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Introduction






Last year, the financial markets continued their recovery from the recent bear market that had
affected the private banking sector profitability and growth. Despite measured market recovery;,
clients still remained cautious, reflecting the historical losses they had experienced and a
recognition that more normalized returns were expected from equities in the future. There also
remained issues of broader corporate governance concerns and, within the private banking
industry specifically, the need to rebuild trust between providers and their clients following public
court cases concerned with conflicts of interest.

Despite measured market recovery, the private banking sector now faces two new major
challenges. First, achieving top line revenue growth and improving the overall client experience is
now back on the senior management agenda after a period of cost containment. Second,
ensuring a more agile and cost effective operational platform is now a greater challenge as it
needs to address both the increasing complexity of changing regulation and the evolution of hew
products and services.

Slowly, but surely, the combination of market, client, competitive and regulatory trends are leading
to an environment that will look radically different in 2010. To meet the challenges and succeed in
this evolving environment, which senior leadership teams believe will be far less predictable than
in the past, private banks must focus their attention on their growth and operating challenges and
execute well. No longer will reactive and uninformed responses be enough to succeed in these
more difficult conditions as returns from market cyclical growth will not be enough to raise
everyones performance. Management must therefore move boldly to tackle these evolving
challenges and renew their organisations for growth and agility.

The 2005 European Wealth and Private Banking Industry Survey solicited feedback from 96
leading private banks and covered twelve key European onshore and offshore centers. The result
is a compelling view of the leadership agenda for institutions emerging from a period of recent
market uncertainty. This survey is unique because:

It asks participants for a wide range of industry, strategic, operational, people, and information
technology issues. This industry report contains only a summary of these key benchmark
findings as more detailed relative benchmarking is reserved for participants only.

It reflects the changes in the industry, and focuses more on the identified issues of growth,
client experience and profitability

For the first time we have also sought to obtain the views of private banking clients across
Europe with the aim of identifying any mismatches between what the banks and clients
perceive in terms of client needs and experience. This has identified some valuable pointers
in terms of distinctive moments of truth that clients value from their private banks.

For the second time, we have also focused in greater detail on understanding the
characteristics of high performing CEOs and Executive teams across Europe. We spent
time interviewing the CEOs of a selection of respected private banking organizations to
gain greater insight on their market positioning choices, client experience focus and the
operational execution priorities that they perceive are driving their success agenda.The
views of these highly respected and experienced industry leaders and their
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organizations helps to provide useful pointers and experiences of how to address key
challenges head on.

It is also able to provide meaningful comparison information by cutting the responses across
several dimensions such as size of assets under management, individual country specific
data, a split of overall onshore and offshore groupings and to also highlight differences
between mature and emerging markets. This enables more precise identification of relevant
trends to assist industry players to better understand and respond to the issues that are most
relevant to them.

We have sought more detail on operating models as the current difficult times have forced
industry participants to give greater attention to the agility of their operating models. In
addition, we have highlighted information technology issues as a key enabler of change and
source of improved performance. However, the track record to date of obtaining value from
investments in information technology by most private banks has been average at best. We
have been able to provide more insights and useful benchmarks in respect of this issue.

Therefore, we believe that all of the insights in this survey, together with the supporting
unpublished benchmark data (which is provided confidentially to participants) will be of great
value in helping industry participants focus on those key issues that will be critical to delivering
growth, client and business value in the evolving environment.

Continuing a trend from the last survey, we have also provided our perspectives on the imperatives,
we believe, that CEOs need to focus on in order to position themselves to deliver superior client
and business value in 2010. These imperatives are described in detail in this report.

In terms of acknowlegement, we want to extend our appreciation to the many senior executives
across Europe who took part in this survey. We appreciate the time they took to answer the many
detailed questions and for the trust, confidence and support they placed in IBM Business
Consulting Services. Additionally, we are grateful for their openness and insights on key topics. We
constantly strive to get a deeper understanding of the drivers of future business value, growth
and innovation as this stimulates new thinking about how we can better help our clients succeed.
As always, we welcome any feedback on the survey.

