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Foreword

We are delighted to introduce the 2003 PricewaterhouseCoopers Global Private Banking/Wealth

Management Survey.

This is the 10th anniversary of
a survey which began in 1993,
when it represented the
views of wealth managers
across Europe. Since then,
PricewaterhouseCoopers has
launched similar surveys

covering North America,

South Africa and, this year
for the first time Asia. During this time,
PricewaterhouseCoopers has built an enviable
reputation as experts in the industry. This time, the
survey has been consolidated to include results
from Asia, North America as well as Europe, with over
100 wealth managers from around the world

now participating.

With its coverage now global, we are able to identify
key trends, emerging issues and different national
characteristics as well as differences in models, not
only within Europe, Middle East and Africa (EMEA) but
also in North America and Asia. These are critical for
institutions offering global services and for national
institutions, whether they operate in either onshore or
offshore jurisdictions around the world.

Based on the in-depth information collected, we are

able to provide advice on request about market entry,
strategy, merger and acquisitions, due diligence,
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operational effectiveness, regulation, risk management
and taxation to both participants and non-participants.

The period since our last survey has been very tough
for wealth managers. The downturn in the market
heralded by our 2001 survey hit even more deeply
than anticipated and has lasted longer than expected.
However, we are now seeing the green shoots of
recovery and, looking forward, all is not doom and
gloom. It has become evident that focus is critical and
how wealth managers target and serve clients in the
different bands of the wealth pyramid is fundamental
to success.

We again extend our sincere thanks to the many senior
executives across the world who participated in this
survey on behalf of their institutions and took the time
to answer the many detailed questions. We are also
appreciative of the candour and insight they provided
on key topics. As before, we welcome feedback on the
survey, and how it can be further improved for the
next edition.

el .

Bruce Weatherill



About the survey

Whilst the term private banking is widely understood in
European markets, in North America and certain other
areas the term wealth managers is more commonly
used. Therefore, throughout the survey we have used
the term wealth managers to refer to both wealth
managers and private banks.

This edition of the survey focuses on areas of the
business, critical to wealth managers and provides an
unique and timely picture of the latest industry wide
trends and contains valuable data. We believe that the
findings from this year's in-depth survey, again,
demonstrate the value of continued participation in this
unique industry wide survey, enhanced by its global
content and coverage. In this respect, selected
comparisons can be made between the geographies both
in the past, currently and looking 3 years into the future.

Representation of global participants

Asia Pacific
(Australia, Hong Kong,
Singapore) ~

North America

/

o

Following feedback from industry practitioners,
complemented by our own experience of advising and
working closely with industry leaders, numerous
enhancements have been incorporated into our 2003
survey. In particular, the scope of the questions has
been tailored to cover key issues but extended where
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necessary to ensure that we cover additional issues that
are currently topical and relevant. The survey continues
to use the pyramid to ascertain trends and behavioural
change using, for comparison purposes, the same
definitions as in prior years.

The wealth management pyramid

The wealth management pyramid

Ultra

hnwi US$ 50 million
Very high
net worth
individuals US$ 5 million
High net worth

individuals
US$ 500,000

Affluent

US$ 100,000

In October 2002 PricewaterhouseCoopers sold its
management consulting business to IBM. Both firms
remain committed to the wealth management industry,
but with different areas of focus. In line with this, the
survey focuses on financial and management
information, performance management, merger
and acquisition drivers, regulation, tax and risk
management, which are areas of expertise within
PricewaterhouseCoopers.

We have continued to structure the survey and
supporting data along similar lines to previous ones to
ensure continuity for comparison purposes. Detailed
feedback is
(confidentially) in return for providing details of their own

provided to survey participants

organisations and participating in this survey. It is possible

from the information collected to classify data by size of
organisation and territory (both onshore and offshore).
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Survey headlines

* There are considerable opportunities for wealth
managers despite difficult and volatile markets. Only
the largest players will be able to pursue the global
model profitably. To be successful wealth managers
must adapt to the changing environment and the
challenges of the markets they operate in.

* The industry will polarise between producers and
distributors. Only those making a clear strategic choice
and reconfiguring their business model accordingly
will be able to compete effectively and profitably.

* Revenue generation is the key priority although some
wealth managers still have unrealistic profit expectations.
Consolidation will bring gains and economies of scale
in the front and back office, but costs still need to be
kept under iron control.

e Competition for clients will reach new levels of
intensity, both retaining existing ones and gaining new
ones. Wealth managers will be going head-to-head in
competition for the wealthiest clients.

* More attention is needed on client service to be even
more client-centric. Investment in systems, people
and infrastructure to transform the front office is a
pressing requirement.

* The regulatory framework, both onshore and offshore,
has undergone a seismic shift. Non-compliance and
poor risk management is corporate suicide, but not all
wealth managers are sufficiently prepared.
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Management summary

There are considerable opportunities for wealth managers despite difficult and volatile markets. Only
the largest players will be able to pursue the global model profitably. To be successful wealth
managers must adapt to the changing environment and the challenges of the markets they operate in.

