global

financial community as a whole has been hit, even some institutions that thought
they had done everything they could to protect their operations including e.g.
raising capital and reclassifying assets. Yet they too are isigffalong with the

rest of the global financial community.

In this report we present the key findings of our survey of the wealth management
industry. As part of the study, we interviewed experts throughout the industry and
conducted an extensive surveyi@ng clients.

The consensus view is that the lower funds under management will have some
affect on midterm profitability, but that thewill revert back to normal sooner or
later.We think differently .

In some wealth management operations during the last cycle-20839, we saw

a correction of around 10% in the value of funds under management. This resulted
in a 15% reduction in the tdme margin and a 35% reduction in the {az

margin. During thigperiod only some asset classes were affected; overall, net new
money inflows were still positive.

The business model proved to be robust and business quickly returned to normal.
Wealth managers saw continued-tm@ growth and were able to increase ithei
franchises across the globe.

This time around, things are worse

1. Funds under management ha\teriorated by around 20%within the
space of a yedrtwice as much as during the last cycle.

2. Almostall asset classeandall regionsare affected. The flight to safety
bolstered inflows to those institutions that were thought of as safe. Most asset
transfers took the form of cash, and are likely to remain parked for some time.
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3. A general deleveragingrend is visible. As a result, thegtive impact that
Lombard lending previously had on both funds under management and top
line margins is now being reversed.

4. Given the poor performance even of those asset classes deemed to be safe, the
expectation gap has widened dramatically. Trusbleas lost. A flight to
simplicity in the solutions provided will put additional stress on already low
margins.

A large part of the cost base of the wealth management industry has expanded in
line with the rapid topine growth experienced in the past dezafegulatory
requirements have boosted the need for adjustments to the business model. The
result has beehigher cost levels However, the cost base now seems rather
"sticky" I and the expected ptax margin crunch is likely to be substantially

higher han anticipated.

The key challenge for wealth managers now is to regain momentum. The outlook
for the business context for 200@nd probably beyondis unfavorable. This,
poses materi al chall enges to wealth managersé6 bu

Understanding the wierlying changes in the market, the players, the offering and
their clients coupled with regulatory changes is essential to identify the adjustments
required. As these four areas have a major impact on the value proposition of
wealth managers, we structwer study around them (see chart below). Aim is to
derive from our observations potential measures that management should focus on
to regain momentum. We also debunk typical myths along the way.

Chart 1: Outline of the study
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Market: Call for trust -building measures

Calculations of market size are typicatlyerestimated In order to estimate profit

pools accurately, only bankable assets should be considered. Assets that are held as
deposits (e.g. in the Japanese postal system)amt fixmandatory pension

schemes are not relevant for wealth managers. The current market for wealth
management calculated on the basis of bankable assets thus amounts to EUR 24
trillion. In the analysis of the needs of a client, of course, all assetslavant.

The general consensus is that the markets in BRIC countries (Brazil, Russia, India
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and China) remaihighly attractive, despiteheeffect of thecrisis. The

underlying social dynamics and economic developments in these countries are
strong. Wedh will continue to grow, fuelling the need for wealth management
services. As demand increases and clients are willing to pay higher margins,
profitability is likely to remain high. However, US or European wealth

management approaches cannot simply dedaut globally: major adjustments to
cultural and regional aspects are necessary. In order to respond to local needs and
cultural issues, wealth managers need a strong local presence. This requires a
significant investment and a lottigrm approach.

Thecurrent crisis involves a dramatic loss of trust and confidence at all levels. We
are convinced that the industry needs to take determined actiegaio trust. A
greater emphasis on communication is needed to rebuild an industry on trust.
Messages muste really understood by stakeholders. Clearly, this didn't happen in
the past.

Clients: Call for less complexity

The losses in the market have hit investors hard, often in areas they did not expect.
Many people invested in products and structures that were created with the precise
aim of avoiding losse$ absolute return funds and structured products, for

instance. Bt with the dramatic change in the correlation of asset clabges,

opposite has occurredincurring even higher losses. Underlying assumptions

were wrong so that concepts and products failed. As a result, clients have lost trust
in their advisors, wealtmanagers and the financial system as a whole.

The results are eviderd:shift away from failed product categories a decrease

in the share of discretionary mandates and a strong reduction in trading activities.
In addition, many highly leveraged clients need téederage and sell assets to
cover losses or regain liquidity. Based on the results of our stdgxpet the

flight to cash and diversification of bank relations to prevail until the markets have
regained some stability and the first positive signals appear.

We believe that theeed for wealth management servicesill return as soon as

the smoke clear8ut clients will have learnt their lesson at least in the short

term. In future they will be more critical of complex structures based on models
and indirect ownership. They will ask more questions and expect better Advice
advice that takes their persds#uation properly into account. This implies a
significant increase in the capability and skills of wealth managers. It also opens up
a great opportunity for the market.

For parts of the client basax considerationsmight still today be one of theain
reasons for offshore private banking. Further pressure @B@D countrieson
traditional offshore locations to cooperate in tax matters might push assets further
afield, to other less regulated locations. However, we do not share the view that
offshore business will vanish over time. Rather the contrary. There are many quite
legitimate reasongo invest assets abroadecurity, discretion, access to better
advice and superior service, for example. The tax avoidance argument does not
apply to clients o enjoy a low flat tax on their assets in their home country (in
CEE, for instance), but prefer to have a large part of their assets managed offshore.
Based on our research, we expestrang shift toward declared offshore money

In our opinion amnestiawight play a major role in that shift, due to the large
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administrative challenges for public authorities. Furthermore, we expect that the
EU-interest taxation agreement will be extended to include more countries and
legal entities. At the same time, givire increase in pressure on raeclared
offshore assets, it remains to be seen whether there is a significant shift between
different global offshore regions. This creade®ther opportunity: that of helping
clients to increase compliance of their ofistd assetsver time.

Players: Call for effectiveness anefficiency

Stricter regulation and national tax requirements create a number of specific
challenges. In the private banking business model, the relationship manager still
plays a key role; he or she is primarily responsible for client expectation
management, and hencestomer satisfaction.

The productcentric wealth management offering seems to have warranted a closer
integration with investment banking and asset management. However, analyzing
the benefits in aintegrated modelreveals that thbenefits seem to be ot

primarily on the wealth management sideMuch of the (trading) margin kept-in
house usually is allocated to the investment banking unit; furthermore the
investment banking unit profifsom lower funding costs and provision of funding
sourcesThe AsseManagement side benefits materially from the distribution
power of the wealth management operation. It is also in a position to generate the
required seed capital for new fun@&sonomies of scalexist in the areas of

branding, education and trainingppduct development, and middkend back

office operations.

Strong growth in BRIC countries offers interesting opportunities. However, the
business model must be adaptefr the target clients. A regional focus is needed.
We expect the traditional broker ol to shift in the direction of the private
banking model. This hybrid model would also be suitable in Asia as it permits
personalized advice and strong, sitected clients.

Given the current dynamicsfandamental and strategic repositioningis

neede. The crisis and the developmentsspecially stricter regulatidnhave

shown that wealth management is not a-simefits-all business model. Wealth
managers who are active internationally should rethink their global service
proposition. They must eltaate regional models that take into account not only the
relevant regulatory environment, but also local cultural aspects.

Now is a goodpportunity to "rightsize" and realign the support and control
environment to the new situation. We expect to seeanagstructuring efforts and

an intelligent redesign of the underlying business model toward becoming a more
clientcentric efficient provider of solutions. Players who wish to be at the forefront
when markets normalize again should take action now.

Offering: Call for client-centric solutions

The crisis has made it crystal clear that cliérdsd relationship managers, o

are often unable to cope with the shemmplexity of the offering. For most

clients, simple, welbtructured solutions are best. If a large player is able to cover
the relevant markets and asset classes, théttdeisnaterial benefit to be had from
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open architecture (although regulators see it as adding to divatisific

Moreover, clients want their wealth manager to take responsibility for advising
them on controlling the risk of their portfolio. In addition, tighter regulation for
large institutions is a positive effect. Our research shows, that less regulated
institutions have more difficulties in the current situation.

Understanding the client is the key in defining the appropriate investment strategy
and selecting suitable products. This understanding camengst otherom a
well-structured advisory proces, not simply "knowing your customer."”

Chart 2: Client segmentation based on core values
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Modularity

Our research shows that classical segmentation along wealth bands is not
sufficient. Wealth is not the dominating factor that drives needs. However,
customer segmets based on values have similar behavior patterns and needs
and can be clearly differentiated in their attitude toward financial products.

In light of the crisiscomplexabsolute return structures are not likely to be much

en voguen the months ahead. However, core needs, such as capital protection and
simply structured absolute return characteristics, are likely to remain important.
These products and particularly the way in which they are packageeed to

prove that they arable to keep the promises they make. Client advisors will have

to inform clients better about the inherent risks and the conditions under which the
product is expected to produce the expected results. Clients, supported by
regulatory pressure, witequire more transparency. And as soon as the market

picks up, they will demand specific products allowing them to benefit from
investment ideas.

We believe that a value proposition solely based on product expertise will hardly
be a winning proposition for theture. Wealth managers, who support their clients
not only in investing their wealth but also in defining their individual targets and
focusing on the particular value added of their service, will be better
positionedto benefit from the expected recovewyealth managers who revert to
the producicentric approach of the past decade will face major difficulties.
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What has the crisis taught us so far? One thing for puwduct-centric

approaches have endangered the very basis of the wealth management

industry 1 trust. One of the key reasons for the loss of trust is the failed promises
in terms of capital protection. Many products and discretionary mandates have
even undperformed their benchmarkisurthermore, as far as the relationship
manager incentive system is concerned, it is clear thatteyngcustomer value
rather than the shetérm profitability of the client relationship will drive business
success in futur&simply awaiting the end of the crisis does not seem to be a

valid option.

Moving out of the crisisi redefining the value proposition

Wealth managers should take a critical look at the situation they find themselves in.
Due to the reduction of funds under management and a significant reduction in the
gross margin the industry faces serious challenges. Based on calcutatiefty,

30% mst reduction would still result in a ptax margin decline of 20%,

translating into one third lower ptax profits for a wealth manager. Therefore,
companies in this fieldeed to focus on rightsizing their cost base and aligning

their middle and backoffice operations to frorbffice growth.

They should also start redirecting their value propositions toward their core assets:
their clients. We believe that trutjient-centric organizations suffered less during

the current crisis than their less cli@entric peers. Organizations that introduce
client-centricity now will be much better positioned to capture the-teng

growth trend in the industries future.

The wealth management industry has life in it yet. We have identified five steps
that can hed transform a wealth manager from a proetantric "push”
organization into a clieatentric "pull" organization:

1) Regain trust on all levels:The first and most important issue in the current
situation is to regain trust on all levels. This requires takiifiective action to
improve communication on all levels. Focus areas should be the interaction
between the client advisor and the client, the products offered, right up to the
public perception of wealth managers. In the lorigem, wealth managers
mustbuild a truly trustbased organization.

2) Ensure strategic flexibility through efficiency improvement: After
regaining trust from stakeholders, institutions must become more efficient.
Key initiatives include ensuring sustainable costs and reducing cotyplexi

3) Identify and focus on attractive client segments and target groups:
Ensuring sustainable growth, wealth managers must improve their customer
understanding. A meaningful client segmentatidreyond assets under
managemerit will enable institutions t@enerate added value. This in turn
will generate greater trust in the organization and will allow the organization
to focus its resources.

4) Redesign the offering:Wealth managers must redesign their product offering
in line with their clients' situationseeds and expectations. We believe that
the best way to do this is to redefine the advisory process and introduce a
modular solution structure with flexible components. A major overhaul of the
product shelf is required, putting client needs at the cehu activities.
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5) Build a truly client -centric organization: Implementing customer centricity
will enable wealth management institutions to target the right clients with
appropriate services and products. The organization must align cultural,
strategic and tactical levels towards custoniBngs can be achieved e.g.
through adjustments in compensation schemes or well defined responsibilities

for customer groups.
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Aim of the study

The wealth management industry has witnessed a long phase of growth over the
past few decadeBlew markets, new asset classes, new products and new
investment solutionsabsorbed the growing wealth that was created. With the
global integration oinvestment markets, fluctuations in specific asset classes
could be offset through broad diversification.

Clients had a strong focus on growth often without looking too closely at the
risks inherent in every financial decision. The average performanpertolios
was high, and clients preferred not to bother themselves with prices and caveats.

Industry players enjoyed a success story, tod hey benefited from the
combination of increasing numbers of wealthy clients, especially from emerging
economies, and a strong global economy with plenty of investment opportunities.
Existing players expanded their activities, branching out into nevidosaand

hiring more advisors. New players came to wealth management with novel
approaches and product$e offering, as suchdid not change much but the
number of products offered and the range of investment areas and topics grew
strongly. The sky seeed to be the limit with regard to creativity, especially in the
field of structured products.

With the benefit of hindsight, many indicators showed that the bonanza could not
last for ever. But at the time, critics were few and far between. Growthtpdiisis
despite rising volatility, three majarashes in the stock market and increasing
competition.The complexity on the product side was matched by even greater
complexity in the markets and their ssdgments. In additiomyerall leverage in

the systen led to the creation of an enormous transformation mechanism.

As a result, when the housing and credit bubbles finally burst, it quickly affected
all different markets and regioriBhe complexity and fragility of the market, high
gearing, precyclical acounting and regulations mean that an initially local issue
such as the US stfrime crisis is having a massive global impact. An enormous
crisis of trust is occurring at all levels and in all regions.

Yet every crisis has its positive elements. The curedsis has led to a thorough
rethinking of underlying assumptions, structures and incentives in the indLis¢ry
formerly widespread view that wealth management is one of the simplest business
models is proven to be wrong. The wealth management incargdrits players

have been particularly prone to a number of misunderstandings which we try to
clarify in this study.

The wealth management industry will needrémsform itself, rediscovering its

true client function. The rise in complexity and increagidistance from the real

needs and priorities of clients has led to misunderstanding and misplaced priorities.
Many clients have already reacted with mistrust and resilience.

