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The Wealth Management

industry will change

_dramatically over t‘hé{ﬁé} 7

It’s alrady farte.

The biggest threats may not
even be on your radar...yet.
But, if you look through a
wide-angle lens that captures
the entire 92 trillion dollar
wealth management industry,
you can see it.

The digital transformation
of the industry will have the
biggest impact in the reshap-
ing of wealth management.

It will drive consumers to
online, self-directed finan-
cial planning much as it has

changed the dynamics of the
media, entertainment and
communications industries.
This new digital landscape
will touch every individual
and every financial institution.
It will be disruptive.

It’s a threat - or an
opportunity - depending on
your perception and

ability to act quickly.
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Business Challenges and Opportunities

1. Shift from defined benefit to defined contribution plans.
Over 80% of individuals are now in 401(k) plans, and less than 25%
are in defined benefit plans.

2. Corporate employees are responsible for own retirement plans.
The result is that 80% of corporate employees are making decisions
about their own financial future.

3. Online brokers and mutual fund companies now offer planning.
And, 60—70% of the mass-affluent are using them for help in their
financial planning.

4. Banks are moving from on-line budget and expense tracking
to investment tracking.
This is called the personal financial manager model.

5. Serving the mass-affluent market is gaining appeal.
The historically underserved mass-affluent are becoming
easier to acquire and serve as clients.

6. Baby boomers are retiring.
78 million of them. 8,000 boomers turn 60 years old every day.

Technological Influences on Trends

1. Data aggregation and real-time feeds change online expectations.
18% of banks have data aggregation, and 60% of banks are in the
evaluation process.

2. Continuously improving information technology and financial services
literacy are lowering the barriers.
85% of target clients are now on the internet, 68% of them use online

banking, and 60% of them have broadband to their homes. This allows

a whole new family of competitors to approach them.

Technological Influences on Trends (cont.)

. Availability of online research.

This now includes news, charting, watch lists, and screeners. Companies
like E*Trade have changed expectations about training and education
because their tools for trading include not only stocks and bonds, but areas
like futures, ETFs, and commodities. On-line brokers need to simplify trading
dramatically, which raises the education and training bar for everyone.

. Financial data ubiquity.

PCs, mobility, browsers, and search engines make financial services
information ubiquitous. You can access your financial information at
any time, from anywhere.

. Web-based, self-service education and acquisition are second nature

to Generations X and Y.
They expect to do everything online, including financial planning.

. Next-generation user interface simplifies everything.

The advances by Google and Apple and technology such as touch screens
and voice recognition make everything dramatically simpler and change
the rules of the game.

Bottom Line

The greatest opportunities will occur for the
largest mutual fund companies (specifically
those providing 401(k)s, on-line brokers,
universal banks, independent broker dealers,
and registered investment advisors.



Opportunities for Advisors

$250,000 60-70%

When the number of Mass Affluents who use
households using financial broker firms and mutual fund
planners rises to 33%. companies as advisors.
75% of CFPs  17%

are over the age of 40; Percentage of advisors’ client
50% are older than 50. base who are younger than 43.

12%

Use financial advisors.
This number rises when
consumers reach age 65.

Bottom Line

Whoever captures the under-50-year-old
mass-affluent segment with self-managed,
comprehensive financial planning will
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likely keep them for life.
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Market Players in Wealth Management

Banks,/Trust
Institutions

Brokerage/ Independent
Discount : Broker
Brokerage Dealers

Registered
Investment
Advisors

Mutual Fund
Companies Worldwide

Information
and Platform
Providers

The wealth management universe: large and fragmented.

Bank of America is the biggest player, with only a 3% market
share. The most formidable competitors of the future will include
banks and trust institutions, brokerage and discount brokers,
mutual fund companies, and information and platform providers.