® The market continues to grow, but at a significantly
slower pace.
Participants predict asset growth rates in domestic
markets over the next year of some 3 per cent. in
Europe, 8 per cent. in North America, but double-
digit growth in Asia, as shown below. These rates of
growth are significantly lower than the 13 per cent.
growth rate participants predicted in our 2000/2001
European survey. Expectations and confidence have
been damaged by the plummeting values of equity
markets in the last 2 years. Domestic market growth
is not expected to return to the high levels of
previous years for some time. Participants' projected
asset growth in three years time, in both the domestic
and the international markets, is expected to decline
slightly in North America and Asia. Asset growth in
Europe in three years time is projected to rise to 6 per
cent. in the domestic markets, as shown below, and
increase from 0.5 per cent. to 4 per cent. in the

international markets.

What is your estimate of the annual percentage growth in
assets under management and revenue for the domestic market
now and in 3 years?
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® Wealth managers which seek out areas of greatest
potential, identify the critical success factors and
gear up their operations accordingly will be best
placed to succeed.
As growth has slowed, Chief Executives have focused
on evaluating growth opportunities (65 per cent.) and
setting strategic goals (79 per cent.) following trends
anticipated in our previous European survey. Chief
Executives will need to expand in markets where
their brand is strong, and exit markets where they are
weak. Our respondents commented that they are
now looking to new markets as a source of growth
against the decline in their core equity markets (rising
from 13th in order of priority now to 5th in three
years’ time). In this respect respondents believe Asia,
and in particular China, offers opportunities with its
higher growth levels, however, it is unlikely that
China will be a profitable market for wealth
managers in the short to medium term.

® The global model is only desirable or profitable for
the largest players. Wealth managers which used
this period of retrenchment to protect revenue and
control costs have strengthened their position.
For Chief Executives, global coverage is no longer as
pressing an issue as previously reported. Wealth
managers are concentrating on differentiating their
service, and playing to strengths, rather than
attempting to offer a full service across all
geographic territories. Wealth managers now realise
that few of their clients desire access to global
markets, and that whilst size and spread may
ostensibly offer a route to growth, profitability is
harder to achieve on a global scale. Open product
architecture, enabling wealth managers to source
products from a large range of markets, means it is
no longer as necessary to operate globally.
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® The scale and breadth of products and the
demanding investment performance required by
clients means that only the largest players may
aspire to the producer model. There will be room
for niche players, but absolute size is becoming
more critical for pure asset managers.
Against a background of dire investment performance
over recent years, wealth managers have begun to
recognise the difficulties of competing on the strength
of investment performance alone. At the same time,
the introduction of open product architecture has
enabled wealth managers to source products from
outside their organisation, and compete on the basis of
superior client service, acting as a multi-channel
distributor of products. As can be seen below, some
59 per cent. of respondents cite distribution as a
primary focus of their strategy, whilst only 22 per cent.
currently focus on production. Participants predict that
in three years this gap will widen, with 64 per cent.
expecting their strategic direction to be oriented
towards distribution but only 16 per cent. intending to
focus on production. Interestingly wealth managers in
less mature markets, such as those in Singapore,
appear to be adopting the producer model. All players
have a key strategic decision to take, assessing
carefully their own size, strengths and differentiators.
Most will need to reconfigure their business models in
order to transform into a well differentiated distributor,
and recognise that changing a long standing asset
manager model represents a major challenge.

The industry will polarise between producers and distributors. Only those making a clear strategic choice
and reconfiguring their business model accordingly will be able to compete effectively and profitably.

Which products will be outsourced in 3 years?

0% 20% 40% 60% 80% 100%
Basic retail banking ¥ i i i !
and cash management products

Credit related banking products
Investment products
Alternative/Structured products
Trust services

Other high net worth products

Percentage of responses

® The depth of client knowledge and the ability to meet
their needs will be the primary differentiator for those
wealth managers pursuing the distributor model.
Some 65 per cent. of respondents cite differentiation as
a primary focus of their strategy, and customer service
reinvention is a primary focus for 65 per cent. of
respondents. Those moving to the distributor model
will have to improve the quality of their customer
interactions across a range of distribution channels, and
those which develop a detailed understanding of their
clients' needs will be the most successful. Clients will
seek a premier relationship-based service across a
broad range of needs, and best price will be taken as a
given, with distributors sourcing vanilla/mainstream
products from the lowest cost producer. Some 71 per
cent. of respondents aim to differentiate their
organisation through personal relationships, 74 per
cent. with the quality of their staff, and 71 per cent.
through the quality of their client service and reporting.
Clearly this is great news for clients, however history
has shown that not all banks deliver on their promises.