The aim of this study is to help wealth managers improve their value proposition
for clients. We set out to do three things:

1 Develop a comprehensive wealth management framework
1 Derive implications for wealth managers

1 Debunk some prevailing industry myths
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Chart3: Aim of the study
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In so doing, we aim ta@lentify areas for actionand key levers to close the gap
between clients' needs and expectations on the one hand, and the solutions offered
by wealth managers on the other. Many steps and initiatives have been undertaken
to improve the value proposition in light of the changirmgrfework. A number of
players have launched successful initiativesd reaped the reward of satisfied

clients and strong asset inflows. Howesgrmeplayerscouldretain the broad trust

of their clientsdespite havingnade few efforts to provide themthistateof-the-

art solutions.

With ongoing market turmoil and escalating criticism of the performance of the
industry and the service it offers, change is clearly due. Wealth managers must take
steps to regain trust and professional estemost importatly, among clients.

Scope and approach

Our study has global focus examiningall major OECD countries to fully reflect

the dimensions of the wealth management market and its dynamics. In addition, we
have carried out further analyses for selected trimsn looking at regional

distribution, age segments or sources of wealth, for example.

The study is based on detailed interviews and discussions with 30 international
senior expertsin the wealth management industry and 25 experts from Roland
Berger Stategy Consultants. The expertise of Roland Berger Strategy Consultants,
gained from numerous projects, is also reflected in the study (e.g. insights could be
gained from a survey among 1'800 wealth management clients in Switzerland). The
study further draw on the results of survey of 177 clients and 113 relationship
managers from Europe and Asia, who have answered an extensive questionnaire.
Several wealth management players contributed to the survey and identified
participants from their client relatisrand relationship manager teams. This

approach allowed us to identify current issues in the industry and to find out what
people really think about them. The diverse cultural background of the respondents
provides a global perspective on client needsragdirements.
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The studyfocuses on affluent and HNWI clients However, many of the findings
and their implications also apply to other segments.

This study looks solely dinancial (bankable) asset$ the main focus of wealth
managers. Financial assets comprise current and savings accounts, term money,
securities, funds and structured products. We do not look specifically at areas such
as company ownership, royalties, art and precious goods, amthalensal estate.
However, in order to understand a client's situation properly, a holistic view is
necessary.

In the following study the term wealth management is used for institutions engaged

in investment advisory that incorporates financial plannimyspecialist financial

services. Wealth management institutions don6t
predominantly serve customers with more than EUR 0.5 million liquid assets.

Structure of the study

The study is divided into five pariseach looks &the industry and its challenges
from different perspectives: market, clients, players and offering. We then discuss
the value proposition in wealth management: Affects of the crisis on the
profitability of wealth managers and definition of the real vaitmoosition of

wealth management services on the basis of our findings.

Chart4: Outline of the study
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a) Market: We begin our analysis with the market for wealth management

services. In order to estimate the market size and the impact of recent changes, we
carried out a quantitative analysis on the basis of statistical data, market figures and
company informationDespite modest market development, the number of wealthy
people has shown strong growth in the past ten years, largely due to changes in
wealth distribution. There have also been major differences in the development of
regional markets and asset classeffected in the recent market downturn.

b) Demand Clients' issues, needs and expectations form the basis for the demand
for wealth management services. Wealth management clients differ in many ways:
their individual situation, their goals and constraitheir attitude to risk, their
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understanding of financial matters and how they interact with others. They share
common features, too, which form the basis for the wealth management offering.

c) Players The success of various business models in the marketestigated

with a broad sample of key players around the world, taking a close look at their
financials and market positions. Thus having looked at market size and structure,
we turned our attention to market mechanics.

d) Offering: The offering ighe answer rendered by providers of wealth
management services. It includes advice, products and additional service benefits
offered to the client.

e) Value proposition The value proposition encapsulates the added value
provided by the industry. Our analg reveals a substantial gap between
expectations and offering. Furthermore, we have analyzed the profitability within
the wealth management market and the impact of the financial crisis on the
margins. On this basis, we derive recommendations on howd®e the gap and

look at the implications for the industry and its clients.

With this in mind, we identifypotential areas for changd areas where wealth
managers are only partially addressing clients' needs and priorities. By establishing
the gap between expectations and practice, we draw lessons for improving the
industry's services, with the overriding aim of restoring the trushtmbeen lost

in recent months.
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Wealth management used to be an attractive field for both incumbents and new
players. A longperiod of strong economic growth in both developed and
developing countries greatly increased people's income levels and wealth. This
general increase in prosperity was particularly strong in the top income brackets;
here, people earned high salaries al agebenefiting from the appreciation of
their existing assets.

The broad financial crisis has led to massive losses for private clients and
institutions alike (since 2007 bankable assets lost c20%). Almost all asset classes
have been hit and the assurops underlying many players' models rendered
obsolete. Diversification failed and many sophisticated solutions collapsed. The
losses sustained this time around will have a more fundamental impact than in
previous cycles due to the extent of the crises ttast and less profitability in the
wealth management sector.

The largescale government interventions designed to prevent further destruction of
economic value will not completely solve the problems. Current calls for tighter,
more comprehensive regutat of the wealth management industry are loud, and
they are falling on willing ears. New regulations could lead to ateng change

in the way the industry evolves.

The goal of this chapter is to describe the market for wealth management. We
begin by emating the potential of the market. After this, we discuss the drivers of
onshore and offshore assets and the specific challenges of offshore money. Finally,
we illustrate the future consequences of ongoing developments. Our key findings
are as follows:

1 The size of the market has been greatly overestimated in the past. The actual
market for bankable assets is worth some EUR 24 trillion

9  Offshore business will continue due to growth opportunities in declared
offshore business. Tax considerations shoul@imecless important as a
factor

Market potential

A country's market for wealth management consists of its wealthy individuals ar<
households. It depengsimarily on three variables: Myt h #1:

1. The country's total economic wealth pool. This is measured in terms of GD| wealth manage
and GDP per capita as a proxy for annual wealth creation ment market is

2. The distribution of wealth among the population large with strong

3. The savings rate, whereby a high savingsdags not necessarily lead to growth and room
more wealthi as the current deleveraging trend clearly demonstrates for new
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Unfortunately, reliable global data is lacking. There are a number of reasons for
this: transparency in some countries is still low, cultural backgrodiffes
substantially, the economic situation of individuals across regions is not easy to
compare, and so on. As a result, estimating global net wealth has become a
substitute for assessing the market potential of the wealth management industry.

However, ve think many surveys systematically overestimate the global wealth

pool. This is because they fail to separate out assets that are inaccessible for wealth
management services. Thus although pension assets, real estate, dedicated liquid
assets and such dmeportant elements in terms of assessing a client's overall
situation, wealth managers are rarely able to manage these assets on behalf of their
clients. They should be disregarded if asset pools are used to determine the overall
fee pool available to wel managers.

We correct the wealth pool by looking solely at "bankable astétsdther words,

assets that clients can theoretically entrust to the wealth management industry. In
our opinion, bankable assets are a much better basis on which to edtenate t

wealth management market and hence the underlying attractiveness of the industry.

Not all financial assets are investedrlhe truth of this observation can best be

seen in the Japanese postal system, where substantial savings are parked in low
interest avings accounts. The same holds true for savings deposits in other areas.
Although there are shifts from the savings to the wealth management pool, the
relative weight of these pools has not changed dramatically in the last few decades.
In other words, samngs parked in commercial banks and such are basically
inaccessible for wealth managers. Such liquid assets are set aside for a broad range
of reasons. But the key motive remains to safeguard them from any material risk
and to be able to access them wheoassary.

In order to calculate the true market volume, we must first deduct these cash assets.
This gives us the bankable assets by market. The percentages of these assets differ
from country to country, depending on the overall setup of the socialtgecur

system and cultural differences. On average, we derive a factor of around 15% of
assets that are held outside the wealth management industry for pure liquidity
purposes.

An aggregated view of assets only gives a general indication of the size of the
overall wealth pool and hence the underlying revenue potential of the wealth
management industry. It is important to understand that the mechanics of wealth
buildingi the impact of GDP growth, changes in the equality of the wealth
distribution (steepness tfe Lorenz curve) and the impact of redistribution
measures (e.g. wealth or estate fa@ye bound to change the picture for any given
country or region.

Using this statistical basis, we then adjust regional wealth pools to reflect specific
factors. These factors include underlying shifts caused by alterations in pension | wyth #2: “The
schemes in developed countries, ongoing major demographic shifts, longevity an| growth of the
otherpossible changes. These factors are bound to fuel fears about the safety of | 1 arket is
corresponding statgponsored social security systems. This in turn has a material
impact on individuals' decisions as to how much of their wealth they are actually
willing to actively invest, and where they choose to invest it. It also increases
overall demand for advice.

primarily driven
by countries with
strong economic
growth"
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The profitability of wealth managers also depends on clients' requirements, market
peculiarities and internal and external trends in the financial servidestin. This
makes it important to take into account the mechanics of the prevailing business
model as well.

The following factors must be considered in assessing the potential of individual
markets:

T Cultural factors may motivate clients to rely on assktsses that don't require
extensive advice and so don't generate significant margins for wealth managers

9 Historical notion of risk and willingness to accept a certain level of
uncertainty, as opposed to the need for steady income

Demographicdevelopmentsiifhmigration, aging, etc.)
Pension schemeand other social security systems

1 Political setupof countries; regulations and legal developments

Based on our research, we estimate that the total financial assets held by individual
investors ar&UR 24.3 trillion (2008). Within this, North America, Europe and
Asia-Pacific account for more than 90%.

Chart5: Global distribution of financial assets held by individuals by domicile (2008;
EUR trillion)

Source: Statistical data; Roland Berger analysis
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Onshore and offshore assets

In addition to domestic business, some financial markets and players have
traditionally built up strong client bases in offshore business (i.e. client assets not
booked in the client's domicile). We think this business has often been regarded as
somethingof a black box and is frequently subject to criticism. Research shows
that there are many reasons why clients seek-tasker wealth management
services. However, many people do indeed still regard offshore banking as opaque
I despite the existence okdr legislation in most countries.

Our survey revealed that legitimate needs dominate the desire to invest assets
abroad, as shown in the following chart. Clients go abroad mostly for quality of
advice. They value the discretion and privacy they candiomdad. Further

criterions to seek offshore wealth management services are fears about the lack of
political security in their home country. Having a second domicile is the least
relevant factor; standlone diversification of banking relations is alsatiekely
unimportant.

Chart6: Criteria for seeking offshore wealth management services

22 3.06 2.92 2.87
2.60 2.56 2.49
2.11
Quality of Discretion/  Lack of political Need for Image/ Lack of Diversification ~ Second
advice privacy security in global solution/ reputation service of banking domicile
home country  access at home relations (e.g. vacation)

Average of 177 clients, scale of #4 (1 = least relevant, 4 = most relevant)
Question: "How important are the following reasons for going abroad for wealth management services?"

Source: Roland Berger survey 2008

The criteria for choosing a wealth manager reveal a similar pattern (see next chart).

When choosing an offshore bank, clients value the political stability aatl leg
framework of the host country. Competence is also important, as clients are
sensitive to performance. Geographical reach and cultural fit are the least relevant
considerations.

Chart7: Criteria for selecting an offshore bank

3.69 3.50 3.47
: - 3.27 3.11 3.07
2.61
Political Legal framework Center of Discretion/ Image/ Geographic Cultural fit/
stability competence banking reputation reach language
secrecy

Average of 177 clients, scale of ¥4 (1 = least relevant, 4 = most relevant)
Question "What are the criteria for selecting a foreign location/partner for wealth management services?"

Source: Roland Berger survey 2008
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In contrast, the debatbout crosborder wealth management is made more

complex by the public's perception that tax considerations is the main reason for
managing assets outside a client's domicile. In fact, transferring assets to a location
abroad has a lorgtanding traditn. The following table gives an overview of the
reasons involved and their implications.

Table 1: Motivation for holding financial assets offshore

Motivation Typical origin Implications

Security/independence Countries lacking political stability and Security is the key value proposition;
reliability no restrictions

Service quality/access to Emerging countries with a lack of Service quality, access to markets,

specialist mature banking instruments and expertise; tax issues

are a part of complex constraints

Preserve financial secrecy Countries with no or limited secrecy Need for taxcompliant solutions
Taxconsiderations Countries with high taxes and Secrecy is the key value proposition,
unstable tax regimes no restrictions

Source: Roland Berger

Bank client secrecy, not banking secrecy

Swiss banking and broker secrecy provide clients of banks and securities dealers with an
additional protection of privacy that has its roots in Swiss civil law and the Federal

Constitution. Banking secrecy actually protectsgberecy of the clienfand na that of the
bank; hence the term "bank client secrecy" is often used instead. Banking and broke
secrecy protect all information and data stemming from the business relationship between
the client and the bank or securities dealer from disclosure tbghities.

However, banking and broker secrecy are not absolute. In certain cases banks and securities
dealers are released by law from their duty of confidentiality and compelled to provide
information (e.g. in criminal proceedings, debt collection amerhational administrative
assistance proceedings in banking and stock market supervision matters). As bankers and
securities dealers are not specifically exempt from a witness and information duty, banking
and broker secrecy do not apply in cases oficairoffences such as money laundering,
corruption or tax fraud (tax evasion is not considered as a criminal offence under Swiss law
and therefore not subject to criminal proceedings).
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Declared offshore money: Specific features and challenges

In this stidy declared money is defined as money being declared according to
domestic law$ nondeclared money is not declared in the investors' home
country. With thechange in requirements and expectationmwards the wealth
manager of declared money many ardah®investment management process are
impacted. They include:

1 Performance expectations

1 Reporting requirements to match specific tax forms

1 Investment strategy (tax rules on holding periods, legal restrictions depending
on the purpose of the assets)

T  Advice on specific topics (e.g. secahome purchase, education,
immigration, currency hedging, diversification of Afamancial positions)

1 Additional services (e.g. provision of contacts, invitations, recommendations
for social clubs)

1 Preferences regarding pirig models

Clients are becoming more critical of the quality of service offered by client
advisors, as fully declared assets can easily be moved from one wealth manager to
another. Transparency with respect to service levels is increasing. Clients who go
abroad for diversification reasons typically have multiple wealth managers in
addition to their home bank.

These new requirements and expectations on the part of clients are driving
innovation in wealth management. Not only declared offshore clientsdaut al
"normal” domestic clients stand to benefit from this.

What has changed so far?

The financial crisis and market downturn have changed the perception of financial
markets dramatically. The global economy experienced strong growth between
2003 and 200gesulting in record market capitalization on virtually all exchanges.
This was accompanied by record commodity prices and price increases in almost
all asset classes, from real estate to fine art. Wealth management services were in
great demand and the &atwealth management industry experienced robust
growth.