The Transformation
Wave 1: The Initial Delivery of Wealth Management Services

Breadth
of Offer
A Private Banks
High \
(advice,
bank;r;gi Trust Institutions/Custodians

Independent Broker Dealers Family Offices

Insurance Companies

Retail/Universal Banks

Investment Banks
Stockbrokers/Mutual Funds

Asset Managers

Low Product Specialists
(products,
transitions)

Affluent High-Net-Worth Ultra-High-Net-Worth

Source:
David Maude, Global Private Banking and Wealth Management/
NetGen Consulting

What was happening:

Private Banks, Trust Institutions, Family Offices, and Investment Banks were the
first to move aggressively into the wealth management market. Nearly twenty
years ago, they invested in sophisticated back-office systems to support the
highest tier of high-net-worth and ultra-high-net-worth clients.
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The Transformation (cont.)
Wave 2: Wealth Management Evolves

Breadth
of Offer
}
High \_ Y
(advice,
-

Independent Broker Dealers

Family Offices

Insurance Companies

Retail/Universal Banks

Investment Banks
Stockbrokers/Mutual Funds

Asset Managers

Low Product Specialists
(products,
transitions)

Affluent High-Net-Worth Ultra-High-Net-Worth

Source:
David Maude, Global Private Banking and Wealth Management/
NetGen Consulting

What was happening:

Personal computers, local area networks, the internet, and desktop software transformed the
space. New competitors, including independent broker dealers and insurance companies,
emerged. They were supported by sophisticated, web-based software, like eMoney. This was
the first time that traditional advisors could give clients a real-time view of their full portfolios, a
significant leap forward for the entire industry.

The Transformation (cont.)
Wave 3: The OnSlaught of Self-Service Capabilities

Breadth
of Offer
i
I-!Igh \_ v
(advice,

etc) . 4
T
. )/

Asset Managers
(prod L<:W Product Specialists
products, ,

transitions)

Investment Banks

Affluent High-Net-Worth Ultra-High-Net-Worth

Source:
David Maude, Global Private Banking and Wealth Management/
NetGen Consulting

What is happening:

The recognition that the largest underserved market is among mass affluent and the low end of
the high-net-worth band requires a new set of a competencies. In the past many retail/universal
banks and stockbrokers and mutual fund companies did not have the talent to offer advice. By
building that advice into sophisticated software to enable self-service planning, the universal
banks, stockbrokers and mutual funds become the formidable competitors of the future.
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Market Segmentation: The Future of Wealth Management

Assets Under Managment

In 2005 the chairman and COO of Citigroup Global Wealth Management offered his view
of the past and present. We have created a third column to indicate where the industry is

going. We believe it’s about self-service platforms, online and mobile access, real-time,
Ultra-high-net-worth _ continuous portfolio aggregation. We envision virtual product showrooms, in which people

actually move through 3D libraries to compare alternatives. We also see context sensitive
30% research that includes recommendations, as well as market and life alerts.

sow-ssow \ IS

32%

¢ Product sales force ¢ Trusted wealth advisor e Self-Service platforms

e Secrecy and asset e \/alue-added solutions ¢ Online and mobile
preservation « Full client access

¢ Proprietary products ® Real-time, continuous

Very high-net-worth

Affluent $100,000-$500,000

- Percentage of assets

Source:
PricewaterhouseCoopers LLP (2005) Global Wealth Management Survey

balance sheet

¢ Investment focus portfolio aggregation

i ,, ¢ Alternatives, derivatives .
e Transactional pricing e Context sensitive

¢ Research as 2 ALY [PABITE education
generic service * Consolidation e Viirtual product
* Research paid * Research paid explicitly showrooms
through trading e Discount trading ¢ Context sensitive
execution research
e Market and life alerts

Source: CitiGroup Wealth Mgmt.

] Bottom Line: Bottom Line:

§ The ultra-high-net-worth and very-high-net-worth individuals attract Information technology will have a dramatic impact on

©

n all the attention, yet own only 49% of the assets under management. how individuals research, evaluate, plan for, and procure

Affluent and high-net-worth markets are dramatically underserved. wealth management products and services in the future.



Market Strategies

When we examine the recent past and look to the future,
we see financial institutions pursuing four key strategies.

(These strategies are not mutually exclusive, and each incorporates elements to address cost and differentiation.)

Value chain disaggregation

The disassembly of the historically integrated value
chain of research, product, distribution, and client
advice.

Business model convergence
The integration of private banks, universal banks,
and brokerage firms.

Sector consolidation

This is happening in banking, brokerage houses,
and independent broker dealers to leverage their
infrastructure, save costs, and extend their
geographic reach.

Online self-directed investments
Self-directed investments dramatically lower the
costs to serve the mass affluent and the low end
of the high net worth segments.
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Market Strategies

Value chain disaggregation

Value chain dissaggregation favors best-of-breed and low-cost providers such
as mutual fund companies, independent broker/dealers and registered invest-
ment advisors.