We look forward to continuing this conversation and this journey with you. In future surveys, we
will track progress on the industry s transformation journey.

Philippe Theytaz lan Woodhouse

European Wealth and Private Banking Industry Survey 2005 | Introduction



IBM Business Consulting Services
perspective






Slowly, but surely, market forces are leading to a private banking industry that will look very
different in 2010 compared with today. From the identified industry challenges provided by
participants throughout this survey, IBM Business Consulting Services has distilled five
imperatives for senior management to ensure future success.

1. Build stronger client insight and focus

Private banks need to make more conscious choices about the type of clients they pursue, taking account of
the changes underway in sources of their wealth, their geographic requirements, and the level of service
that they are expecting. Winners will clearly understand where they are positioned in the market places they
serve as well as developing the capabilities they need to deliver to their chosen clients.

We focused - and continue to focus - on strengthening our relationships with our clients. This is
fundamental. W\e are constantly vigilant in being seen to be keen to respond both to the demand from
our clients and the market place as a whole and being innovative in providing individual, value-
adding solutions.

C.R. Bannister, HSBC, Group Private Banking

2. Perfect the client experience and offer holistic advice

Private banks will increasingly seek to create proprietary advantages through providing holistic advice and
asset allocation approaches. They will be supported by tools in order to more systematically evaluate a
clients personal and professional situation, diversification requirements and risk return appetite to tailor an
appropriate solution. Not every player will succeed as this requires the appropriate combination of process,
people and information technology support complemented by change management skills to enable the
advisors and the organisation to become truly client centric.

There is no doubt that advisory effectiveness is a key factor. We have a clearly structured advisory
process in place all over the world to help us support and maximise the client experience. Several tools
are being integrated to help our relationship managers. For instance, a fully integrated advisory
workbench is available to our front office staff, which is most advanced in Switzerland.

R. Wil, UBS AG

In 2003, we changed our value proposition by focusing not only on the assets of the clients but
also on their liabilities to get the full picture and be able to create value for them and our
shareholders. In other words, we became our clients CFOs.

J. Marin, Banif Banca Privada

3. Provide innovative high value added products blended into solutions to offset
commoditisation

Private banks will increasingly need to be aware of and manage shrinking product lifecycles and faster
commoditisation. There are now more options for sourcing either through their parent organisations and/or
via external providers as the rise of open product architecture continues to hecome more mainstream.
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Successful players are systematically developing their product lifecycle management capabilities. This
includes articulating product requirements which maintains the ability to react to changing client, tax,
regulatory and marketing requirements.

We have developed a culture of innovation which gives our employees the freedom they need to
be creative. For example, we have people structuring new products or identifying new investment
themes, as well as examining how to adapt wholesale products for our private banking clients. Credit
Suisse was also one of the pioneers in the field of open architecture solutions.

W. Berchtold, Credit Suisse

4. Focus on processes of value creation and determine partnering and outsourcing
solutions to enable operational agility

A key challenge for private banks will be to stop driving incremental improvement across all areas of their
business. Instead, they will need to focus the enterprise on those areas which really drive value creation and
consider partnering for the remaining non core processes. Already, leading private banks with value oriented
models are increasing the pressure on their less innovative competitors to transform to be lower cost, more
agile and responsive. This involves the traditional vertical integrated models giving way to more flexible
component based operating models which can deliver greater value.

Private banks should try to have an open minded management style, which means concentrating
on the core competences of the private bank and outsourcing whatever someone else can do better for
a more competitive price.

A. Simonet, Dresdner Private Banking International

5. Pro-actively seek out to benefit from industry restructuring by optimising the
business portfolio and geographic mix

Some private banks have already recognised the emerging challenges and have the vision and execution
plan to respond in a timely way. Other players remain stuck in their traditional ways and are falling behind.
We expect a few dominant players to lead and that some focused mid tier and niche specialists will also be
successful. Other weaker global and mid tier private banks will neither develop sufficient skills nor scale to
compete effectively in this dynamic environment and will themselves be victims of restructuring.