Things changed for the worse in 2008. Most private and institutional investors'
asset bases and financial wealth shrank rapidly. Losses ranged from 10% to 25%,
depending on the investor's assabcdlion. Almost all asset classes and regions
were affected, to differing degrees (e.g. equity indices fell by some 50%, private
equity by up to 70%).

In addition to this sharp declinencertainty about the industry and global markets
has led to extremeolatility in all asset classes. Significant falls in commodity

prices in the wake of the economic downturn have added fuel to the fire. The
general lack of liquidity has created a situation in which many assumptions no
longer hold true. This limits the gpe for diversifying risky positions in portfolios.

The level of market complexity and the sheer impossibility of identifying all the
relevant risk factors have made close monitoring of investments almost impossible.
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In addition,partial regulation andimproper incentivesled to a situation in which
regulation was highly complex and detdilven. As a result, we think many
investors were attracted into markets and products without having the necessary
knowledge and riskearing capacities.

Cash and govementbacked bonds may remain the asset class of choice for some
time to come. However, inflation and specific country risks may lead clients to
revise this decision at some point in the future.

For the full year 2008, we expect assets under managemerggatia Swiss
private bank to be down by c20% yemryear. A similar situation will apply to
other markets.

Chart8: Comparison of asset class performance 2007/2008
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Sources: UBS; Thompson Financial

Traditional assets classes have undergone large fluctuations. This has led to
substantial losses, especially on the major stock markets, which plummeted
between 30% and 50% last year.
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Chart9: Development of major stock indices (indexed 1/2007)
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Commodty markets a good proxy for overall economic developmitave also
corrected themselves reflecting the worsening economic outlook.

Chart10: Development of selected commodity prices (indexed 1/2007)
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Source: Datastream; Bloomberg

Overall, there are very few signs of a global kexy taking place within the next
months. Indeed, experts are revising the economic outlook down at regular
intervals.

What will come next?

Developments in the real economy indicate potentially severetéongeffects on
business worldwide. This in turn may have a further negative impact on company
valuations, while leading to lower interest rates and reducing demand for
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commodities. Lower reenues will put further pressure on profits within the
industry, as costs are relatively sticky.

Hope persists that these trends will be cyclical and wealth creation will recover
within a couple of years, as the economy returns to a path etdomggrovih.

However, the widespread involvement of government in the banking industry and
pressure for tighter regulation are likely to have a number oftiemy

consequences. In the following potential regulatory consequences are described for
the banking indusy in general. In our opinion wealth managers will be less

affected in the beginning, however these developments will target the wealth
management industry, too.

New regulation will cover a broad range of topics and have considerable
implications, both blect and indirect. With direct state involvement in the industry,
governments might influence business strategy and wealth management services.
We identify five potential areas to watch closely:

1 Greater distinction between individual and professional invstors
(including welkinformed and qualified individuals): Different treatment with
regard to the asset classes they can access and the products they can invest in,
as well as pricing and reporting

9 Tighter requirements for wealth managers Certification reuirements for
processes, quality and risk management, governance structures and incentive
schemes

9 Stricter regulation of access to the professiofentry barriers): Requirements
on training/education, special licenses for employees

1 Increased duty of informing and educating clients Explicit consent from
clients needed when handling risky asset classes or products

1 Restricted access to productand asset classdsy integrating and developing
regulations on funds, hedge funds, derivatives and structured goduc

The current initiatives in regulation are illustrated in the next chart. Bank capital
requirements will increase with the claim for improved risk management systems.
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Chartll: Overview of the current initiatives in regulation
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These new or revised regulations neyp rebuild trust in the industry in the long
term. However, they will also lead to increased compliance requirements and
higher legal costs. Rigid regulations also run the risk of hindering innovative
solutions. Overld the cost of providing the service clients are asking for will grow
T and with it, the barriers to entry.

Along with tighter regulation, a number of initiatives have emerged to align
regulationat theinternational level (e.g. G20, OECD). One idea isitdaroduce
the principle of "same businessame risk same rules." The survey indicated
that this new form of regulation would almost certainly bring changes in the
attractiveness and rei@nce of the various asset classes.



24| Wealth management study Market E}

Debunking myths about the market

Myth #1: The wealth management market is large with strong growth and room
for new players.

The size of the market for wealth management, defined as bankable assets, is in our
view generally overestimated. It is currently shrinking. Our researofvslthat it
is highly fragmented.

Myth #2: The growth of the market is primarily driven by countries with strong
economic growth.

Our survey results show that many new clients in the upper wealth bracket do
indeed come from these countries. But a gresttare of the wealth comes from
investors in developed economies. In fact, the aging population in developed
economies offers more potential and so should not be neglected.
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Introduction A
There is no such thing as a typical wealth management client. However, most
wealth managers pigeonhole their clients on the lofisie size of their net assets.
In reality, net assets may give some initial indication of a client's situation and
financial needs. But they can also be wildly misleading. Indeed, the personal
attitude of the client is of much greater relevance.

We neel to look at areas such as their attitude toward service orientation and
security concerns to gain a full picture of clients. Our research supports the
assumption that a simple segmentation into different wealth brackets is not
sufficient to capture a cli¢'s need$ at least, not if wealth managers wish to
improve their client services going forward.

In this chapter we investigate the behavior and needs of clients. Specifically, we
look at the key characteristics of clients, their expectations, cligntesgation and
the impact of the crisis on client behavior. We may summarize our findings as
follows:

1 Customers have lost trust in the financial system and wealth management
institutions. In our opinion, they will be more critical of advice and products
in the future. This however represents an enormous opportunity for the market
to develop

1 Clients' behavior is best described in terms of their needs and expectations, not
their assets. Lifecycle and source of wealth provide further insights into
customer bedwior

From issues to demand

The basis for assessing clients is to understand their personal priorities and beliefs.
These build the foundation for their financial needs and hence their investment
priorities.

Each individual has a set basic needsThe® needs are typically not financial. In
addition, each individual is in a distinct situation that shapes his or her
requirements and expectations at that particular moment in time.

In the survey, we investigated the clients' general priorities in lifeciag below
shows the results. "Social engagement/donations" and "protecting my family" are
the two biggest priorities. Surprisingly, "having time for leisure" comes in third
place. "Improving my social standing” and "increasing my standard of living"
cone in last.
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Chart 2: General priorities in lifé client's point of view
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Average of 177 clients, scale of 4 (1 = least relevant, 4= most relevant)
Question: "How important are the following issues to you?"

Source: Roland Berger survey 2008

Consciously or unconsciously, clietanslate these priorities and issues into
financial needs (see chart below). Wealth managers, in turn, develop products that
they believe will satisfy these needs.

Chart B: Turning priorities and issues into needs
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flows reduction preservation | return financial
PRIORITIES matters
Security/protection

(family)

Preservation of
personal lifestyle

Increase standard of
living/social standing

Fulfill personal dreams

Transfer wealth to next
generation

Donations/social
engagement

OO0 | @ @ G
o @ & GG
@ O O|6| @
¢ 6 o0
o o ® 0 6 O
@ 6 6 o &

Source:Roland Berger Q . Relative Importance

The chart below presents a ranking of cléfihancial needs, based on the survey
results. The survey shows that we can identify three types of needs: asset
preservation, growth, and advice on financial matters. The final type does not rate
highly.
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Chart ¥: Ranking of financial needs
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Source: Roland Berger survey 2008

Client segmentation and typology

The traditional segmentation used by wealth managers relies almost entirely on the
size of clients' financial assets. This is seen as a rough indicator of the profitability
of the client. Our research suggests that this appresauaistaken. Indeedsset

sizeis misleading in many ways:

1 The need for service is driven by tt@mplexity of the situation and the
financial sophistication of the client; size of assets is only an approximate
indicator of this

1 Financial assets are onlypart of an individual's total assets; especially in

lower wealth brackets, real estate and pension provision are more important

The share of financial assetaries markedly betweewealth brackets

Many HNWI clients aranot aware of their statusor don'tcare about it

In the lower HNWI segment (between EUR 1 million and EUR 3 million),

financial wealth can be vemplatile (due to inheritance, home ownership, etc.)

E ]

Value-based segmentation

Wealth managers should consideradternative approach tocategorizing

clients. The starting point for this categorization can be the client's financial assets
under management, as reflected in the typical wealth pyramid. However, the new
segmentation approach also looks at the expressed service needs ofithascéia
indicator of their expectations, needs and attitude toward servicing in financial
matters.

This categorization of clients is part of an enhanced segmentation model for wealth
management clients. The basic assumption is that clients' finanetd depend

on two main factors: firstly, the service levels they expect, and secondly their
general requirements of financial services. These two areas depend paittlyot
exclusivelyi on the size of their assets. Very high asset volumes imply specifi
needs, even for clients who are not very oriented toward private banking.
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Chart B: Client segmentation based on core values
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Let's look at an example: a client with EUR 3 million in financial assets. This client

may still have the same needs and esgi®ns as a typical affluent client. He or

she may have the same price sensitivity and do not expect any additional services.
Indeed, inviting this client to expensive events may have the opposite effect to that
intended.

We can now divide the wealth magement market up into three distinct client-sub
segments on the basis of wealth bands and their values; easgsnént requires
a specific approach and offering:

9 Affluent clients are primarily seeking solution for their financial issues.
They are besterved by a comprehensive core offering based on flexible
modules

1 True private banking clients are additionally looking for full service, going
well beyond just offering financial solutions

1 Ultra-HNWI clients are looking for complestructures that answer their
complex financial needs. These structures musbbgrehensive and cover
both financial and nefinancial issues

Roland Berger profiler methodology

Our survey shows that clients' attitudes and needs are what drive their service
requirrments. However, some statistically relevant values are shared by affluent
clients. These values allow wealth managers to tailor a specific offering for this
segment.

To investigate this area in greater detail, we conducted an analysis of wealthy
individuds using the Roland Berger Profiler. TR& Profiler enables holistic
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understanding of clients' values and needdor further information please see
section "ldentify and focus on attractive client segments and target groups"). It
allows wealth managers torecast clients' purchase behavior and tailor services
and products accordingly. It also enables targeted marketing.

Chart B: Core values of wealthy clients
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The analysi$ the results of which are shown in the chart atiokeveals that

wealth management clients are characterized by adpesage performance

values. They expect products and services with a high level of quality and
innovation, competent and efficient servasewell as a business partner with a
distinguished reputation. In contrast, emotional, entertainoreeted values

receive belowaverage scores; price considerations also play a secondasole.

the picture shows, further segment these clients al@adthivbands, however, only
results in the picture becoming less accentuated, whereas the core values remain
the same. In order to derive homogenous client segments it is therefore relevant to
base the segmentation on values of the client. It can be #tatedsets under
management do not determine specific needs of a client segmdntour
opinion, the ficlassic0O segmentation based on
neither sufficient nor economically reasonable.

To identify which suksegment &lient belongs to, relationship managers need to
look at a combination of indicators in the course of normal client interaction. This
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comes on top of the normal "kneyeur-client” questions, which target a better
understanding of the client's risk profdad ability to bear financial losses.

Key characteristics of clients

Every client is unique and deserves to be treated as such. Nevertheless, most clients
will follow similar patterns through their lives and show common clusters of needs.
With the help oftatistical calculations based on correlations and underlying

factors, it is possible to identify these common features. They allow us to define
similar needs and expectations. It is important to define the underlying values and
characteristics in suchveay that they are not only statistically relevant, but also

allow appropriate steps to be taken. In short, they must be actionable.

Combining "psychographic clustering" of this type with knowledge of the
individual client deepens our overall understandihthe client. Below, we

describe the different characteristics of clients regarding lifecycle, primary source
of wealth, attitude toward and willingness to bear risk, time horizon of investments
and understanding of financial matters.

Lifecycle stage and personal situation

The lifecyclei in terms of age and typical life stageis adriver of clients' needs and
appetite for risk. At different ages, clients' needs are driven by different developments
and decisions having a strong impact on their firgdsiuation: marriage, children,
housing, retirement and inheritance, for instance.

Chart I7: Clients' financial needs driven by lifecycle stage
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Primary source of wealth

Clients' source of wealth is a key driver for many of their investment needs and
constraints. In addition, the time taken to build up the wealth is critical with respect

to potential losses and the possibility of recovery. For example, clients will not
knowingly put their life's savings at risk. Myth#3: "The most
important target

. . client for wealth
a) Free cash flows from entrepreneurial activity:A large number of wealthy management is the

individuals are entrepreneurs and owners of businesses wheittaresold their young and dynamic
business or parts of it, or who can take significant earnings out of the business entrepreneur”
their private use. IPOs are another source of wealth.

We differentiate between five sources of wealth:

b) Executives or specialists with high salariesThese individuals are able to put
some of theiexcess income aside. In some cases they have successfully invested
this money and show a high appetite for risk.

¢) Longterm savings and pension provisionThis type of wealth is built up over

a long period on the basis of high income allowsogstantial savings. State

pension schemes provide additional funds. An indicator here is the savings rate in
the country in question. The existence of social security networks and pension
schemes are also key drivers for ldagn savings, only partly refcted in the

savings rate.

d) Inheritance: In mature societies such as that of Switzerland, people often
inherit quite late in life. At this point, they often tend not to really need the assets
and therefore hold them as a further reserve.

e) Sale of norfinancial assets:Selling a valuable piece of real estate or art can
provide significant funds. If the money is not immediately needed for another
investment, this can be an important source of financial assets. Although there is no
real increase in wealtlhe financial assets now need to be managed and changes in
their value become immediately evident.

Attitude toward risk and willingness to bear risk

The source of clients' wealth is also a key determinant of their risk tolerance.
Clients who have beconveealthy through inheritance or by selling off real assets
have a different relationship to their wealth than those who have earned their
wealth through their own efforts. A different situation again arises if the assets
stem from pension provision or sags with dedicated usage. Clients who have
earned the money through their entrepreneurial activity or work may be able to
rebuild their wealth if they lose some of it. This is not the case with clients who
have inherited the money. The existence of s@galirity systems is also a
relevant factor in identifying the need for additional savings.

Unlike most assumptions underlying a typical "kapour-client" assessment, both
clients' attitude toward risk and their willingness to bear risk will vary strongly
over time.
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Time horizon of investment

From a theoretical point of view, it is possible to cope with greater volatility if the
time horizon of the investment is clearly stated and long enough. However, the

situation changes if assets are needed earheritfitially planned.