What is the current strategic direction of your organisation, and what do you expect your organisation's strategic direction to be in 3 years’ time?

100% 0%

Percentage of respondents 0% 100%

Differentiation

Customer service reinvention

Distributor

Focus strategy

Synergy

Producer

Strategic transformation

Cost leadership

Business process innovation

Now Pre-emptive move In 3 years

. E-enablement
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Revenue generation is the key priority although some wealth managers still have unrealistic profit
expectations. Consolidation will bring gains and economies of scale in the front and back office, but
costs still need to be kept under iron control.

® There has been a reassessment of revenue growth,
but wealth managers expect to out perform the
market, in some cases quite significantly.
There has been a significant downward shift in
revenue expectations over the past few years. With
short term average revenue growth in EMEA and
North America below 4 per cent. reported in the
domestic markets, and no short term growth
expected in the international markets, wealth
managers will need to act quickly to review and
rationalise the markets in which they operate and
their revenue model to allow for enhanced revenues.
Against this dismal background it is surprising that,
on average, in three years, European wealth
managers expect to achieve revenue growth of some
5 or 6 per cent. in both the domestic and
international markets, and Asian wealth managers
some 6 per cent., above their predicted market
growth rates. This suggests that either these
predictions are over optimistic, or the industry will
become highly competitive over the next few years
as players seek to outperform the market.

Revenue and cost profiles for wealth management operations

100%
Costs

80%

osts
Professional services
Other

Corporate overhead c

60%

Outsourcing costs

40%

Facilities

IT/systems operating costs I

Sales & marketing

20%

%
S
T
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g
g
=
g
E

0%

Average profile across respondents

® The decline in the equities markets and the
increasing sophistication of clients has changed the
revenue profile of wealth managers. Core banking
products are a given, and clients increasingly expect
wealth managers to offer alternative products.
Management fees and commissions have fallen as a
percentage of total income, whilst interest income
has risen from 26 per cent. three years ago to 32 per
cent. now, despite falls in interest rates. As clients
increasingly demand and expect low cost core
banking services, lack of expertise in the more
complex products will limit the ability to compete,
and will impact directly on profitability. Equally, the
benefits of being able to accept deposits should not
be underestimated; a number of the more complex
products are easier to service within the framework
of a banking licence. Wealth managers should only
relinquish their banking licences after a thorough

cost/benefit analysis.

100%

Revenue

Other

80%

Proprietory trading

60%
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40%

Alternative/structured products

Investment management fees (advisory)

Investment management

fees (discretionary)

20%

Commissions
Net interest
income (other)
Net interest income
(loans and deposits)

0%
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® Consolidation in both onshore and offshore centres
is expected, and this will offer opportunities to
reduce costs in difficult times.
The trend to erode protection and enforce exchange
of information is putting pressure on the offshore
centres. Participants indicate a gap of some 5.5 per
cent. in North America and some 1.5 per cent. in
Europe between asset growth in the domestic and
international markets in three years, with the
domestic markets continuing to outperform the
international markets. It is evident that wealth
managers will continue to consolidate their
operations and reduce the number of offshore centres
in which they operate to one key centre in each
region. Consequently it is our view that wealth
managers should expect the number of offshore
centres to decline from the current level of well over
50. Some 20 or 30 may be sustainable in the future,
but the number may be even smaller, and the key
centres may encompass new rapidly growing
offshore centres such as Singapore and Dubai.
Wealth managers will need to consider carefully
where they locate their business, according to the
source and flow of wealth of their clients, the
regulatory and tax environment, and the opportunity

Which sources of new money are most important for your business?

EMEA

Inheritors

Owners/managers of businesses

Owners/managers of businesses
who are undertaking initial
public offerings (IPO)

People who are shifters from non-
financial assets to investable
instruments/assets management

Salaried executives

Expatriates

Retired people with

to reduce costs without undue impact on their
service to customers.

New sources of money, which wealth managers can
access to grow revenue, will be difficult to access.

In terms of attracting new business, respondents
identified owners/managers of businesses, inheritors
and salaried executives as the most important sources
of new money. However, these are not likely to offer
substantial new growth in current markets. In
particular, whilst owners of businesses are expected
to be the most important source of new business, few
businesses are being sold in current markets.
Inheritors represent the next most important source,
but this is simply a transfer of wealth, not a source of
new wealth, and in the case of salaried executives,
earnings have generally fallen. It seems that wealth
managers will be forced to compete with each other
more aggressively for their share of available assets in
a difficult market. However, it is encouraging for
wealth managers that the wealth which is being

created is in "hard currency" opposed to "paper
wealth" created in the late 90s. As can be seen below
there are some interesting comparisons between

EMEA, North America and Asia.