Client

Research Distribution Advice

Morningstar Vanguard E*Trade Ayco
Thompson Fidelity Charles Northern Trust
Reuters Schwab

Source:
NetGen Consulting

The advantage of business model convergence is a payoff in five major areas:
Strong, inter-group synergies, or cross selling the portfolio; more stable and
recurring revenue streams; increased profitability focused on cost reduction and
the elimination of redundancies; larger revenue pools; and higher stock market
values because of a higher percentage of recurring revenue.

Increased
profitability

More stable Larger
revenue , , revenue
streams pools

_ Strong cz'f‘;‘;'li]‘:(?;m“ Higher
intergroup 9 stock market

synergies and brokerage values
segments

Source:
NetGen Consulting
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Market Strategies (cont.)

Personal & Business

Market Strategies (cont.)

Nearly all the top 600 banks pursued a plan that included insurance, trust

Brokerage ; ; ; ; ;
and custodial services, investment advisory and brokerage services
Balance Sheet , ry g ,
asset management, retirement planning and vehicle financing.
Personal
Assets Liabilities
Bank'Of Salomon Quick Vi Calend A t Detail A t Activit Savi Engi
. uic ew alenaar ccoun ‘etal ccoun IviLty avings engine
America Business Smith Barney
JPMoraan Assets Liabilities : QESIEER oo v v s
g Dean Witter R
Chase/Bank One « April 2010 »
) . Merri" Cash Flow and Transaction History Search Transactions Expc
Morgan Stanley Clients will demand Lynch _
: : +$2,755.58 -$2,725.59 Track Your Spending  View All »
- comprehensive advice
Cltlgroup and services Paine Webber i . i i
We"s Far90/ A.G. EdwardS Feb Mar Apr Feb Mar Apr Feb Mar
Wachovia Restaurants |+) | Groceries |*) | Shopping
April 2010 : e
Total Wealth Management Available balance: $2,769.56 Ledger balance: $2,769.56 Reserve balance: $
Source: UBS Date Description Withdrawals  Deposits  Spend balance  Reserve ba
04/27/2010 CHECK CARD PURCHASE XXXXX2079 GENUARDIS STOR00010272 ST $11.20 $2,769.56
Lendi Financial Business ORCIBEN
(&t . Ing L . I Y I_ 042772010 CHECK CARD PURCHASE XXXXX207%9 HOMEGOODS #447 SAINT DAVIDS $23.30 $2,780.76
Services Planning Advisory PA
04/27/2010 TWH AUTO TRANSFER TO XXXXXB158 £4.00 $2,804.06
04/26/2010 CHECK CARD PURCHASE XXXXX2079 WINE & SPIRITS 2306 WAYNE PA $12.71 $2,80B.06
Investment Cash 04/26/2010 CHECK CARD PURCHASE XXXXX2079 THE PADDOCK AT DEVON WAYNE $17.36 $2,820.77
Insurance PA

Management Management

Source: PNC Bank

The banks’ and brokerages’ convergence model Aggregating investment assets is becoming the first step in wealth management.

dramatically expanded the range of services. Personal Financial Management (PFM) software will become the new foundation of

When the banks merged with the brokers, they created a much more robust portfolio. expense tracking and investment savings planning going forward. 18% of the banks

They could more readily satisfy the requirements of their high-net and ultra-high-net have already implemented personal financial managers in retail banking, and 60% of

worth clients, both on personal and business levels. These clients demanded much banks are investigating making this software the core of their retail product offerings.
more comprehensive advice and services. Total wealth management required lending
services, financial planning, business advisory services, investment management, cash

management, and insurance. This was a strategy pursued by Bank of America,
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JPMorgan Chase, Wells Fargo, Citigroup, and Morgan Stanley. But it wasn’t just the big

six banks. Even small, regional banks followed this strategy.



Market Strategies: On-line, Self-Directed Investments

e Online, self-directed investment has grown
tremendously because of the ubiquity of personal
computers, the internet, online research, and
dramatic breakthroughs in ease-of-use of
investment and trading software.

e Technology lowers the barriers to
entry to new competitors.

* Online brokers have changed consumers’
expectations about ease-of-use, trading
technology, and transaction costs.

* In an age of increasing information and
pricing transparency, a world-class financial
planning platform will be a critical

differentiator for every segment.
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38%

more likely for high-net-worth
investors to trade
online than Mass Affluent.