Chart B: Time horizon and path dependency
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As shown in the chart, there are different ways to reach a set goal. Wealth
managers should take this into account when considering clientbeasing

capacity. If there are indicatierihat a client might need a large share of his or her

assets earlier than planned, the risk capacity decreases significantly.

Understanding of financial matters

A strong educational background does not necessarily correlate with a good
understanding of financial matters. Some clients are too busy in their
professional or private life to bother about finan@alies, or the benefits of
being wellinformed are regarded as marginal and not worth the effort.

Chart B: Development of financial complexity
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Source: Roland Berger

Myth #4: "As clients
become more educate
and have instant acceq
to financial informa
tion, they become
more critical and
independerit

The general perception that new information technology automatically leads to

betterinformed clients does noiecessarily hold true. Markets develop and

innovate rapidly, and increasing global interaction leads to a disproportionate
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increase in complexity and sophistication. In financial matters, too, the gap is
widening and clients find it harder to stay abredstevelopments.

This contrasts with the widely prevailing notion that clients are becoming more and
more independent and selirected. For wealth managers, this trend creates an
opportunity to differentiate themselves by providing dedicated adviaacing
complexity for the client.

Investment behavior i How private clients handle their
financial assets

According to modern portfolio theory, investors invest all their assets in an
integrated way, adopting one overall strategy that is in line witbeheral

valuation of the asset classes. The reality is different. Especially in lower HNWI
segment, a large portion of wealth is put aside mentally and allocated to retirement
and risk provision. Only a small fraction of wealth is allotted to generating
additional return and thereby enhancing the client's financial situation.

Chhabra identifies thredistinct wealth baskets each having a specific function.
Individual investors typically do not invest assets in the rational, prottasn

way that an ins@nce company does, for example. On the contrary, financial assets
and the return they generate have a specific purpose for individual clients. Based
on this purpose, investors are willing to accept a corresponding level of risk.

The basic basket isitome generatiori. The aim of this basket is to provide cash

flows to sustain the client's current standard of living. Usually this basket is fed by
regular income. If regular income ceases or expenses are higher than average, some
part of the client's wealtheeds to be allocated to this basket. Typical examples are
retired people who live on their regular pension. As the cash flows generated are
needed on an ongoing basis, risk capacity is low.

The second investment basketasset preservatiofl. This baslkt focuses on
maintaining the current lifestyle. If the cost of living increases faster than inflation,
additional return is needed.

The third basket isdsset appreciatiofi. This basket focuses on increasing the
current asset base and improving the tifiesof the client. This is only possible if
there are excess cash flows that allow for a more risky investment strategy: only
with a higher risk/return profile it is possible to earn additional returns.

Table 2: Investment baskets

Income generation Asset preservation Asset appreciation
Provide regular cash flow to cover Ensure financing of rising cost of living Grow the asset base to enhance the
ongoing expenditure and perform necessary replacements  current standard of living
Government bonds, royalties Defensive stocks, prime residential Growth stocks, private equity,

real estate commercial real estate and other

risky assets

Source: Roland Berger,Chhabra A.B, "Beyond Markowitz," The Journal of Wealth Management (Spring 2005):38



34| Wealth management study Clients

Client expectations

i}--

Clients expect a high level of personal attention from their relationship manag{ myth #5: "Wealth

and weltinformed advice on financial matters. For specific financial and non | management clients
financial topics (e.g. inheritance, philanthropy), experts need to be involved (6| make rational
product eperts, specialized lawyers). Interestingly, only a few clients explicitly| yecisions and are cest
expect the bank to improve the risk/return profile of their portfolio or improve t| -4 <cious and

performance of their portfolio.

performanceoriented"”

Our research shows that clients demardraprehensivesolution that gives them
the freedom to spend time on their other interests. What they want is an
understandable portfolio of products to cover their needs. Pushing a wide range of
products and services only leads to confusion.

Our research shows that clients sioler access to a large product and service
offering to be of minor importance. The same holds true for being able to access
the bank's services from different locations (e.g. from different countries).
Preservation of assetss keyi especially given recd market events. A positive

net return of portfolios will be back on top of the agenda once financial markets
have been stabilized.

As wealth increases, so does financial awareness. A shift of mindset takes place.
This is mirrored by increasing servicepectations.

What has changed so far?

Confusion over the future of wealth management is widespread. Many private
clients said that they had lost confidence in the industry and no longer trusted their
personal advisors. Many of them have joined the flightetsh to avoid additional
losses. Others show a strong reluctance to trade in turbulent markets at all. Most
have completely exited certain asset classes, such as absolute return funds and
structured products. The collapse of the fraudulent Madoff syistékely to add

to the tension. As a result, clients have diversified their bank relations and
transferred assets into safer instruments.

Theexpectation gapi i.e. the gap between what clients expect wealth managers to
offer and what wealth managersrtkiclients expect from theinhas widened
noticeably. Unaddressed issues have surfaced and the standardyturashent”
process has proved inadequate. Our survey shows that negative performance has
led to increased price sensitivity, but wealth manasfiltgienerally neglect

pricing.

What will come next?

Clients areseeking a general reviewof their investments with regard to
transparency and riskdjusted performance. Many clients receiving a 2008
performance report early in 2009 will find thatubstantial part of their financial

wealth has been destroyed. Wealth managers need to prepare themselves for some

difficult moments.

We expect clients teemain critical for some time yet. Our research shows that
younger clients in particular may requaeeview of their risk situation. They are
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likely to request a clear definition of investment goals and ask for products and
solutions that they understand. They are calling for simplicity and appropriate
solutions.

With regard to asset allocation and guot selection, we expect clients to return to
a normal, longerm asset allocation as markets regain momentum. This means
renewed interest in stocks, commodities, private equity funds and hedge funds.
Clients are likely to remain skeptical about staahe products such as absolute
return funds or single structured products without proper portfolio consideration.
However, they are looking for solutions which involve only necessary complexity,
while avoiding elements that they themselves do not fully shaied.

Debunking myths about clients

Myth #3: The most important target client for wealth management is the young
and dynamic entrepreneur

Our interviews show that many wealth managers in fact focus on different
segments. Entrepreneurs' assets are dfezhup with their companies. More
traditional segments, such as loteym savers or people inheriting wealth, can be
much more attractive.

Myth #4: As clients become more educated and have instant access to financial
information, they become more criti@nd independent.

We think clients are not becoming independent. Far from it. As market and product
sophistication increases, clients are finding it harder and harder to keep up. This is
leading to greater demand for professional advice.

Myth #5: Wealth nanagement clients make rational decisions and are cost
conscious and performanoeented.

Our research does not indicate that high margins are a reason for clients to switch
to alternative investments such as ETFs. As long as clients receivguaility
advice they are willing to pay higher prices.
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Players

Players: The industry's focus was on
growth and product sales, with little
pressure on efficiency and profit margins

Introduction

Over the past few years, the wealth management market has seen constant growth
with abroad range of opportunities. The environment was highly attractive both for
incumbents and new players. Saturation in home markets was more than
compensated for by new opportunities in Asia and other growth regions. The
industry had high growth expectati& The resulting "war for talent" became a key
driver, leading to higher compensation for client relationship managers in the
industry. A focus on efficiency was often not deemed necessary. Processes and
structures were not subject to fundamental review.

Accolades went to client advisors who were rather good at selling their products
and who were allegedly able to transmit the "private banking ethos" to their clients.
However, the advice they gave did not always lead to the treatment clients
expected. Somglayers even went as far as actively pushing their products.

Players employ a number of different business models. The size of the market and
the diversity of client demand allow players to position themselves in the way that
suits them best. We have id#ied six different business models: Wealth
Management Unit of a Universal Bank, Private Bank, Broker, Hybrid Model,
Product Specialist, and Independent Financial Advisor (IFA). Each of them has
their own strengths and weaknessesd the crisis affecthiem to different

degrees. The particular business model employed and its inherent profitability
mechanics provide some indication of how successful a player can be. However,
we think the specific setup and players' specific capabilities are far moranteie
determining success.

The bonanza of the last years fueledghmwvth expectationsof investors and

wealth managers alike. Company strategies tried to cater for this growth. During
the years of plenty, virtually all wealth managers experienceddeeonings and
robust growth. In the process, some players however forgot to review their
structures, procedures and products to ensure that client demands are fully met.

The industry is now expecting consolidation due to pressure on margins.
Developing aclear understanding of the different business models is in our view
key to understanding how the industry is changing and what this means for
different players.

In this chapter, we present the different players in the wealth management sector.
We discusshe different business models, industry drivers and future outlook. In
brief, our findings are as follows:

1 Contrary to general belief, we think the benefits of an integrated model are not
primarily on the wealth management side. Usually, much of therfgpadi
margin kept in house is retained by the relevant investment banking division

1 Given current industry dynamics, fundamental and strategic repositioning
needs to take place. Now is a good time to "rightsize" and realign the support
and control environmenb the new situation

Market
(financial
assets)

Players
[CIUSILESS
models)

Value
proposition

Clients

1 Offering
(Demand) :
1

(Advisors)
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Business models in wealth management

The business model is the framework in which a company creates value for the
client and the owner, and where it differentiates itself from competitors. It defines
the basic direction for all actiies of the company, the infrastructure and systems
on which these activities are built, and the value proposition for clients. The
business model represents the basic setup of a company with regard to its target
customer segments, distribution channalst@mer relationships, core capabilities,
partner networks, cost structure, product mix, production process and other
elements on which it focuses in the value chain.

Wealth management business models differ with regard to the scope of activities,
geograpital reach, target client segment and the approach to agiviog. We
identified six different models that will be described -tmysone below.

Chart20: Overview of wealth management business models

Global
Geographical | oo R S e S
reach : : : : :

Regional

Local

WM unitof Privatebank Broker Hybrid model Product IFA
large bank specialist

E Business model

Source: Roland Berger

Wealth management unit of an universal bank

In ther wealth management activities, banks can leverage their scale, infrastructure
and expertise from other sectors such as retail, corporate, investment banking and
asset management. The wealth management unit is typically characterized by:

Proximity andocal cultural fit

Wealth management expertise

Well-known brand

Integrated offering, access to investment bank

Access to global markets and asset classes

Utilization of integrated infrastructure

Strong coverage of affluent segments

Pricing based on trandamns, asset volumes and asset class

=4 =4 -—a_8_-9_-98_-4a_-2



38| Wealth management study Players

Private bank

Private banks draw on their reputation and brand, leveraging their competences to
provide clients with higiguality financial services. Their business model is
typically built on:

1 Trust and personal relationships

1 Wealth management expertise

1  Security and stability

1  Adistinguished and credible brand

1 A high level of personal service with little standardization (advisory
processes, product offering)

1  Pricing based on assets, transaxtiand type of mandate

Broker

The main value contribution of brokers to their clients is market access and
independent advice. Their business model is typically based on:

1  World-class execution: security, reliability and pace

T Personal relationship betweelient and relationship manager (less so
between client and bank)

Enhanced access to online tools and platforms

1
1  Transactiorbased pricing

Product specialist

Product specialists have the required expertise to develop-alagsl financial

products for cliat purposes, meeting both highly specific individual needs and
more general investment needs (e.g. through mutual funds). Their business model
is typically built on:

1 Leading product expertise

1 Market access

I  Strong distribution partners and network

1  Productbased pricing (e.g. management fees based on volume)

Independent financial advisor (IFA)

Independent advisors offer clients unbiased advice on their financial situation.
They are able to generate comprehensive offers that include all kinds of financial
services. Their business model is typically based on:

Intimate client knowledge

Independent advice

Strong product partners

Market access

Pricing is based on a mixture of time spent on analysis and transactions

= =4 —a —a A
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In detail: US broker versus holistic private banking model

Below we compare two main, and distinctly different business models within the
private wealth management space. The holistic private banking model on the one
hand, and the broker model on the other.

The holistic private banking model is coran in global offshore markets, such as
Switzerland, and onshore markets across Europe (excluding the UK) and Asia.
While the focus of the traditional private banking model was onernyg

relationships with wealthy clients who had often inherited thealth, the private
banking model today offers a large variety of services and products (holistic
approach), with a strong focus on advice.

In its origin, the term broker describes a person who acts as an agent, bringing
together the buyer and the sellégainst this backdrop, the traditional roots of the
US (retail) brokerage model emphasize an intermediary function with a strong
focus on the active trading of securitieBom the relationship manager, the
broker, as well as the client.

Range of offered services and products

A first difference worth highlighting is the range of offered services and products.
A holistic private banking offering includes investment advice, fiduciary services,
financial planning and wealkttelated services, such as taxiamheritance

consulting. In terms of products, apart from a broad range of internal and external
investment products, we note discretionary mandates, trusts and lending. M&A
advisory, the classic investment banking activity, is also considered to lué part
this holistic approach. In contrast, US brokerage firms are only slowly
incorporating holistic wealth management services as part of their product/service
of fering in order to address a clientds overall
investable assetBistead, their focus mainly remains on domestic products as well
as turnover.

Stickiness of clients

Another difference is the stickiness of the client, i.e., are clients tied to the firm or

to the advisor? In the US, the broker has more control ovet theent s asset s,

while in the traditional private banking model the bank (still) plays a very

important role. Potential reasons include: A typical private banking client

traditionally has a longer relation to the bank than to the advisor (wealth is often

transferred over generations); a typical private banking client is more concerned

about preserving wealth; the narrower product and service offering at most US

brokers | imits a providerds opportunities to ins
brokerage modetlients have traditionally been more loyal to the broker than to

the institution.

Owing to these differences in client rel ations,
assets than an average client relationship manager of a private bank when changing

the employer. We estimate that if a Swisased customer relationship manager

(CRM) leaves the bank, at least 80% of client assets stay with the institution.

However, in the US brokeatealer model, often at least 80% of the client base

leaves with a departingdker.
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Compensation type

The compensation of a broker remains largely commidsi@ed, i.e., the
compensation largely depends on the volume of traded securities. In other words,
the client is charged for every transaction when purchasing or selling securities. In
the private banikg model client relationship managers have, on aggregate, little
incentive to originate transactions within client portfolios. In contrast, given the
compensation structure at the US brokers, the broker model provides a greater
incentive to transact.