Consolidation in private banking will be partly driven by the next wave of cross border retail
banking mergers in Europe. These mergers will be driven primarily by considerations on the retail
side. The private banking business units of these financial institutions will have to accommodate and
leverage the resulting synergy and scale in the new organisation.

P. Damas, ING Group Private Banking
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Key survey messages






A number of themes have emerged from the survey findings. These topics indicate where
participants are focusing their attention and are responding to the industry changes that are
underway. They are:

Financial markets experienced a more measured recovery
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1 The market is recovering from the difficult market environment of 2002, but the recovery is
more measured and participants believe that they are now in a more competitive
environment with additional competition from newer business models such as family offices
and hedge fund providers.

2. In this environment, top line revenue growth has become more difficult with the majority of
respondents acknowledging that achieving growth in client assets is becoming harder with
significant differences in growth rates between onshore and offshore.

Participants also identified scale is now more of an issue as larger groups are better
equipped to reduce the cost of client acquisition by leveraging their wider parent client bases
and utilising strong financial resources to grow through acquisitions.

w

. Increasing and complex regulation is putting additional pressure and costs on all providers.
This is particularly a burden for the smaller players and for the offshore private banks.

N

. Participants have identified significant changes underway in the geographic sources and
flows of wealth. In terms of the traditional offshore centres, significant changes in the
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rankings are expected with Switzerland coming under more pressure from Singapore. In
terms of traditional onshore rankings, Eastern Europe is expected to grow the fastest.

5. Participants CEOs strongly indicated that the quality of business leadership at the top team
level is now becoming an even more critical capability to succeed.

6. Private banks acknowledge the importance of raising the bar when it comes to client
experience as a key differentiator for success. Providing broader holistic advice across a
range of clients needs was identified as becoming more essential in this respect.

Participants stated that relationship officers now need more core selling and marketing skills
and that coaching is also becoming a more important issue.

7. The importance of offering a wider product palette and managing the lifecycle to optimise the
mix between commodity and value added products and services was also highlighted. This
tends to favour those organisations with an established product innovation capability and,
typically, those who have links to investment banks.

8. Given pressure to grow revenue and optimise costs, participants continue to face the
challenge to design and implement the most effective business model. This now needs to be
more agile and robust to respond to the need for holistic advice, new product development,
evolving regulatory requirements and to achieve penetration of new growth markets.

Successful industry participants are now looking more systematically at each component of
their organisation with a view to determining whether their processes are generating value or
can be shared or outsourced.

9. Participants remain cautious about their IT investments from a cost and benefit standpoint.
Focused use of client relationship management enabling tools and technology is how
deemed to provide substantial competitive advantage.

10. There are significant differences between the large, medium and small private banks in terms
of performance and growth.

Size also now appears to matter more than in the past, as the larger groups are better able to
leverage their parent organisations. Profitability and growth pressures together with the
increased importance of scale benefits reinforces our opinion that further consolidation of the
private banking sector will continue.
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Participants identified several key challenges

Changes in
Quality of top team geographic sources
more critical of growth Need to restore
confidence
Financial Difficult asset and
performance revenue growth

Scale is now more Client experience is

important a key differentiator
Partnering and The private banking Growing need for
oUtSOUIEiNg Cha"enges holistigc advice
Component based Product innovation
approach and lifecycle
management

Agile and cost
effective business
models

Emergence of
alternative providers

ESD and more CROs need more
disclosure and marketing skills
compliance

Client relationship
management tools
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“If you want to grow this business globally, you have to have a presence in both offshore and
onshore markets. We have major hubs in international centres like Zurich, Geneva, London, New
York, Hong Kong and Singapore. In addition, we are also present in the major domestic
markets, such as Europe, and are expanding into two to three additional markets per year, more
recently, for example, Taiwan and Brazil. ...\We want to have access to the growth opportunities
the onshore markets represent...we want to give our clients the choice whether they want to
invest in our international hubs or in the countries they are domiciled.” (R. Weil, UBS AG)