North America Asia

paid-out pension
| | | | J | | | | J | | | | J

0% 20% 40% 60% 80%  100% 0% 20% 40% 60% 80% 100% 0% 20% 40% 60% 80% 100%

Percentage of respondents
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® Flaws in cost structures, previously hidden by bull
markets, are now becoming evident.
Recognising this, Chief Executives are devoting time
to monitoring and controlling cost structures, and
expect this to continue to be their third highest
priority over the next three years. On average, over
half of private bank costs originate in the front office,
product provision and investment management.
Given the large percentage of the total cost base
represented by salary costs, it is not surprising that
respondents ranked remuneration and changes in
employee incentives as the top two concerns when

Controlling your cost base, what are your main areas of concern?

Ranking Now

T

Impact of product development on
I middle/back office infrastructure

and regulatory compliance

I n Increased complexity and transparency

of IT arrangements

. Better IT procurement arrangements

—ﬂ

Cost issues

Pressure for the labour market
(base salaries)

Employee incentivisation

Cost allocation and effect
on business behaviour

PricewaterhouseCoopers

controlling their cost base. The industry appears to be
making efforts to focus costs on client service
delivery, but realise that the cost of product
development and systems requirements will continue
to weigh heavily on the cost base. Depending on
wealth managers’ particular operational model there
are opportunities to reduce costs further through
greater use of technology, joint ventures and
outsourcing, particularly in the middle and back
offices. Cutting costs whilst still meeting regulatory
requirements will be a particular challenge.

Ranking in 3 Years

HH

HH

i
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Competition for clients will reach new levels of intensity, both retaining existing ones and gaining
new ones. Wealth managers will be going head-to-head in competition for the wealthiest clients.

¢ Declining revenues have sharpened the focus on
protecting revenue through retaining existing
clients. Competition will intensify as wealth
managers seek to grow revenue by attracting clients
from competitors.
34 per cent. of revenue growth is currently expected
to come from existing clients, recognising the
relatively high cost of acquiring new clients and the
desirability of a greater share of wallet from existing
clients. This trend is further reinforced by Chief
Executives, who cite retaining existing clients as the
most pressing issue they face. In the next three years,
Chief Executives expect gaining new clients to
become a more pressing issue and an area of great
competition for which differentiation will be key.
It is remarkable that, against a background of intense
competition for clients, some 42 per cent. of
respondents do not have a defined client retention
process to monitor and maintain valued clients which

Which external sources primarily account for your revenue
growth currently?

Greater use of Market appreciation
intermediaries 9%

1% \ /
Joint ventures/strategic
alliances 3%

~
Mergers and
acquisitions

4%

New clients

to private More business
banking/wealth from existing
management " clients

17% 34%

New clients won
from competitors

229
& Percentage of respondents
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are at risk. These wealth managers will be vulnerable
to client poaching by more focused competitors.

Competition is expected to be greatest for the
highest net worth clients, and wealth managers will
focus on the percentage of total wealth they control.
Some 49 per cent. of respondents expect to increase
their percentage of ultra high net worth clients, but
only 14 per cent plan to increase their percentage of
affluent clients. Competition is, therefore, expected to
be most intense for those clients higher up the wealth
pyramid. It is unlikely that there will be sufficient
ultra high net worth clients for all wealth managers to
achieve their revenue ambitions in this way. These
are the most sophisticated clients with the most
complex needs, and respondents, in our view
optimistically, estimate that it takes 11.6 months on
average, to acquire a domestic ultra high net worth
client, and even longer for revenue to be generated.

What percentage of your client numbers are from each client
band, and how do you expect this to change in 3 years' time?

Percentage of client Client bands Percentage of respondents
numbers from each band expecting increase in
3 years
Ultra high
2% g 49%
individuals
> $50 Million
15% Very high net worth

individual 71%

$5 million - $50 million

39% High net worth individuals

$500,000 - $5 million 57%

44% Affluent
$100,000 - $500,000

> > > b

14%

Average across all responses



® Wealth managers continue to struggle with the
question: "Why are our clients leaving?".
In most geographies wealth managers continue to
believe that clients leave because of inadequate
investment performance, despite the poor
performance across the board. Lack of proactive
advice is ranked second. By contrast, wealth
managers in Asia recognise that clients leave if they
are dissatisfied with the level of service they receive
or if a bank does not demonstrate an understanding
of their client's needs. This was confirmed in
discussions with clients and 43 per cent. of the
clients surveyed in the joint PricewaterhouseCoopers
and the Economic Intelligence Unit's survey of the
affluent market were considering changing provider

due to poor service and investment performance.

Whilst many wealth managers see the affluent
market as less important, for certain institutions
there are still opportunities.