Brokerage firms typically offer3@ 0 % payout ranges (O6the gridd)
employees, depending on the amount of revenues generated. For some smaller
players, this number can even be as high as 80%. In general, we believe that a
broker receives around 40%refvenues as a variable bonus element if he or she
generates more than USD 2 million in revenues.

Profitability

The abovementioned differences between the two models have a significant

impact on compensation. Given the high stickiness of clients tarttker, a large

chunk of revenues ends up with the distributor, leaving little on the table for
shareholders. We estimate that the total annual compensation of ehSsasls

senior CRM at an average Swiss private bank could be up to 75% (50%) lower
than wrat a US broker (Asian onshore private banker) takes home for the same
amount of generated revenues.

While some 60% of total revenues, on average, are spent on compensation costs for
a North American commissidmased player, we think only c34% of total newes

are accountable for compensation for a sample of Swiss private banks. These large
differences in compensation ratios filter trough to the pretax profit line: While the
Swiss model private bank generatestaremargins of around 40% (some of the
classc offshore private banks enjoy even higher pretax margins), we think US
brokerage firms are only around c14%. We note that the revenue margin is the
second most important driver for the gap in efficiency.

Table 3: Comparison between traditional privaaeking model and brokerage

model
North American commission
[%] based players Sample of Swiss private banks
Revenues 100% 100%
Compensation costs 60% 34%
Pretax margin 14% 40%

Source: UBS estimates and company data
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Drivers shaping the wealth management industry

In order to better describe the market mechanics in the industry, the
following chapter describes drivers that will impact wealth
management players. Among the drivers age@anging client
demand, impact of the regulation, economies of scale and scope with
other banking units, and compensation structures of relationship
managers.

Changing client demand

We do not expect client demand to change dramatically. As discusses] ave
believe that clients will continue to demand comprehensive solutions that take into
account their specific situation and personal priorities.

The number ofruly global "citizens" will continue to grow as the differentiation

of the internationavalue chain proceeds. Players will need a global presence and
understanding. Cultural differences and local preferences make coordinating
operations in a number of different countries at the same time far from simple.
Many wealth managers will thereforeMeato perform something of a balancing

act.

Increasingcomplexity of life i international exposure, higher volatility,

dependency on institutional frameworks and the influence of national tax schemes
I mean that the need for advice is likely to increabe. call for less complexity

will lead to a new structure for products and services.

As soon as markets pick up again, clients are likely to ask for advice on how they
can participate in the recovery. However, the asset mix will remain changed, due to
the structural impacts.

Regulation

Crises usually result in increased regulation. The impact on the industry will be
significant:

1 Intheshort termadditional regulation may lead to uncertainty about the
concrete measures and adaptations needed. Changaegges, products and
internal structures is costly. Additional checks and monitoring requirements
create costs primarily for wealth managists that they can only partially
pass on to clients.

1 Inthemedium termthe new requirements will create vahle entry barriers to
the market, protecting incumbents. As newcomers need to set up appropriate
procedures and systems, it will be more expensive for them to enter markets.
This extra protection in domestic markets comes at the cost of more difficult
international expansion.

Pressure on non-declared offshore money and the shift toward

declared money Myth #6: "Offshore
As mentioned in our discussion of the markets, the pressure efentared business will finally
offshore assets is set to increase which might result in certain offshore assq disappear as tax
being moved out of Europe to lesesgulated booking centers. As noted, loopholes are closed

and international
pressure grows"
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however, there remain a stinstial number of legitimate reasons to keep
declared assets abroad. Clients with declared offshore money have growing
expectations of their wealth managers. Competition for these assets is
expected to increase. A comprehensive offering is likely to bkethe
differentiation factor here; pricing will be of secondary importance, essentially
a hygiene factor.

Building up specific expertise and systems for handling all the relevant aspects will
make the business model much more complex. Based on our intéindings, we
anticipate two possible developments: Smaller wealth managers will need to
concentrate on a few walinderstood countries; while only large players will be in

a position to build a broad range of specialized desks handling a truly gl@mal cli
base.

Economies of scale

Wealth managers have some very obvious opportunities for economies of s¢
Myth #7: "Leve
raging economies of
scale is key to
profitability”

1. Leveraging the brand across different markets and segments

2. Leveraging expertes(e.g. the advisory process, risk profiling), core
systems and applications in areas where little or no adaptation is neede

3. Spreading produaievelopment costs across more segments and clients

4. Using volume and market presence to gain bargaining power i
procurement; this will bring better conditions for accessing relevant
information and markets

5. Using the brand to increase attractiveness on the labor market

Sizedoesn't just bring benefits, howeveit alsobrings costs Increased

complexity in the overall operations leads to higher costs and risks in the
coordination and steering of the company. Overall, a higher level of management
attention, steering and controlling is required.

The ongoingdlisintegration of the weah managementalue chainand the

solutions being developed for bacKice and midoffice services put economies of
scale high on the agenda. Smaller players can benefit greatly from such services,
which range from operations to specific applicationg, s@utions and even
compliance. Being able to offer a truly professional service no longer depends on
size. Economies of scale will remain important not on the corporate level, but
rather in individual parts of the value chain that can be outsourcedjéodiayers.

Economies of scope with group internal asset management units

The integrated wealth management model allows for comprehensive pricing
schemes with room for internal optimization. Both the asset management and
wealth management unit can beh&bm leveraging brand and reputation. Further
synergies come from the enhanced access to client needs analysis, buying patterns
and portfolio structures.

From a wealth management perspectivejrtegrated modelmakes it possible t
offer clients "onestop shopping" for their general needs (e.g. plain vanilla fund| Myth #8: "Direct
ETFs). This contrasts with the open architecture model, in whechlignt chooses| access to research
from the entire universe of investment products. Although the open architectu| capabilities and asset
model theoretically offers some advantages, we believe it is not feasible for | management know
how are an important
competitive
advantage"
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standard investments due to the high search and monitor costs it involvderlt rat
makes financial sense in specialized areas.

Furthermore, wealth managers are better able to help their clients participate in
specialized investment vehicles. At the same time, asset managers benefit from a
constant and transparent flow of funds. dilition, they gain access to clients who
require highly sophisticated solutions. Through internal exchange with the
relationship managers, they can access detailed information about the clients' needs
and buying criteria. The combined knowledge can thamsbkd to develop new

products and investment solutions.

Overall, however, we expect to see further deconsolidation of wealth and asset
managers going forward. This is due in part to increasing pressure from regulators
to ensure that internal asset managenhproducts are treated in the same way as
third-party products. Other factors include the rise in management complexity and
the risk of damage to reputation. These issues are altering the perception of the
value of integrated wealth and asset managefirerg to stakeholders.

Chart21: Collaboration revenues in integrated business models

|
Global Wealth
Management
InvestmentBanking ﬁg’ngeg :‘ rfusa%tt

== Collaboration revenues

Source: Roland Berger

Economies of scope with the group internal investment banking units

The integrated business model attempts to draw synergies from the closeness of
wealth management and investment banking business. For both units, client referral
and crossselling opportunities exist. Expertise and market intelligence can be
exchanged allowing for insider trading rulek leading to benefits for both

product innovation and the quality of advice. The combination of two businesses
with different revenue patterns can also diversify revenues streams and smooths
earnings to some extent.

From the perspective of the investment banking unit, the benefits are in gaini
access to clients and generating internal revenearss. The constant flow and I'IV'yth #9: _ _
thus the capturing of the bid/ask spread is seen as an additional incentive for| ~Collaborating with a
investment bank. The investment banking unit profits from lower funding cost{ 9roup's internal

is provided with funding sources. investment bank
creates significant

benefits for the
wealth management
unit"
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From the perspective of tlvgealth management unit, the benefits are in gaining
access to investment banking clients and drawing on the structured expertise and
access to attractive investment opportunities for clients.

Nevertheless, we believe that the negative developmentseoitn@onths will
dramatically change the perceived added value of closeness to an investment
banking unit for wealth managers. Rifemcing wealth managers' reputation is
paramount certain products produced-iouse can be obtained at almost the
same cosexternally.

Very large wealth managers will still have to solve a key problem: How to ensure
that the enormous flows stemming from their operations are handled in such a way
that they are in a position to ensure best execution for their clients? Thé@xecu

of changes in discretionary mandates without an investment banking unit is e.g.
more difficult.

Compensation

In our opinion, compensation models are a key success factors in private banking.
For an indepth discussion of this topic, we refer to &S Q-Series research
report:Will new compensation models change the competitive landscape in Swiss
Private Banking (May 2007)

During the neaperfect market conditions between 2004 and 2007, multiple and
far-reaching changes have emerged in the private banking industry. Increasing
competition, the development of new markets and products, more demanding
customer behavior and thstablishment of new business models are key

examples. As a consequence, the quality of private banking relationship managers
has become even more important in order to attract net new money inflows in this
highly competitive industry. Successful privatenkers (client relationship

managers, CRMs) are therefore highly sought after, and have enjoyed significant
compensation increases. In addition, new forms of compensation structures,

i ncorporatindgriavéargempdomndemtectdttaste emer ged i n or
and retain talent.

During these boom years, compensation has increasingly becomefatiiep

agenda issue for most companies in the private banking sector. In addition, there
has been a powerf-dti veéndompwamsflsi 6dj riece. , s u
CRMs increasingly demand to be paid according to their financial contribution to
the overall franchise (such as revenue or profit contribution). We call such models
entrepreneurial model which typically offers two compensation components to key
enployees: alongside a base salary paid at market rates, a fixed payout on
generated revenues or fiex profits; and second, a payout on net new money for
the first three years after the arrival of the employee. This forbagad approach

is in contrast tdhe typical discretionary bonus payments, where the amount of
bonus is to a large extent at the discretion of management and there is no strict
(read: formulabased) connection between performance and pay.

An entrepreneurial compensation model offersotggibenefits, but also challenges
to private banks. Key benefits include an enhanced, more transparent basis for
management decisions, a higher motivational effect, increased entrepreneurial
behavior of CRMs, the identification and realization of costregssian increased
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attractiveness on the labor market, as well as simplified leadership. We think
potential challenges of entrepreneurial compensation models are the increasing cost
of growth, the retention of successful CRMs, a potentially complex implatiemn

of the model, a coselated spillover effect, a potential reduction of client service
quality and a deterioration of the working atmosphere.

The importance of the underlying trend towards entrepreneurial compensation
models is based on three magasons: Firstly, since this trend is compensation
related, it potentially affects all customer relationship managers in the market place
I and they are the key success factor in this people business. Secondly,
entrepreneurial compensation models drivenest money growth, probably the

most important key performance indicator in private banking. Thirdly, the high
profit margins of (Swiss) private banks (see section "wealth manager profitability
seriously hit") depend to a significant degree on a contihigéd

institutionalization rate (i.e., clients are typically much more tied to the bank than
to their CRM) of the clients. In our view, Swiss private banks need to work hard to
offer a strong enough value proposition that prevents client relationship manage
from increasingly owning the client, with a much reduced loyalty to the bank as a
consequence.

The current crisis and the resulting fundamental changes in the private banking
landscape are in our opinion a true test for entrepreneurial compensatida imode
private banking. These models have typically so far only been applied to a minority
of CRMs within each bank (apart from EFG International where it is
institutionalized). We think that for averageality employees, who in boom times
have pushed fdormula-based compensation, the attractiveness of such models
has been greatly reduced given that individugtyerated revenues or profits have
come down by up t@5%. In addition, companies might be forced or tempted to

pay those top performers who aemunerated according to formidased
compensation models additional discretionary bonuses as their total compensation
could have dropped below market rates. This might offset the conceptual benefits
of more cost flexibility of (properly implemented) esporeneurial compensation
models.

We do not believe that the padsthman environment will prevent tagerformers
and asset gatherers to ask for forrdfudsed compensation, given that the quality of
advice will even more drive net new money inflows.

What has changed so far?

The impact of the crisis is significant for wealth management firms. Top lines have
shrunk due to the lower asset base, less trading activity and changes in the product
and asset mix. Lower turnover, changes to the product mix andedsdévg by

clients have also reduced the average margin on the asset base. We expect revenue
reduction of up to 25%, based on an asset base that is down 20% on average. In the
medium term, we expect to see a corresponding decline in gross margin. Changes
in the product mix and reduced trading activity are likely to have an additional

effect on togine margins.

From a client point of view, wealth managers' value propositions have not lived up
to what they promised. Claims of security, active managemergrafetential
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knowledge access were built on weak assumptions. Together with a widespread
lack of communicatioii the failure to let clients know what was going on and
what was going wrong this has resulted in a severe loss of trust.

In our view, the chages in the market also present opportunities. The reshuffling

of wealth management units away from troubled entities and the low valuation of
wealth management assets open up acquisition opportunities for better positioned
players. For wealth managers hiigg to expand, there are interesting hiring
opportunities in the market. However, our interviewees indicated that typically
client advisors moving to a new employer are only able to take 20% of their clients
with them at most; this compares with up to 8@¥US brokers.

What will come next?

After the crisis, wealth managers will need to cope with lower returns and
increasing costs due to tighter regulation. Together with the strong drop in income,
this will put pressure on raising efficiency. In pautar, we think wealth managers

will have to carry out the adjustments to their control and support functions that
they neglected during the preceding period of extraordinary-thiven growth.

The results of our interviews indicate that many players teeadapt their

processes, structures, headcount and spending behavior.

Based on these findings, we believe thelearer differentiation between

business models will occur. The changes initiated in the US may trigger a further
shift away from the brokenodel in the direction of the traditional private banking
model. Mistrust in the industry and a general lack of perceived value added will
lead to a general flight to cash. However, as soon as the smoke has cleared, clients
will be back for advice. Thedditional private banking model offers a stronger
emphasis on clients and their personal needs.

We think, the wealth management units of large universal banks will increase their
domestic affluent client base and loveard private banking client¥hey wil try

to leverage their brand and strengthen their position based on econbsiate in
product development, research and processing. However, the rising cost of
providing comprehensive, higiuality advice may make this area of business less
attractive for nonfocused providers. Only those universal banks that can leverage
their existing processes and structures should be able to provide an efficient
offering; simply adding a private banking unit or subsidiary will not be enough in a
more competitive mvironment.t is thus very likely that, after several years of

mixed success, many banks will pull out of the wealth management business
leaving room for the remaining banks to position themselves more effectively.

We also anticipate greatproliferati on of boutique private bankswith a strong
service mentality. The personal relationship with clients is receiving a high level of
attention, and independent financial advisors may likewise become more important
in developed markets.