Market trends indicate a more difficult environment

Since our last survey, financial markets have recovered. However, the majority of respondents
stated that clients are now more conservative. This reflects the combination of factors including
the negative performance experienced over several years, the disconnect between the advisor
and the client in terms of managing risk return expectations and well publicised cases of conflicts
of interest. All of these factors have impacted the traditional bond of trust between the client, the
advisor and the private bank.

Clients are now more conservative with their investments following the recent market
downturn

Strongly agree 29%
Agree _ o
Neutral 12%

Disagree 4%

Percentage of respondents

Achieving growth in client assets is also becoming harder as expressed by 80% of the
respondents. Not surprisingly, this view is more pronounced amongst the offshore participants
although a significant proportion of onshore clients share this opinion as well.
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Achieving growth in client assets is becoming harder

Strongly agree
Agree 58%
Neutral

Disagree

Strongly disagree

Percentage of respondents

Part of the reasons why growth is becoming harder is that private banks are experiencing
aggressive competition and disintermediation from new entrants such as multi family offices,
hedge funds and other specialist providers. These new entrants are providing attractive
alternatives to some client segments and, particularly those who value more innovative and
differentiated offerings.

New entrants such as multi-family offices and hedge fund providers are providing increased
competition to traditional private banks / wealth managers

Strongly agree
Agree 63%

Neutral

Disagree

Percentage of respondents
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As competition becomes tougher, it becomes vital to seek new clients and retain existing ones. In
terms of retaining clients, just over half of respondents indicated that clients are now more willing
to switch providers. This is particularly evident among the smaller private banks. This is counter
intuitive to conventional wisdom that they can provide a more tailored service compared with the
larger players.

Clients are now more willing to switch private banks

Strongly agree 3%

Neutral 31%

Disagree 17%

Percentage of respondents

Geographic shifts underway

In the previous edition of our industry survey, we identified that offshore banking was dying
gradually while onshore offered better prospects. This was controversial to some participants. As
a result, in this year s survey, we specifically asked participants for their views on this topic.
Interestingly, half of all respondents now agree that European offshore private banking is declining
gradually. As might be expected, onshore participants strongly support this view. More
controversially, offshore participants are split in their opinions.
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What is your level of agreement with the following statement?
European offshore private banking is declining gradually

[ Onshore
participants
responses
only

Strongly agree

47%
Offshore

participants
responses
only

Agree

Neutral

Disagree

Strongly disagree

Don’t know

Percentage of respondents

The pressure on the offshore industry reflects the impact of increased regulatory activities which
have been steadily building over time. Recent tax amnesties will, this year, be joined by the
European Savings Directive (ESD). It is inevitable that these will have an additional impact on the
relative positioning of traditional European offshore centers. Over the last few years, the onshore
centres have improved their domestic capability with improved offerings, tax efficient solutions
and more competitive prices.

In terms of effect in 2005, Switzerland maintained its leading position in terms of growth of assets
in relation to Singapore and Hong Kong. However, in two years time, respondents predict that
Switzerland will lose its pole position to Singapore. The United Kingdom and Luxembourg will
continue to trail their Asian competitors. Clearly these are predictions but they serve to illustrate
the likely loss of the European centers historically dominant positions.
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What do you believe will be the most important offshore centers in terms of growth of
private banking assets in two years time?

Offshore centers in 2005 Rank Offshore centers in 2007

Singapore 2 Switzerland

UK 4 UK

Cayman Islands 6 Cayman Islands

The rise of Singapore and Hong Kong also reflects a structural trend with the rapid creation of
wealth in the Asian and the Far Eastern markets.