Notwithstanding the greater revenue opportunities in

Asia - why clients leave your organisation

General dissatisfaction with service

Lack of understanding/
misunderstanding

Following key staff
to other organisations

Inadequate investment performance
Lack of proactive advice

Gaps in the product range

Price too high

Changes in personal circumstances

PricewaterhouseCoopers

the ultra high net worth sector, the affluent sector
can be profitable for wealth managers which are
able to lower the level of expected service, or
package a low cost service as a premier service. The
affluent sector could be profitable, but costs of
service are also higher and it is difficult to generate
sufficient volume from the lower asset base.
Opportunities still exist, in particular for those
wealth managers which are part of a larger retail
banking group, to package premier products and
services for their affluent clients and process these
through the retail bank's systems. In this way they
can use premium pricing over retail products
without the inherent costs of the superior levels of
individual service they offer to their private banking
clients higher up the wealth pyramid, provided that
there is sufficient product differentiation. There have
been a number of failed experiments with this model
over the last few years. Wealth managers aiming to
service the affluent sector profitably will need
sufficient scale and tight cost controls.

Global Private Banking/Wealth Management Survey 2003

13



PricewaterhouseCoopers

14

Management summary

® Wealth management is a long-term business based
on relationships. Successful wealth managers will
invest in these relationships, and respond to a
changing set of client needs as the profile of
clients changes.
As reported in previous surveys, there is an
observable trend away from investors with traditional
family wealth (on average 61 per cent. of clients
now, declining to 50 per cent. in three years) to
investors with new money, and to greater
involvement in investment decisions. However,
similar shifts in client profiles predicted in previous
surveys have not materialised (predicted increase in
new money of 10 per cent., compared to actual
increase of only 3 per cent.), indicating that the
wealth management industry consistently over-
estimates the importance of new money. Wealth
management remains largely a business servicing
individuals who are asset rich but cash poor. The
importance of serving clients throughout their "life
cycle" with appropriate value added products will
increase in importance.

Wealth Wealth
preservers

maximisers

Traditional
family wealth

New
money
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Average across responses

More attention is needed on client service to be even more client-centric. Investment in systems,
people and infrastructure to transform the front office is a pressing requirement.

® Those taking an holistic approach to client
relationship management will be best placed to
attract and retain clients, particularly the
wealthier clients.
"Know your client" regulatory and risk requirements
will eventually lead wealth managers to greater
segmentation. Location, demographics and wealth
bands will also be important segmentations to
support efficient client service. Ensuring products are
targeted appropriately for each client segment is also
advantageous in a cost reduction environment. The
criteria used by wealth managers to segment their
client base is evolving slowly to reflect management
of each client's full range of needs, but remain
focused on assets rather than risk, lifestyle or product
mix usage. This was highlighted in our previous
European survey and still remains an area of
weakness where only limited progress has been
made by wealth managers.

Wealth Wealth
preservers maximisers

Traditional
family wealth

In 3 years

New
money




® Client relationship teams are increasingly organised
around the needs of each client group.
There are clear differences in the resources allocated
to each client wealth group. On average, each client
relationship manager is responsible for 179 affluent
client accounts, but only 18 ultra high net worth
accounts. The clients at the top of the wealth pyramid
are also the most demanding, with the most complex
needs, and the challenge for wealth managers will be
to train their client relationship teams to understand
these needs and respond proactively. Trusted advisor
status is a concept promoted by 68 per cent. of
respondents, for which offering a full range of
investment, tax, fiduciary and planning services, and
the ability to perform in-depth financial planning are
perceived to be the most important attributes. Wealth
managers will need to develop teams with these skills.

® Wealth managers continue to develop products with
little reference to client needs, and are missing
opportunities to use their product range to attract
new clients or tie in clients for the long term.
New product development is driven by product
teams, with reference to competitor actions, taking
less account of client preferences or client

PricewaterhouseCoopers

relationship managers (CRM). When pricing a new
product, only 19 per cent. of respondents allow the
CRMs to set its price, and only half take account of
customer preferences. Wealth managers which shift
the focus of product development to customer needs
will gain an advantage.

Wealth managers will need to discover
remuneration systems which reward a long term
relationship versus a "quick win".

Wealth managers have made some inroads into
reducing their staff costs as a percentage of their total
costs, from 57 per cent. in our previous survey to
around 49 per cent. now. Nevertheless, staff costs
remain a key element to manage within the cost
base. Whilst cost control is an imperative in an era of
falling revenues, investment in staff, particularly in
CRMs, is a prerequisite for superior client service.
Those wealth managers which can link remuneration
to performance to reward their best CRMs, whilst
managing costs, will gain considerable competitive
advantage. Some 87 per cent. of respondents link the
Chief Executive's compensation to performance, and
there is an observable trend towards increasing the
payment of bonuses linked to performance.

What percentage bonus is provided to your CRMs now, and how is this likely to change in 3 years’ time?