Further legislative amin will likely lead to astronger focus on riskin client

support. New regulations may also bring additional requirements in the advisory
process (content, procedures, documentation) and the indirect commission
structures. Tighter regulation will lead hayher compliance costs. At the same
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time, it will create additional entry barriers for naocredited players, reducing

some of the pressure on margins. Depending on the industry's future performance,
there may be more pressure on compensation struftonegovernment and the
general public.

For banks, the increased capital requirementsfwither deleveragethe business,
meaning less risk, but lower overall margins. Business models may need to be
revised again. The ideal positioning for banks wilpeled on their current
capabilities and market access. The critical question is whether the wealth
management unit can benefit from an integrated model witlourse asset
management and investment banking. The approach to asset management will
depend on thbank's need to offer clients an effective model.

Areas offeringstandard solutions(beta products, e.g. index tracking funds and
ETFs) have limited scope for differentiation. They should be reviewed from an
efficiency perspective including examining dtical size aspects. In areas with

added value (based on specific research or a selective approach, for instance), we
think the wealth management value proposition can benefit from direct access and
better information sharing in an integrated model. Watlard to investment

banking, compliance issues are more critical. Investment banks traditionally benefit
from the contacts and placing power of the wealth management unit. At the same
time, the wealth management unit gains privileged access to producatiomcboy

the investment bank as well as its clients.

In conclusion, we assume thaargins for players across the boaak likely to

remain under pressure Clients are likely to continue to deleverage their

portfolios, resulting in less net interestamee and lower assbéased fees (due to a
smaller asset base). The shift in products away from discretionary mandates,
complex structured products, managed fund portfolios and similar products should
persist for the foreseeable future. Less client actisitikely, as is usual after a

crash. As a result, improving overall efficiency of wealth management operations
will gain in importance.

Debunking myths about players

Myth #6: Offshore business will finally disappear as tax loopholes are closed and
international pressure grows.

The results of our interviews and recent developments in the market indicate that
non-declared offshore business could eventually be rebooked to different booking
centers. Continued efforts to limit financial privacy ("thensparent citizen™)

could act as a core driver for further growth in declared offshore activity. Other
factors are the lack of trust in governments, political instability and booking center
diversification.

Myth #7: Leveraging economies of scale is key tofgability.

Our research suggests that profitability does not depend on total funds under
management. In fact, profitability is driven by asset mix and regional disparities.
The increasing complexity of business models will neutralize mostrssadéts.
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Established banks targeting relevant clients and having the appropriateandd
backoffice structures are likely to outperform the market.

Myth #8: Direct access to research capabilities and asset managemertdwow
are an important competigvadvantage.

In fact, collaborating with general asset management brings limited benefits.
Providing exclusive, sophisticated investment ideas and solutions is the only
differentiation factor in the market.

Myth #9: Collaborating with a group's internahiestment bank creates significant
benefits for the wealth management unit.

Our research shows that collaborating with a group's internal investment bank
leads to only little increase in revenue for the wealth management. The major
benefits come from produininovation. In the overall picture, it is the investment
bank that usually profits more.
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Offering: Strongly based on trust and focused on Make | Player

(financia (business

asset growth i risk considerations being secondary e N

p ropasition

Introduction

Clients typically delegate their financial decisimaking on the basis of

relationships of trust. They do not have the inclination, knowledge or time to take a
close interest in how their financial assets are invested. Tisisisrbuilt on the
competence they ascribe to their relationship manager.

Cliens O ffering
(D emand) (Advisors)

Until recently, clients believed that regulation was tight and controls in place. Their
assets performed well. In bull markets they increasingly asked for higher returns,
ignoringrisk considerations. Products became more exotic and clients didn't want
to know the details as long as their advisor assured them that the product matched
their needs.

As most clients were uncritical and complaints were rare, only a few larger players
hawe a comprehensive advisory process in place today. Most wealth managers, by
contrast, rely completely on their client advisors and their ability and willingness to
conduct the necessary analyses.

Price sensitivity is generally perceived by the industiyedow. Clients see this
differently. For them, it is the absolute net performance of their portfolio that
matters, not the individual price of the instruments. In badly performing markets,
where the absolute net performance fees are negative, pricirugmgral issue for
clients.

In this chapter, we examine the products and services currently offered in the
wealth management market. We also offer insights into client expectations, based
on the survey results, and discuss the future outlook. We may sizamar

findings as follows:

1  The relationship manager is highly important for clients. The survey reveals
that what relationship managers think clients need differs from what clients
actually expect

1 The aftermath of the crisis has shown clearly that bli¢hts and relationship
managers are rarely able to cope with the sheer breadth of the offering.
Therefore, wealth managers should redirect their value proposition toward
their core assets: their clients

1 Pricing is not an issue for customérg/ealth mangement institutions do not
differentiate themselves by price
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What do clients expect from their wealth managers?

T

As already discussed, clients' financial needs and expectations are shaped by
personal situation, values and priorities. These needs and expectations form g
critical factor in selecting a wealth manager.

Personal relations with the relationship manager and the reputation of thie ban
indicated by A in the chart beloware by some distance the most important
criteriain choosing a wealth manager. Media and advertisingicated by B

Myth #10: "Clients
want to choose from
a broad range of ass¢
classes and
investment products
to benefit from new
market opportunities”

are the least important criteria; they are perhaps aimed more at the general p

while the success of a private bank depends on accessing clients via more exclusive

DIIC,

channels. Pricigi indicated by Q matters more to clients in poorly performing
markets than is generally thought by wealth managers.

Chart 2: Criteria for choosing a wealth manager
What clients think

8

©

Myth #11: "Pricing is
still not veryrelevant
in the wealth
management
industry. New
pricing will
compensate for lost
margins”

1 T

Personal Repu: Pricing Product Personal Brand Exclu  Recom Addi- Recom | Media Adver
relation  tation c offering product/ sivity of mend- tional mend- tising
solution advice ation of services/ ation of
and rela- client  privileges neutral
tionship advisers
What relationship managers think clients think

3.79 3.71 3.40 3.40 3.33 3.33 3.25 .70 12.61 230
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Personal Repu ! Product Recom Brand Personal Exclu Pricing Addi- Recom | Media Adver
relation  tation : offering mend- product/ sivity of tional mend- tising
ation of solution  advice services/ ation of
client and rela- privileges neutral
tionship advisers

Average of 177 clients and 135 relationship managers, scale of 4 (1 = least relevant, 4= most relevant)
Question: "How relevant are the following criteria for your choice of bank?"

Source: Roland Berger survey 2008

In terms of the competences required, performance is a key criterion in the

customer's choice of bank (see following chart). However, the personal attention of

the relationship manager is the most important factor. Access to experts and

personal (i.e. nofinancial) aims are the least important factors. The assignment of

financial experts could be reviewed due to efficiency improvement or could be
seen as a potential lever to differentiate the institution in the competitive
environment.
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Chart B: Competenes required from a bank

What clients think

3.60 3.38 3.18
- . 3.03
2.57 2.35 2.15
Personal Improve Understanding Large product Services from Connection to Support in
attention performance ofriskreturn  offering different experts personal aims Myth #12: "Clients
of RM profile locations ST ]
want individualized
What relationship managers think clients think solutions, and this is
3.50 3.34 3.24 3.21 504 577 the key_ yalue
: . 2.46 proposition of
wealth management’

Personal Improve Understanding Large product Services from Connection to Support in
attention performance ofrisk+eturn  offering different experts personal aims
of RM profile locations

Average of 177 clients and 135 relationship managers, scale of 4 (1 = least relevant, 4= most relevant)
Question: "Please indicate your agreement with the following statements”

Source: Roland Berger survey 2008

In the two charts above, we also compare what clients think with what relationship
managers think they think. Albugh the two broadly agree, they do not overlap
completely. This is an area that is usually neglected during positive markets, but
forms the core of misunderstandings when markets turn negative. This is closely
linked to the dramatic alteration in clienpgrceptions of the value added provided

by wealth management. With the professionalization of the industry and increasing
sophistication of the clients, customer expectations will continue to grow in future.
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In the following chart, we break down theaehnce of different criteria by clients'

source of wealth.

Offering

Chart 2: Required competences by source of income

Own
business

Inheritance

Income
(salary)

Average of 177 clients, scale of ¥4 (1 = least relevant, 4= most relevant)
Questions: "What is the major source of your assets?" and "Required competences of your bank: please indicate your

3.57

3.41
Personal Improve Understand | Large Services  Connection Support in
attention  performance; ing of risk- product from to experts  personal
of RM return profile | offering different aims
locations
3.61 3.54 3.59
,ﬂ\ 252 229  2.50
Personal  Improve Understand | Large Services  Connection Support in
attention  performance;ing of risk- product from to experts  personal
of RM return profile : offering different aims
——————————————————— locations
3.59
332 293 289 268 226 1gg
[ ] 1 [ i
Personal i Improve Understand  Large Services  Connection Support in
attention : performance ing of risk- product from to experts  personal
of RM return profile  offering different aims

agreement with the following statement

Source: Roland Berger survey 2008

locations

Myth #13: "As
clients' asset
volumes grow, they
demand more
sophisticated
solutions"

The source of clients' income influences how they rank the necessary competences

of wealth managers to a certain extent. However, it is not a major differentiating

factor, nor should it form the basis of client segmentation. Personal attention from

the rehtionship manager is most important for clients whose assets are mainly

inherited. The differences between the three groups may be due to the varying risk
appetites of different types of clients.

The quality of products and services is critical to cliesaisfaction levels (see
chart below) Transparency is the most important factor in the products and
services offered by banks. This may be because the lakarfteransparency in

financial services is implicitly recognized by clients. Return features are nearly as

important as transparency. Contrary to popular belief, innovative, special and

sophisticated products do not rank very highly overall.
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Chart 5: Relevame of the bank's product and service offering

3.62 3.53
3.19 3.08
2.80 2.70 2.64 2.56 2.54 248
Transparent Return features Access to Tailored Specific Access to Accessto  Sophisticated  Innovative Topicspecific
product asmain quality broad product offerings products  different asset  experts products investment  solutions
offering dimension range classes solutions

Average of 177 clients, scale of 34 (1 = least relevant, 4= most relevant)
Question: "Regarding the bank's product and service offering, how relevant are the following criteria for you?"

Source: Roland Berger survey 2008

We find a similar picture for clients' assessment of additional services (see chart
below). Herehonestyis the most important factor. This should probably be regarded

as a hygiene factor rather than aatihtiating one. The friendliness, attention and
acceptance of the bank also rank very highly. "Access to research" relates to the need
for information and transparency. Special events and memberships are not regarded as
essential, in contrast to publicrpeption.

Chart &: Relevance of additional services

3.80
3.16 3.05
2.94 2.79
= 2.65
2.19

Straightforward ~ Friendliness  Advice Attention and Access Special events Memberships
and honest influencing acceptance to research

answer buying decision

Average of 177 clients, scale of ¥4 (1 = least relevant, 4= most relevant)
Question:"Regarding additional services, how relevant are the following criteria for you?"

Source: Roland Berger survey 2008

Limitations of the traditional advisory model

Traditionally, the relationship between client and relationship manager is built on
personal interaction. The relationship manager is the primary gaiohtact for

clients and he or she acts as doorkeeper. He or she holds the relevant information and
details on clients, and this information is his or her raison d'étre. We see limited room
for the bank to influence the way the relationship manager gogervices to

clients.

Although clients value the relationship with their advisors highly, even very good
client advisors only take with them a very small number of their clients if they move
to a new firm. This implies that the client relationshipasually more strongly
connected with the institution in question than is generally realized. Few relationship
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managers have the broad spectrum of skills needed to advise their clients on all
matters that might arise. Despite this, tezamed approachesamare and specialist
expertise is not leveraged. Even large players often provide limited capacity when it
comes to specialist advice. To improve the value proposition, it is therefore essential
to identify the target groups that fit best with the cajiadsilof the relationship

manager.

A product-centric approach dominates

Most wealth management providers claim to focus on the relationship with their
clients. However, the reality can be somewhat different. Relationship managers
have an interest in pustg certain product categories that have favorable
conditionsi a fact partially reflected in their compensation schemes.

Absolute return funds and structured products are not a "pure" asset class. They
have additional components provided by the origintdiatr add on certain desirable
characteristics, such as capital protection or enhanced return potential. Neither
structured products with capital protection schemes nor absolute return strategies
have been able to counter the recent market downturn, howéneeindustry has

been slow to come up with new solutions catering to this core need. Conservative
investors are therefore becoming even more reluctant to invest their assets actively.

Primarily volume-based pricing

Wealth management clients are traditily not very price sensitive. Individual

clients lack the ability to set the "correct” price due to their lack of familiarity with
the field. Moreover, the real price of highly complex products and solutions is often
not immediately transparent.

The inteview results show that clients are willing to pay more for a premium brand,
especially in the current environment. The importance of prices depends on the value
profile. Some clients negotiate prices. Others hope that they will be reviaituese
clientsshould be retained by means of quality and service. In some areas, clients are
typically very sensitive to price: isolated cost items such as new bank cards,

payments and cash withdrawals, for instance. These prices are not really accepted, as
clients donot perceive the value added by the bank or consider it a normal part of the
relationship.The following chart gives shows clients' general pricing preferences.
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Chart Z: General pricing preferences by clients

3.35
3.07
2.80 2.76 267

2.31
Quality Importantif ~ Choice of Basic Equal footing Rebates

over price other criteria services services with other and
met based on criteria bonuses

price

Average of 177 clients, scale of ¥ (1 = least relevant, 4= most relevant)
Question:"Regarding general pricing, how relevant are the following criteria for you?"

Source: Roland Berger survey 2008

Pricing in wealth management is not as important as in other industries, where
pricing mechanisms are used systematically to segment clients and define service
levels. In wealth management, pricing may act as a differentiating factor if all other
criteriaare met equally, but in general quality is more important than price. Only
certain products, such as mortgages and plain vanilla mutual funds, have come
under pricing pressure due to aggressive market entries. Clients appear to be
focusing on absolute netturn (i.e. returns after fees). If this is indeed so, pricing
may become more important in difficult markets.

Client advisors usually still have a large degredisfretion to give discounts,

without taking the impact on profitability into account. ¢ed, their incentive

systems are based on revenues or growth of assets under management, rather than
profitability. Typically, the relationship manager is entirely free in setting

brokerage fees. This said, there is no evidence that clients have negotaded

more aggressively during the recent bumper years.