Turning to the onshore markets, participants believe that the most important countries for growth
will be the traditional top five European economies. However, by 2007 respondents predict that
Eastern Europe will become the fastest growing private banking market, outplacing the traditional
domestic markets.

What do you believe are the most important onshore centers in terms of growth of
private banking assets in two years time?

Onshore centers in 2005 Rank Onshore centers in 2007

Germany 2 UK

Italy 4 Spain

Switzerland 6 France
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Expected assets under management growth rate in 2005

Offshore

|7 Onshore
<5%

109
5-10% 22%

15-20%

>20%

AuM growth rate 2005

Don’t Know

Percentage of respondents

Only one third of participants expect offshore assets under management to grow by over 5%. This
is in sharp contrast to onshore where 62% of participants expect growth of over 5%.

Industry structure undergoing change
Given the above changes, it is not surprising that the majority of respondents have identified that
there is now more polarization between successful and less successful private banks.

When asked which type of organisation is best positioned to succeed in the European private
banking market, participants believe that private banks with their own brand, but part of a larger
group and private banking divisions of universal banks are better positioned. These are followed
by the independent private banks and dedicated niche players. With the above market trends, life
is becoming more difficult for the independent private banks as they have neither the scale and
resources of the larger groups nor, in some cases, the specialization of dedicated niche players.

In parallel with these issues, the scale debate continues. Participants believe that the scale
needed to compete successfully has increased substantially compared to our last survey. One
out of five respondents now claim that the minimum threshold is at 20 billion in terms of assets
under management (AuM). Another 20% puts the bar even higher with a minimum required of

50 hillion AuM. It is also worth noting that 25% of the respondents have not expressed any
opinion.

The increased importance of scale is likely to put further pressure on the midsize and smaller
players whose strategic options are becoming more limited. They have to face a higher cost of
doing business in light of both the geographic shifts and the pressures levied upon them by the
regulators. As a result, their ability to successfully transform their business model and/or focus on
clear niches is likely to determine the pace of consolidation to come.
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The clients’ view of the private banks






This is the first time the survey has solicited private banking clients opinions. Although it is a
small sample of 45 clients, it has been included to check for consistency and identify any
differences with the private banks views. The benefits of seeking the voice of the customer is
that new trends can be identified earlier and significant gaps between what the private bank
thinks and what the client actually wants can be highlighted. This new section is also a response
to private banks desire to get closer to the clients thinking and identify the value that they are
seeking.

As such, this is a useful step for enabling the private banks to improve their client experience and
thereby improve their growth and business value. Private banks can benefit from client learning in
two major ways.

The first one is to improve general awareness and learning about what clients need and
additional insights about the clients themselves. Additionally, it can provide more understanding of
why and which client types are coming to the private bank as well as providing a better
understanding of why they stay and why they leave.

The second area is to identify product and service
gaps in terms of highlighting areas of
improvement in the offering. It is also useful to
understand missed sales opportunities and what
is required to win back dissatisfied clients.

Number of providers used

Increasingly, private banks are placing more
attention on the whole area of client experience.
Leading players are now devoting much more
39% emphasis to identifying and delivering in the
critical aspects of the relationship that can help
differentiate them.

40%

The private banking clients we interviewed told us
the following:

Competition and need for
segmentation

We asked clients How many providers do you
use to conduct your private banking business?
The majority of clients told us that they have
more than one provider. This means they can
compare and contrast the experience delivered
' ' ' by the banks on a number of dimensions.

18%

Percentage of client respondents

3%

Additionally, we asked clients what share of
assets (in percentage terms) the principal
provider holds and respondents indicated that the
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principal provider typically held 60% of their assets making retention a key issue for the primary
provider.

Client acquisition

We also asked clients which private banking organisation they preferred doing business with.
They told us that they are more attracted towards private banks with their own brand that are part
of a larger group or private banking divisions of a universal bank. This was followed by
independent private banks.