Online Broker Opportunities

55%

of people who make over
$100k/year have over $50k in
their online account.

OVER 20%

of these people
have over $100k.

SELF-SERVICE

Online brokers have
self-service tools for

asset allocation, retirement,
education, and tax planning.

DOUBLED

The percent of online,
Mass-Affluent investors
visiting firms’ sites doubled
from 2004 - 2008.
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Online Banking Opportunities

68 Million

Consumers now use online
banking and bill payment.

ONLY 18%

of banks have implemented
Personal Financial
Management (PFM) software.

60%

of banks are investigating
a PFM suite.

87%

of PFM users access
their site at least once
a week.

90%

of PFM users have over
50% of their expense and
investments accounts
linked to the site.

76%
of PFM users have over

75% of their accounts
linked to the site.

75%

Online banking penetration
into households with over
$100k income.




Mutual Fund and DC Opportunities

How online, mass-affluent investors are using online content and functionality
provided by their primary investment firm.

Over 60% of the mass-affluent segment use their online broker, defined 92%
contribution/401k, or mutual fund provider for portfolio tracking, asset allocation,

retirement planning, research, and education. The ad°ptlon rate for

using the internet for
financial purposes.

Gen X and Y Financial Profiles

o
41%
Expect that DC plans will be
their largest source of income

in retirement.

8% “Which of the

84% following 70%

75% online content
6% and functionality of Gen X, and Y’s turn to

65% have you used their parents for financial

4% at your primary guidance.
investment

Account balance and transaction history

Porftolio holdings
Performance trackers
Asset allocation tools

Online trading functionality

Equity research

OVER 50%

of individuals 18-24
use online banking.

63%

Retirement planning

. firm’s website?” o

67%

60% of 401k participants
50% are Gen X, and Y’s.

57%

Investing articles and educational material
Communication/collaboration with my advisors
Stock screeners

Mutual fund screeners

Education about online fraud

55% Base: US online mass-affluent investors
° who visit their primary investment firm’s
Web site (multiple reasons accepted)

Tax planning

Account balances for investments held at another firm 48%

Source: North American Technographics
Financial Services Online Survey, Q2 2008

43%
25% 50% 75% 100%

College savings planning

Source:
Forrester Research, Inc.

78%

Are not confident about
Social Security.

Bottom Line:
Bottom Line: Gen X and Y are between 22 and 42 years old. They are only 17% of the
% Between 55% and 85% of the things financial advisors have supported average advisor’s client base, yet they have very different financial profiles
§ predominantly in the past are now being done online by mutual fund than their predecessors. They are also currently putting a great deal of
- companies and online brokers. While the tools they are using might not money in motion. Nearly 50% cash out their 401k plans when they change

22

be as robust as they should be, they’ll get there. jobs and move that money to different investments.
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The Road Ahead

Create the
“Digital Family
Office”

Support Provide
the client’s full end-to-end

extended World Class financial
family services

Relationship
Support

Source:
NetGen Consulting

Enable

exploration Mirror the
hyperkinetic

of the wider
financial world
ecosystem

What do we need to do, then, to meet the challenge?

We need to raise the bar. And support five core competencies that

enable advisors to extend their relationships with their clients. The circle

at the top is the big idea: create the online family office through software

to extend your services to support your client’s entire family digitally.
The aim is to provide end-to-end financial services with capabilities

The Road Ahead (cont.)

like budgeting and bill pay. You need to become the WebMD of financial
services. Next, mirror the hyperkinetic world. We need to have the same
look and feel and energy of companies like E*Trade, Trade King, and
the online brokers. Then, we need to enable the exploration of the wider
financial ecosystem. And when we do not have those capabilities, we
need gateway access to the software of other key financial partners.

Finally, we need to support the client’s full extended family. You saw
just now that Gen X and Gen Y look to their parents for advice. Take
advantage of those dynamics. Allow a single site to have different views
for all family members, and you will be able to move with the transfer of
money into generational changes when they retire. What’s the payoff?
The center of our circle is world-class relationship support.

Bottom Line:

Financial advisors can preserve and even grow their franchise by raising the
bar and extending the range of services they offer. In this process, technology
will play a crucial role. The key will be to create a “Digital Family Office” which
can support their clients’ full extended families and look to the future.

By supporting the key competencies required in a time of defining change,
eMoney will create the roadmap to that future and help you get there.
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