There have been various attempts to introdwese pricing scheme®nto the
market. However, client acceptance has been rather low, and most initiatives have
come to nothing.

The following chart shws how clients evaluate pricing schemes. Clients tend to
favor pricing schemes that are basegerformance. However, they rarely ask for
performanceelated fees, and accept paying more in good years. Clients say that
they prefer fees based on indiviltransactions to the most common pricing
scheme used today, a percentage of asset volume. Wealth managers prefer the
current systeri unsurprisingly, as it is fairly easy to implement and generates
much more stable revenues.
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Chart B: Evaluation of piging schemes by clients

3.01 2.96

2.66

2.47

Percentage of Individual Dependingon  Flatfee  Percentage of
performance  transactions my personal asset volume
profile

Average of 177 clients, scale of 34 (1 = least relevant, 4= most relevant)
Question:"What pricing scheme do you prefer?"

Source: Roland Berger survey 2008

Many wealth managers have initiated prodessed costing or product costs in the
past, but then struggled to maintain them. In general, such cost transparency
approaches are easier to handle in standardized retail business. They are not often
implementedor services due to the perceived high cost of the initial setup and
maintenance.

The following chart indicates how clients evaluate performdrased pricing
schemes. About one third prefer pricing based on performance (confirming what
we saw in the pregus chart). However, more than one third state no preference for
such schemes or say they don't know. For a substantial proportion of clients,
pricing schemes are simply not very important. As a consequence, banks typically
stick to their pricing schemdmsed on a percentage of asset volume, ignoring
client preferences.

Chart @: Evaluation of performaneeslated pricing schemes

51
41
28
21

19 17
High fees for No Constant Don &t Veryhigh Capped
high preference performance know fees for performance
performance fee high per-

formance

Number of clients per answer (total = 177)
Question: "Which of the following performanceelated pricing schemes would you choose?"

Source: Roland Berger survey 2008
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What has changed so far?

The recent losses have revealed that clients were not investing in a way that
reflected their finaneil situation or willingness to take risks. Hence, there is need
for change. Clients have shifted from performance considerations to risk
considerations and asset protection. It is now important to take risk actively into
account. Comprehensive asset andlthemanagement is set to become much more
important in the future.

The flight out of many asset classes calls for additional solutions for cash
investments. These products offer low margins and clients have difficulty
perceiving any value added. Cliemsuctance to trade, and shifts in the product

and asset mix, are leading to lower portfolio turnover and reduced ticket income.
The market downturn has shown that standalone products such as absolute return
funds and structured products were not designedthstand large downside
movements. With confidence in these products gone, the whole product category
needs to be reviewed.

Our research found that many clients have split their assets between different
wealth managers. This diversification of banlatieinships has reduced the

average share of wallet, leading to lower client profitability as servicing costs per
client rise. Maintaining different wealth management relationships is costly not
only for banks but also for clients, involving basic fees dodiscounts, higher
search and monitoring costs, lack of overview, and so on. However, it puts clients
in a better position to compare the service they receive from different wealth
manager$ a factor that could ultimately drive service quality.

What will come next?

Wealth management players must fundamentettyink their value

propositions. Clients are taking a more critical stance. The added value they
actually receive must be-examined. The advisory process is at the core of the
offering. Howeve, any advisory process is only as good as it is understood,
accepted and applied by the relationship manager. The advisory process forms the
link between the wealth manager and the client with his or her specific needs and
expectations. The advisor mukbtoughly analyze the client's situation, needs and
priorities in order to get a full picture of the client and to provide the right offering.
Our research on client setup and demand should be a valuable tool for identifying
potential needs and prioritiéy client type.

We believe that wealth managers who put the client at the heart of their activities
will outperform those who simply lie back and wait for markets to recover. The
latter will face severe risks in the near future. The cornerstone of @4dong
relationship with clients is offering solutions that meet clients' needs and respect
their core values. Client advisors need to put themselves in their clients' shoes.
They should try to understand client needs better and support them in formulating
their expectations. This, along with offering clients flexible and modular products
tailored to their needs, is more likely to restore lost trust than expensive marketing
campaigns.
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Offering asuitable product rangeis the key success factor in client seing.
This aspect is too critical to be delegated completely to advisors. Wealth managers
must undertake a pieelection of products that are suitable for each client segment.

If wealth managers wish to improve their service level, they will need toeensu
strongelinvolvement from qualified specialists These specialists include
financial planners and tax experts, who can help devise adequate solutions.

Transparency is not likely to increase in the coming years without relevant
regulation. Two factors Wiincrease transparency to some extent-ajfilation
and clients diversifying their bank relations. Howewveg,do not expect banks to
start a pricing war in this segment, as pricing is not a major differentiating
factor. At the end of the day, wealttanagers' clients are willing to pay for
quality.

Debunking myths about the wealth management offering

Myth #10: Clients want to choose from a broad range of asset classes and
investment products to benefit from new market opportunities.

Our survey of wealth managers shows that few clients actively seek new investment
opportunities. Most clienfs and often their advisors tdocannot cope with the
complexity of new offerings. Wealth managers should apply strictgbeetion of
products ly clients'profile.

Myth #11: Pricing is still not very relevant in the wealth management industry.
New pricing will compensate for lost margins.

Clients care about net performance. Their sensitivity toward pricing is low as long
as net performance is pitige. Our research shows that pricing becomes more
relevant for clients as markets get more difficult. The industry should therefore
think of ways to base pricing schemes on the value added provided to clients.

Myth #12: Clients want individualized soluths, and this is the key value
proposition of wealth management.

Our interviews confirmed that clients want personalized service and solutions
suited to their particular situation. But the solutions can be based on modular
elements without impeding persdiservice.

Myth #13: As clients' asset volumes grow, they demand more sophisticated
solutions.

The need for more sophisticated products is directly linked to clients' financial
complexity. However, the interviews showed that many clients neither umdersta
nor need complex products.
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Value proposition

Wealth manager profitability seriously hit

The following section illustrates that the profitability of wealth managers is
increasingly undesevere pressure which in our opinion forces management teams
to seriously consider and implement changes.

Overriding profitability driver for private banks

One of the key profitability drivers for private banks is gross margin, i.e. the
revenues generatém assets under management (AuM), as expressed in basis
points on AuM. This margin depends on a variety of factors, such as the asset mix,
the type of mandate (advisory or discretionary), the degree of trading activity and
pricing. Not surprisingly, thgross margin tends to expand in good financial

market conditions, driven by higher client activity and increased risk appetite. In
bear markets, by contrast, the gross margin contracts.

In the current downturn, we think the potential magnitude of therdeshould be

of key interest to investors and management teams in the area of private banking.
Looking at various consensus data, we think expectations are too optimistic as the
financial market seems assume a peattough gross margin decline of lesarh

10bp.

A look at the previous cycle

For illustration purposes, we turn to Credit Suisse. The table below shows how
Credit Suisse's private banking operation developed during the previous cycle. We
highlight a peako-trough gross margin reduction of g, which represents a

relative decline of 14% between 2000 and 2002. This decline was probably slightly
more pronounced at Credit Suisse than with smaller private banks, given its
traditionally strong focus on distribution and products.

Table 4: Credit Ssse Private Banking 1992003

Troughvs. peak

[%] 1999 2000 2001 2002 2003 [%]
Pretax margin 51.6 49.8 42.8 35.6 39.0 31
Gross margin [bp] NM 135.2 128.1 116.8 121.3 -14
AuM [CHF billion] 477.0 456.4 520.1 465.7 511.7
AuM growth 18.4 4.3 14.0 -10.5 9.9
NNM growth 2.9 3.9 7.6 3.7 3.8
Revenue growth 10.3 33.9 4.4 -7.9 25
Cost growth 115 35.1 23.6 3.1 7.6
Pretax profit growth 15.8 29.1 -10.3 23.4 7.0

Note: Data is consistent where possible, despite changes in the reportifigrmat; NNMis net new money

Source: Company data; UBS estimates

Market
(financid
assets)

Players
(business
models)

Value
proposition

Clients

1
(D emand) :

O ffering
(Ad visors)
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Next to cyclicality, there are structural issues

We believe that the decline in gross margin in the current cycle will for most
private banks likely be worse than in the previous cycle. This is based on our view
that, apd from cyclical effects such as less client activity and reduced appetite for
risk, there are a number of structural factors adding to the pressure. These factors
are likely to impair gross margins structurally.

Below, we discuss alternative assets, tage and discretionary mandates. We do

not focus on pricing, as for now we do not expect biwegbd and sustained

pricing pressure, which h&sn our opinioni never been a real issue for the Swiss

private banks. Time will tell whether this remains thesi once clients have

been told the final impact of tlenus horribilis2008 on their wealth. However,

the maincountear gument coul d be that clientsd need for
up sharply.

High-margin alternative assets subject to substantial
decline

We estimate that alternative assettructured products, hedge funds, private

equity and commaoditieis grew from 4% of total assets under management to 15%
between 2003 and 2007 in a model private bank (see table 5, further below). In
otherwords, this product category yields revenue margins that are roughly twice

the average. Counterparty risk concerns sparked by the collapse of Lehman and the
general shift toward simplicity mean that demand for structured products will
probably remain weator some time to come. Current activities are largely driven

by customized solutions for large clients or family offices.

Demand is probably structurally impaired in the case of hedge fund products. This
is due to weak performance, lack of liquidity (regions) and the Madoff case.

We struggle to see how private equity can regain its attraction and return potential.
Furthermore, poor performance in many commodity products will inevitably lead

to reduced investor appetite.



61| Wealth management study

Value proposition

Lending to clients and leverage

Over the past few years, growth in lending to private banking clients has been a

major area of revenue and net new money growth. The table below summarizes
growth in client loans among pupday wealth managers.

Table 5: Growth of client loans

2004

2005

2006

2007 H108

CAGRH1 Total H1

08/2003

08/2003

[CHF m] 2003
Credit Suisse WM NA
EFG Int. 1,500
Julius Baer 2,984
Sarasin 1,365
Vontobel 372

1) CS WM as of Q3 08

Source: Company data; UBS estimates

NA
1,776
3,287
1,464

422

2) CAGR 2006Q3 08

NA
4,545
5,831
1,710

451

69,224
6,146
6,918
2,423

692

76,265 82,737
7920 8510
12,160 11,051
3851 4,463
813 0918

7.49%

37.1%
26.9%
24.0%
17.8%

19.5%"

467.2%
270.4%
227.0%
146.6%

As a ruk of thumb, loans to private banking clients take the form of either
Lombard loans or mortgage loans relating to Swiss real estate. Lombard loans (i.e.

loans collateralized by securities) are typically used to purchase securities and
hence introduce diretgverage to client portfolios. Banks usually count

investments in securities funded through newly lent loans as net new money, but

not the loan itself. With respect to mortgage loans, we estimatédesaiue ratios
in private banking mortgage lendingarbund 75%. Rather than amortizing the
debt, private banking clients tend to invest their excess funds in the financial

markets for return and tax reasons.

Given that both Lombard and mortgage loans are performed on a collateralized
basis (using the seqties or real estate), loan loss provisions charges should
structurally be very small, i.e. a few basis points of the average loan volume.

However, recently published results from several banks unveiled that margin calls

and forced ddeveraging during th final months of 2008 have caused loan losses
well above expectations. In the case of Credit Suisse, for instance, annualized

fourth quarter 2008 loan loss provisions on wealth management loans (excluding
mortgages) were north of 100bp.

All private bankghat have so far reported fylear 2008 results have witnessed a
sharp ddeveraging trend. Apart from a negative net new money impact (the

liguidation of creditfunded AuM triggers outflows), revenues were also negatively
affected. Revenues generateahfrlending are included in the gross margin
calculation of the private banks, though the AuM denominator of the gross margin

calculation does typically not include loans. As illustrated in the section below,
assuming 100 bp margin on the invested loanghim& lending has, over the past
few years, added upte® b p
view of potential highmargin investments funded by these loans, this number
could even be understated. Hence, we see deleveraging asaataithdriver for
downward pressure on gross margins.

t o

t he
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mar gi n
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a

6standar
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Not only given the often brutal experiences of clients who faced margin calls over
the months, as well as costly collateral liquidations exercises by the banks, we
think leverage in client portfoliosill structurally decline compared to 2007.

Discretionary mandates

Over the past few years we have seen a rise in discretionary mandates, an
arrangement under which the bank has the mandate to take investment decisions as
opposed to just an advisory roBased on our interviews with companies, we

believe that the share of discretionary mandates may have increased by 10% since
2003. The margins charged by banks on discretionary maridategstimate 120

bp on averageé are typically higher than in the caskadvisory mandates. This has
helped to improve recurring revenues derived from assets under management. Poor
performance and the shift toward simplicity (e.g. direct government bond
investments) could now lead to a falling share of discretionary mandate

We expect 16 bp reduction in gross margin reduction over
2007 to 2009

Below, we illustrate how we expect the gross margin of a model private bank to
develop. In a nutshell, we believe that the gross margin will decline from 104 bp in
2007 to 88 bp in @091 roughly the level experienced in 2003. This represents a
relative decline of 15%. This will be driven by four factors: a decline in the share
of alternative assets; a higher share of-lnargin products; less client activity
(factored in via a declaon various asset classes); and reduced client leverage, i.e.
lending.

Table 6: Gross margin development in a model private bank

Gross Gross Gross
Assetclass 2003 margin 2007 margin 2009e margin
Accounts, money markets, fiduciaries 16% 20 bp 12% 20 bp 18% 20 bp
Alternative assetst) 5% 180 bp 15% 190 bp 7% 180 bp
Thirdparty funds 8% 90 bp 6% 90 bp 8% 90 bp
Bonds 23% 50 bp 18% 50 bp 21% 50 bp
Equities 29% 100 bp 27% 110 bp 25% 100 bp
Investments financed by loans 4% 100 bp 8% 100 bp 6% 100 bp
Own funds 15% 150 bp 14% 150 bp 15% 150 bp
Total 100% 100% 100%
Blended gross margin 86 bp 104 bp 88 bp

1) Structured products, hedge funds, private equity and commodities

Source: Company data; UBS estimates

We believe that the potential impact of the massive deterioration in markets and
real economieg plus events such dise collapse of Lehmainhas been widely
underestimated. Private banking profits will be badly hit. Apart from the decline in
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gross margins, the industry has seen a decline in assets under management of 20%
on average and less net new money due to therdumrarket and economic

conditions. Any net new money will come on the back of market share gains,

which often involve high costs. Moreover, the industry is experiencing inflexible

cost structures, which are still on the rise due to investments.