What is your preferred type of private banking provider?

39%

1 Private banks with their own
brand but part of a larger group

29%

Percentage of client respondents

2. Private banking divisions
of universal banks

3. Independent private banks

4. No preferences at all

14%

5. Dedicated niche players
(family offices, hedge funds

9% specialists, asset management
6% boutiques...)
3%
. : . . . 6. Other
1 2 3 4 5 6

In choosing their private banks, clients were also asked to indicate which criteria mattered most to
them when selecting their provider. They told us that they value quality of client service,
confidentiality and security and quality of investment advice as the three main selection criteria.
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This was followed by image and reputation and referrals from existing clients which reflects the
increased importance of trust in the formation of a relationship. Investment performance, pricing
and breadth of product range were also identified. This confirms the necessity to offer a broader
range of products and services.

Why do clients choose their provider?

Quality of client service

Confidentiality
and security

Quality of investment
advice

Image and reputation

Referrals from
existing clients

Investment
performance

Pricing of products
and services

Breadth of product
range

Access to other
specialist services

Extent of geographical
coverage

Family history

 Referrals from
business introducers

83%

75%

67%

64%

56%

50%

47%

44%

28%

28%

19%

19%

Ranking of preferences according to level of importance

Client knowledge and retention

Clients were asked how they assessed the level of knowledge that their relationship manager has
about their situation. Clients agree that relationship managers have a good knowledge of the
basics such as investment objectives and risk tolerance. However, they believe that the private
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banks are weak on knowledge of their reporting preferences. This is surprising as client reporting
is one of the key areas upon which the private bank can differentiate the client experience.

They also stated that there are significant gaps in other key areas such as knowledge of their
extended family and business issues and non liquid asset needs. This supports the requirement
for private banks to pay more attention to a holistic approach to better understand the totality of
their clients situation to identify wider opportunities to grow revenue.

How do you assess the level of knowledge of your relationship manager?

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

A A A A A A A A A A

Risk tolerance

I S
|

Overall financial goal

Pricing concerns _

Interest in wealth
management services

Extended family issues

Non liquid assets needs

Reporting preferences

Overall wealth held with |
the main bank vs others
Extended business issues

Cultural interests
and hobbies

mm Strongly agree Agree == Neutral Disagree Strongly disagree  =m Dont know

Client departure and loyalty

Clients were asked if they changed their private banking provider, what were the reasons to do
so. They told us they leave when they are dissatisfied with service, obtain poor investment
performance, receive poor investment advice, or are dissatisfied with the pricing of product and
services. Decline of the bank s image is also cited. This highlights the increasing recent
importance of avoiding negative publicity and creating a strong brand image.
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What are the reasons that led you to change provider?

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

A A A A A A A A A A

4

Dissatisfaction
with service

Poor investment advice

Poor investment
performance

Pricing of products
and services

Lack of good
investment offer

Decline of the |
banks image

Poor product and
services offering

Poor quality reporting

Mergers
Following key staff

Changes in legislation

Generational transfer

Death

== Strongly agree Agree mm Neutral Disagree Strongly disagree mm Don t know

It is also interesting to note that clients who were switching providers did not see the departure of
the Client Relationship Officer (CRO) as such an important criteria for them to make a move. This
is in contrast to past surveys and indicates that clients now perceive themselves to be more
clients of the bank rather than clients of the CRO.

We also asked clients what were the main areas in which their private bank could improve. They

said that more pro-activity and better tailoring to their needs would be valued. We have
summarised below some high level client findings around distinctive moments of truth.
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Distinctive «moment of truth» which banks need to focus on to improve their
relationship with clients

Tailor reporting Proposing more holistic advice

preferences to client needs . about the clients’ assets
and liabilities

of clients’ personal solutions
and business
situation

Better understanding / l Proposing more innovative

Demonstrating more
pro-activity in the relationship
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The private banks view of the client






















































































































































































































