50% —

40% |-

30% |-

20% f—

Percentage of respondents

10% |-

0% 1 1

No answer now 13%
No answer 3 years 16%

Direction of change 3

Bonus as a percentage of fixed salary

Now —
In3years —A&—

0% 1-20%

41-60% Over 60%

Bonus as a percentage of fixed salary
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® How to attract and motivate staff will be a

major challenge for wealth managers over the
next few years.
Quality staff is still one of the most significant areas
of competition for wealth managers. Participants
ranked this the third most significant area of
competition, after competition to attract and retain
clients and provide high service quality. Against this
background it is remarkable that only 29 per cent. of
respondents have an employee retention programme.
While the markets are subdued, employees are not
moving, but once the market picks up, people will
begin to move rapidly between wealth managers.
Where employee retention programmes exist, the
main motivator is performance based remuneration.
As competition intensifies, wealth managers are
expected to develop broader programmes,
encompassing training and education, fringe benefits,
promotion, and further levels of bonuses.

Global Private Banking/Wealth Management Survey 2003

® Those wealth managers which are restructuring and
moving the organisation to its chosen business
model will be well placed to compete.

Wealth managers have undertaken major
organisational change with only limited success, the
fruits of which will hopefully come through over the
next few years. Change programmes are driven
primarily by competition for clients, in order to
improve the quality of service given, and to achieve
scale and cost efficiencies. They have focused on the
areas of business strategy implementation and
performance improvement or cost reduction. In
contrast to our previous European survey, success is
slower than many would like, generally because of
difficulties in managing the complexity of these
projects. Investment in information technology and
reporting systems should continue, despite cost
constraints, but the emphasis should be on improving
client service whilst reducing costs through business

model efficiencies.
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The regulatory framework, both onshore and offshore, has undergone a seismic shift.
Non-compliance and poor risk management is corporate suicide, but not all wealth managers are

sufficiently prepared.

® Given the continued changes to the regulatory
framework, it is not surprising that respondents
struggle to keep abreast of all the changes.
Regulatory risk is a major concern to wealth
managers, with compliance, anti-money laundering
and new regulatory developments being the top areas
respondents are currently addressing. However, a
significant percentage of respondents have not
addressed certain regulatory directives, or else whilst
aware of the potential impact they have not yet taken
action. Worryingly, around 40 per cent. of
participants did not respond to these enquiries,
indicating that the level of preparedness may be
exceedingly low. Organisational scale will be a
major factor in meeting the additional cost of
regulation, particularly for those operating in many
multiple locations and for small players.

® Wealth managers will need to decide which offshore
centres will be successful in the future.
The offshore financial centres have continued to
tighten regulation in response to pressures from
international regulatory bodies such as the Financial
Action Task Force. However, more challenges are
underway and pressure to reform will continue to be
placed on those offshore centres not agreeing to full
exchange of information. The recent European Union
Directive on withholding tax and the responses by

some of the European countries affected is a good
example of how the debate between on and offshore
will rage on for a number of years to come. In
addition to flow of clients' funds, regulatory and tax
considerations will be key with only well-regulated
and secure centres surviving. However, the direction
of the change is clear to see.

Risk management frameworks are developing
with the North American respondents still ahead
of the rest.

There is evidence of increasingly sophisticated
approaches to risk management. However, some
wealth managers still do not have an adequate risk
management framework in place, leaving them
highly exposed. Over the next three years there is an
anticipated trend towards more sophisticated
approaches, with 46 per cent. of respondents
expecting to use an approach based on stakeholder
value and integrated risk, with value management
focused on linking performance and capital
efficiency. Currently, approaches in North America
are more sophisticated than in Europe, but this gap is
expected to narrow. Within Asia, wealth managers
generally have risk management frameworks in place
but are failing to communicate this to the market.
Globally, however, some 12 per cent. of respondents
do not have a risk management framework in place.

Global Private Banking/Wealth Management Survey 2003
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® Establishing a risk framework which encompasses
the increasingly complex product range and multi-
channel delivery poses a particular challenge.
The expected growth of non-core products and the
development of multi-channel delivery mean that the
product profile of most wealth managers will change
and the interfaces with clients will become more
complex. Wealth managers must ensure that their
risk management frameworks keep pace with these

increasing complexities. They should place risk at the
core of their strategic thinking, and institutionalise
the provision of risk information. Currently only 35
per cent. of respondents feel they have an integrated
risk management system, with only 32 per cent.
expecting to have a fully integrated system in three
years, with the level of integration in Europe
significantly lower than in North America.

What is your current risk management approach, and how do you expect this to change in 3 years’ time?

Compliance & prevention

Loss prevention and
governance reporting
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Operating performance

Strategic initiatives
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PricewaterhouseCoopers

PricewaterhouseCoopers (www.pwc.com) is the world's largest professional services organisation and
provides services to the world's top financial services organisations.

Drawing on the skills of more than 125,000 people in
142 countries, we build relationships by providing
services based on quality and integrity. We help our
clients solve their complex business problems and
measurably enhance their ability to build value,
manage risk and improve performance.