Table 7:lmpact of the crisis on the profitability

[CHFm] Pre<Crisis After Crisis Change
Revenues 105.0 70.6 -32.8%
Costs 52.5 47.3 -10%
Pretax 52.5 23.3 -55.6%
Avg FuM 10 bn 8 bn  -20.0%
Grossmargin 105.0 bp 88.2bp -16.0%
Costincome 50.0% 67.0%

Pretaxmargin 52.5bp 29.1bp 44.5%

Change in pretax margin depending on reduction in costs

Costreduction 0% -10% 20% -30% -40% 50%
Change in pretax spread ~ -57.0% -44.5% -32.0% -19.5% 7.0% 5.5%
Change inpretax profit 65.6% 55.6% 45.6% -35.6% -25.6% 15.6%

Source: Roland Berger

A simple calculation shows, that a wealth manager, which had a 105-bpetop
spread and a cestcome ratio of 50% before the crisis would have to reduce it's
cost base by almost 50% in order to keep theégrenargin on a prerisis level.
Nevertheless this would still imply a reduction of the-fae profit by roughly

15%.

A cut in costs by a hefty 30% would still result in a reduction of thégxenargin
of 20% and about one third lower g profit forthe wealth manager.
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Moving out of the crisis i redefining the
value proposition

Overview

Wealth managers should take a step back and analyze their situation with care and
diligence. Companies that use their solid financial situation to refocus the

business and bring their offering into line with client needs put themselves at a
distinct advantage. We identify four "calls for action" in the wealth management
industry:

1 Marketi Rebuild trust

1 Clientsi Reduce complexity

1 Players Improve efficiency

1 Offeringi Develop clientcentric solutions

Wealth management institutions need to respond to these calls for action. We
recommend five different types of action (see chart), discussed in greater detail
below.

Chart30: Redefining the wealth manageme&atue proposition

3
H Build a truly client
centric organization

n Redesign the offering

n Identify and focus on
attractive client segments
and target groups

Ensure strategic flexibility
through efficiency
improvement

Regaintrust onall levels

Regaining momentum in wealth management

Source: Roland Berger
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1. Regain trust on all levels

The first and most important issue in the current situation is to regain trust on all
levels. This requires taking effective action to improve communication on all levels.
Focus areashould be the interaction between the client advisor and the client, the
products offered, right up to the public perception of wealth managers. In the
longerterm, wealth managers must rebuild a truly trbased organization.

Regainingtrust is themog important issue for the industry today. Clients have

been disappointed by the poor performance of their assets. In part, they blame their
relationship managers for not having fulfilled their promises or told them about the
inherent risks of the investmiestrategy pursued.

Trust is the foundation of the industry. It is the basis on which clients delegate key
decisions to their wealth managérdecisions that have a direct impact on their
financial situation. Actions to rebuild trust need to be carefidlsigned and
implemented. They must cover all the relevant areas: the interaction between the
relationship manager and the client, the information provided about products, and
even the way the wealth manager behaves in public.

For relationship managethe key thing is to discuss the situation openly with their
clients. They must explain what has happened, what needs to change and what the
next steps should be. Apologizing may be helpful. The bank should support their
relationship managers by providirtiem with relevant materials and pre

formulated answers and arguments. If required, they can also offer training in how
to deal with difficult situations.

To rebuild trust in an organization, communication is essential. This must be
accompanied by effectvactions addressing the issues raised by the crisis. Specific
products are needed and the advisory process must be redesigned. Wealth
management institutions must take criticism seriously and develop ways of
handling it professionally.

In the longer termit will be critical tobuild a truly trust -based organization In

terms of people and strategy, this means fulfilling the expectations of stakeholders
with regard to the managers and directors of the company. This is about trust in the
ability of managerant to perform their duties and perform them fairiye.

personal trust. It is also about creating a sense of trust among the workforce, the
belief that they will succeed in realizing their strategy and achieving their growth
targets i.e. strategic trst. In terms of the organization, it means fulfilling the
expectations of stakeholders that conflicts will be resolved fairly, agreements and
rules adhered to, people informed about developments quickly, and seon
organizational trust.

Building a tustbased organization will bring four key benefits: more employee
commitment through greater involvement; better product/service quality through a
motivated workforce; stimulation of creativity through direct exchange; and
reduced transaction costs thamk$ess monitoring.
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2. Ensure strategic flexibility through efficiency
improvement

After regaining trust from stakeholders, institutions must become more efficient.
Key initiatives include ensuring sustainable costs and reducing complexity.

Efficiency improvement

In recent years, the unparalleled growth of wealth around the globe led to an
increased need for wealth management services. Growth moved high up the agenda
for the entire industry. Riding this wave, wealth managers were able to reduce their
cost/income rdos without directly targeting costs. The efficiency initiatives of past
years were mainly "tame tiger" programs that barely managed to keep the cost base
constant.

To maintain profitability in the current environment, th&al costbase nowneeds
to bereviewed Significant and sustainable reductions are required. This presents
wealth managers with a number of new challenges:

Reduce the cost basis sustainably without jeopardizing future growth

Improve efficiency in line with the client's culture améhdset

Respect governance structures

Ensure the commitment of key stakeholders within the organization

Enable proactive and consistent communication, both internally and externally

= =4 -8 -8 9

Cost reductions are sustainable only if they are based on the curréutuaad
requirements (both internal and external) of the company and carried over into the
governance and leadership structures. Efficiency programs need to be closely
managed and aligned with the strategic agenda.

Chart31: Efficiency improvement approach

TARGETINGVHITE PAPER) CONCEPTUALIZATIGBLUE PAPER)

A Identify opportunities for improving
AR efficiency and validate them
amp u

p. P A Specify actions
A Interview top management ) o
A Select actions and prioritize
A Analyze current performance .

(costirevenues) and drivers A De;lgn ?verall structutre, process
and cost managemen
A Define target level 9

A Develop assumptions

A Implement change
EJ iMpLEMENTATION management

A Realize quick wins A Set up action management
A Setup program mgmt. A Appoint task force for individual tasks

Source: Roland Berger
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A closely managed process with a short timeline helps to identify savings targets
quickly and ensures communication early in the project. Realizing quicki wins
which should be communicatédcan send a strong signal to the organization and
externalstakeholders. This underscores the credibility of the targets, motivates
employees and may help increase confidence toward investors.

In our experience, a sustainable reduction of the cost base is possible without
making major changes to the overall origation. Focusing on control & support

and administrative functions reduces the impact on the organization as a whole and
client processes in particular. Due to the combined reduction of funds under

should be considered as well. Significant savings are possible within these
functions.

Successful efficiency improvements support the development of the company in at
least four distinct ways. Firstly, cash can be freed upnfarstments during a
downturn, thus supporting future growth. Secondly, efficiency gains improve
profitability and thus shareholder value during the downturn and into the next
cycle. And thirdly, promoting a cesbnscious culture is important in maintaigin

a sustainable cost basis.

Reducing complexity

The complexity of the financial services business has grown rapidly in recent
years. This trend will continue as more regions come into play and growth rates
improve. It will affect every area of the indostincluding client relationships,
products and transactions on all levels.

In this contextpptimizing complexity has significant potential for the industry. It
requiresfocusing on higher or lower complexity businesses. This can be done by
optimizing thke value chain (as shown by Dell, for example), optimizing the
business model and realigning the product shelf. Reducing external and internal
complexity is a key way to regain efficiency throughout the organizatioom
products and processes to the afgational structure and IT systems. The
following chart gives an overview of the potential drivers of internal and external
complexity.



68| Wealth management study Value proposition

Chart 2: Overview of complexity drivers (examples)

Shortterm effects ! Longterm effects
Specific customer requirements Individually customized products
Internal Large number of business
ntern partners
Cyclical overcapacityd Price decline

margin pressure ;
New technology

0 1 2 3 4 S i
e ' frame
Large number of product elements Diversity of product portfolio (years)

Heterogeneity of processes

External !
Diversity of technology ; Dependence on strategic partners

NorHransparent reporting Weak focus on results

Source: RolandBerger

Complexity itself is necessary for success in the market. But excess complexity
lowers profitsi often without anyone noticing. The following chart shows the
potential benefits of achieving an optimal level of complexity. This is typically
substantially les than the current level of complexity.

Chart 3: Reaching the optimal level of complexity

Complexityd Revenue Complexityd Profit
Revenue Target Excess Profit Target
t complexity complexity 4 complexity
Basic AT T T Basie Excess
complexity ] complexity complexity
’ 3 ]
! Costof

: | complexity
1 Optimum |

Basic complexitynecessary to be competitive [ Maximum profit zone

E Target complexityto achieve optimal competitiveness and maximum profit
EI Excess complexityesulting in disproportionate growth in costs

Source:Roland Berger

It is useful to distinguish three different types of business compl&dtyplexity
of the client offering, complexity of production, and complexity of the
organizational structure. Critical areas include the following:
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Complexity in the offering, not paid for by clients (products and services,
including options and servidevels, e.g. insurance adas for credit cards):
Streamlining the product shelf can significantly reduce the complexity of
production and so increase profitability. In the survey, we found that clients
don't actually want extensive product offerings. Amial analysis will reveal
actual product usage. The offering can then be simplified by eliminating
products or by replication, i.e. creating synthetic solutions that have the same
pay-off pattern but are cheaper to maintain. This will reduce complerigno
ongoing basis

Additional complexity, paid for by clients (differentiation of products and
service levels by client group, e.g. rislased pricing for credit cards):

Increasing the complexity of the offering can differentiate the offering in the
marke. This allows higher margins and so increases profitability
Non-value-adding complexity in operations channels, internal core and
support operations of all types and the supply chain: Many management
concepts aim to improve operatidns.g. Business Pcess Reengineering,
outsourcing, neashoring, offshoringi without questioning the value. This
applies to internal products and services as well as tae@stdmer products

and services

Non-value-adding complexity in the organization(vertical and horiantal
structures, leadership processes): Organizational structures tend to grow based
on personal interests and the changing balance of influence (e.g. concentration
of influence in norbusinessoriginating functions)

A potential roadmap consists of six ditinct steps:

1.

2.

Measure/estimate customer profitabiliprofitable customers receive a higher
service level and neprofitable customers are either developed or reduced
Optimize the complexity of the offerirtg ensure differentiation and fully
capture derand (norcommaodity products); review products that do not
provide economic profit

Define servicegservice managemertt) gain transparency and ensure best
practice; simplify underlying producgs.g. financial products) using a
modular system

Exploit theresulting business model opportunities in operatipresjuction

and sourcing (e.g. product management, transaction management, support
operations)

Align and streamline additional elements of the business model (ripple
effects), including resources (als@arehousing), cooperation and organization
Restrict the complexity of the business model for products (e.g. proliferation
of parts, variants offered) and services, validating cost implications and value
added
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3. Identify and focus on attractive client segments and
target groups

Ensuring sustainable growth, wealth managers must improve their customer
understanding. A meaningful client segmentatidreyond assets under
managemerit will enable institutions to generate added value. This in turn will
generate greater trust in the organization and will allow the organization to focus
its resources.

Earnings are declining and costs are still growing. In this context, wealth managers
need to identify attractive client segments and target groups andofothism.

These client segments will not be the same for all providers: they will depend on
the provider's organizational setup, capabilities and access to clients.

The first step is to differentiate clearly between different client segments. As

discussed n t he fAclientsodo section, bankable assets ca
potential needs of clients. A comprehensivelerstanding of the customelis

vital in the current economic situation. For this, we propose using abatesl

segmentation suclsahe Roland Berger Profiler (see box).

TheRoland Berger Profiler is a unique approach to strategic brand management
and market development. The basic thinking behind the tool is that customers are
more likely to buy brands that address values thahasertant for them. This is
based on the principles of selbngruence theory. What makes the RB Profiler
unique is that itneasures and visualizes the values of consumers and brands fin
a single system

Unlike conventional demographic approaches, the RiI€r enables a holistic
understanding of brands and target groups based on customer values and needs.
This enables companies to understand the value profiles of different target groups
and brands, compare brands with competitors, and match a bramtagipective
target groups. They can also assess the economic relevance of each segment using
specific market criteria, making it possible to identify the most attractive target
groups.

The RB Profiler has been used successfully in financial services tarkeind
the world, in banking, insurance and even reinsurance (B2B). The RB Profilef
covers all the relevant factors. Potential buying decisions are forecasted and
simulated based on affinities with a high level of statistical validity. Visualizing
brand and customer segments in a joint market space helps companies to analyze

the competitive environment, market gaps and their strategic positioning options. It

can also help them translate the brand strategy into an effective marketing approach
that reachg all customer touch points.




71| Wealth management study Value proposition !

Companies can supplement this vahased segmentation with a secondary
segmentation. This can be based on behavior types, source of wealth, lifecycle or
assets, for example. To understand clients' future contribution togsrthe
segmentation needs to consider not only current assets but also future growth and
potential new assets.

Chart 3: Example of the segmentation process
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attitudes toward different solutions

Source: Roland Berger

Following this, wealth management companies should evaluate the customer
segments on thieasis of economic and strategic criteria (e.g. size, competition,
monthly savings ratio, income, willingness to pay). This will allow them to focus
on the target segments and position themselves in the competitive landscape.
Having defined target customsegments, companies can communicate the
attitudes and motives of customers internally and describe them with the aid of
various tools (e.g. factsheets). These can be used by the different internal
departments (marketing, product development, etc.) aneldt@onship managers.
The whole process should be revised on a continuous basis to ensoHeats
customer segmentation (e.g. yearly basis, depending on the environment).

A potential roadmap consists of the following steps and activities:

1. Segment cusimers into homogeneous groups

2. ldentify the attractive client segment and target group

3.  Communicate the new segmentation internally

4. Position the brand in the competitive landscape toward target segments
5. Ensure continuous improvement of the customer undelisigin

4. Redesign the offering

Wealth managers must redesign their product offering in line with their clients’
situations, needs and expectations. We believe that the best way to do this is to
redefine the advisory process and introduce a modular solstructure with
flexible components. A major overhaul of the product shelf is required, putting
client needs at the center of all activities.