We have an industry-focused advisory practice
dedicated to the investment management, capital
markets, banking, mutual fund, insurance and brokerage
communities. Within this practice, we have a global
group working exclusively on the issues facing wealth
managers and wealth management organisations. As a
demonstration of how important we believe this sector
is, we constantly invest in highly regarded thought

leadership and specialised research activities ensuring
we fully understand the issues facing the industry.

Throughout our surveys, we have highlighted the
evolutionary phases that private banking/wealth
management is experiencing. Through our insight,
understanding and involvement in current and future
trend analysis, we work with clients to help them meet
the challenges facing their business, and using our
global industry expertise, provide them with

innovative solutions.

In particular, we continue to provide valued advice and
bespoke solutions to wealth managers in the areas
outlined below:

Market analysis

and feasibility

Audit and . Trust and
3 Taxation 9
advisory . fiduciary
. services .
services services
Know your
Financial Risk clients and
services management anti-money
regulation services laundering
advice

Corporate
finance,
transaction Performance HR
support and improvement .
» services
post merger solutions
integration
services
' con ) Qualified People
security and . . ..
intermediary training and
systems g
. services development
selection

Specialised industry knowledge and point of view
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Contacts

PricewaterhouseCoopers, Private Banking/Wealth Management Practice Network.

For further information on the survey please contact Bruce Weatherill on +44 (0) 20 7213 5521
or Sandra Dowling on +44 (0) 20 7804 3972.

For general enquiries on our Private Banking/Wealth Management capabilities or to discuss our
services, please contact the appropriate country office representative shown below.

EMEA - Europe, Middle East, Africa

Dubai

Level 40

Emirates Towers Offices

United Arab Emirates
Telephone +00 971 4 304 3100
Contact:

Gerard Barabich
gerard.barabich@ae.pwc.com
Lucy Hadley

lucy.j.hadley@ae.pwc.com

Dublin

Wilton Place

Dublin 2

Ireland

Telephone +353 1662 6328
Fax +353 1662 6152
Contact:

Denis Cremins

denis.cremins@ie.pwc.com

Frankfurt

Olof-Palme-Str. 35

60439 Frankfurt am Main
Germany

Telephone +49 69 95850

Fax + 49 69 9585 2289
Contact:

Markus Burghardt
markus.burghardt@de.pwc.com
Andreas Kandel

andreas.kandel@de.pwc.com

Geneva

50 Avenue Giuseppe-Motta
CH-1211 Geneva 2
Switzerland

Telephone +41 (22) 748 54 40
Fax +41 (22) 748 53 99
Contact:

Jean-Christophe Pernollet

jean-christophe.r.pernollet@ch.pwc.com

Guernsey

National Westminster House
Le Truchot

St Peter Port

Guernsey GY1 4ND
Channel Islands

Telephone +44 (1481) 727 777
Fax +44 (1481) 711 075
Contact:

John Dunford
john.dunford@gbg.pwc.com

Isle of Man

Sixty Circular Road, 3rd Floor
Douglas

Isle of Man

IM1 1SA

Telephone +44 (1624) 689 689
Fax +44 (1624) 689 690
Contact:

Jonathan Whiting

jonathan.d.whiting@iom.pwc.com

20 Global Private Banking/Wealth Management Survey 2003

Jersey

Twenty Two Colomberie

St Helier

Jersey

Channel Islands

JET 4XA

Telephone +44 (1534) 838200
Fax +44 (1534) 838201
Contact:

Peter Yates

peter.yates@gbj.pwc.com

Johannesburg

No 2 Eglin Road, Sunninghill
Johannesburg

South Africa

Telephone +27 11 797 4346
Fax +27 11 209 5407
Contact:

Johannes Grosskopf

johannes.grosskopf@za.pwc.com

London

Southwark Towers

32 London Bridge Street
London SET 9SY

United Kingdom

Telephone +44 (0) 20 7583 5000
Fax +44 (0) 20 7213 8892
Contact:

Bruce Weatherill
bruce.weatherill@uk.pwc.com
Alison Morris

alison.c.morris@uk.pwc.com



Luxembourg

400 route d'Esch

POB 1443

L-1471 Luxembourg

Telephone +352 (49) 48 48 40 13
Fax +352 (49) 48 48 29 25
Contact:

Gian-Marco Magrini

gian.marco.magrini@lu.pwc.com

Madrid

Paseo de la Castellana 43
28046 Madrid

Spain

Telephone +34 (91) 5 684 445
Fax +34 (91) 3 083 569
Contact:

José Luis Lépez Rodriguez

jose.luis.lopez.rodriguez@es.pwc.com

Milan

Viale della Liberazione

16/18, 20124 Milan

Italy

Telephone + 39 (0)2 66720567
Fax +39 (0)2 66720501
Contact:

Giacomo Neri
giacomo.neri@it.pwc.com
Massimiliano Facchi

massimiliano.facchi@it.pwc.com

Paris

32 Rue Guersant

75017 Paris

France

Telephone: +33 (1) 56 57 80 46
Fax: +33 (1) 56 57 56 51
Contact:

Jacques Lévi

jacques.levi@fr.pwc.com

Rotterdam

Hofplein 19, 3000 AW Rotterdam
The Netherlands

Telephone +31 10 400 8414

Fax +31 10 400 8650

Contact: Kees Hage

kees.hage@nl.pwcglobal.com

Zurich
Stampfenbachstrasse 73
8035 Zurich

Switzerland

Telephone + 411630 11 11
Fax +4116301115
Contact:

Rolf Birrer
rolf.birrer@ch.pwc.com
Peter Ochsner
peter.ochsner@ch.pwc.com
Daniel Kiing

daniel.kueng@ch.pwc.com

North America

New York

1177 Avenue of the Americas
New York, NY 10036

US.A

Telephone +1 (646) 471 5470
Fax +1 (646) 471 8875
Contact: John K. Fletcher

john.k.fletcher@us.pwcglobal.com

Toronto

Royal Trust Tower
Toronto-Dominion Centre

77 King Street West

Ontario M5K 1G8

Canada

Telephone +1 (416) 869 2441
Fax +1 (416) 365 8182
Contact: Barry Myers

barry.j.myers@ca.pwc.com

PricewaterhouseCoopers

Asia

Sydney

Darling Park Tower 2

201 Sussex Street

Sydney NSW 1171

Australia

Telephone + 612 8266 2916
Fax + 612 8286 2916
Contact:

David Prothero
david.prothero@au.pwc.com
Deborah Sims

deborah.sims@au.pwc.com

Hong Kong

33rd Floor Cheung Kong Center
2 Queen's Road Central

Hong Kong

Telephone + 852 2289 8888
Fax + 852 2810 9888

Contact:

Mervyn Jacob
mervyn.jacob@hk.pwc.com
Stephanie Goulston

stephanie.m.goulston@hk.pwc.com

Singapore

8 Cross Street, 17- 00 PWC Building
Singapore 048424

Telephone + 6236 3388

Fax + 6236 3300

Contact:

Justin Ong

justin.ong@sg.pwc.com
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In addition to the offices and contacts listed, we have an extensive global network of offices in more

than 142 countries.

For further information contact:

Global Leader, Banking and Capital Markets
Phil Rivett

Telephone: +44 (0)20 7212 4686

Chairman, Global Financial Services
Jeremy Scott
Telephone: +44 (0) 20 7804 2304

Survey responses were received from the
following countries:

Andorra Luxembourg
Australia Middle East
Canada Netherlands
Channel Islands Norway
France Singapore
Germany South Africa
Hong Kong Spain
Ireland Switzerland
Isle of Man UK

Italy USA
Rankings

Charts representing the ranking of criteria have been
prepared using an average weighted ranking across
all respondents.

Editorial Team

Bruce Weatherill, John Fletcher, Rolf Birrer, Giacomo
Neri, Gian Marco Magrini, Jonathan Whiting, Sandra
Dowling, Johannes Grosskopf, Hannah Tigg

and Helen Jameson. Additional support provided by
Emma Harding.

PricewaterhouseCoopers LLP on the World Wide Web
http://www.pwc.com

The United Kingdom partnership's principal place
of business is at 1T Embankment Place, London
WC2N 6RH where a list of partners' names is
available for inspection.
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Global Leader, Investment Management
Simon Jeffreys
Telephone +44 (0)20 7212 4786

Media Relations Manager for Financial Services
Stephanie Peters
Telephone: +44 (0) 20 7212 6917

PricewaterhouseCoopers refers to the network of firms
of PricewaterhouseCoopers International Limited, each
of which is a separate and independent legal entity.

PricewaterhouseCoopers has exercised professional care
and diligence in the collection, processing and reporting
of the information in this report. However, the data used
is from third party sources and PricewaterhouseCoopers
has not independently verified, validated or audited
the data.
representations or warranties with respect to the

PricewaterhouseCoopers makes no

accuracy of the information contained in this report.
PricewaterhouseCoopers shall not be liable to any user
of this report or to any other person or entity for any
inaccuracy of information contained in this report or
any errors or omissions in its content, regardless of the
cause of such inaccuracy, error or omission.
Furthermore, in no event shall PricewaterhouseCoopers
be liable for consequential, incidental or punitive
damages to any person or entity for any matter relating
to this report. PricewaterhouseCoopers will not
disclose the name of any respondent without their
prior approval and under no circumstances will
PricewaterhouseCoopers disclose individual entity data.
All rights reserved. No part of this publication may be
reproduced, stored in a retrieval systems or transmitted,
in any form or by any means, electronic, mechanical,
photocopying, recording, or otherwise without the prior
written consent of PricewaterhouseCoopers.
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