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Executive summary

With the fundamental changes taking place in the wealth management industry, many Wealth Managers
and Advisers are being forced to review their business models and make significant structural changes.
The Retail Distribution Review (‘RDR’) has fundamentally changed the landscape and in the coming
months will reshape the players in the market and how they work with their clients.

This paper summarises some of the changes that are already happening and offers a view of what
may be on the horizon.

The key findings include:

o Wealth Managers and Advisers will need to undertake a full review of their proposition to ensure
they can implement a ‘treating customers fairly’ (‘TCF’) policy and provide value-added, cost
effective advice

e The change from trail to a fee-based model has huge ramifications on the client proposition going
forward: managing this will be crucial for businesses to be successful

e Strategic partnerships can enable Wealth Managers and Advisers to offer a competitive edge
while maintaining their focus on clients

¢ Mergers and acquisitions will be widespread as firms look to manage costs and increase
efficiency

e Doing nothing and hoping RDR will go away is not an option
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Introduction

It could be argued that we are on the cusp of a golden era for wealth management: with increased life
expectancy and investment complexity, a challenging environment for investing and an irreversible shift in
pension arrangements from defined benefit to defined contribution, the value of financial planning — and
hence the importance of the wealth management industry — is set to come to the fore. At the same time,
the regulatory landscape is undergoing a once in a generation change and the likely consequences for
the industry, while still evolving, will be far reaching. Whichever route the Wealth Manager (WM) takes —
independent or restricted — it will require extensive planning and preparation.

Whatever the ultimate shape of the industry, it is likely to become ever more competitive, and WMs who
are able to create a strong, stable and clearly differentiated business will prosper in the long term. In an
era of increasing competition and fee transparency, with probable compression of margins, designing a
wealth management firm to exploit the coming uncertainties and changes will optimise the opportunities,
drive the business forward and, ultimately, maximise its value. To do this we believe that WMs must be
prepared to specialise and focus their time and effort on core skills and competencies. This means a
clear and unwavering focus on financial planning: actively managing their clients’ financial affairs through
the various and changing needs demanded by their lifecycle.

It must be recognised that other services and advice provided to clients, such as legal, tax and
accounting, are ancillary to this core service, which is ultimately the driving force of any successful wealth
management business. In recognition of this need for focus and specialisation, WMs have typically
outsourced non-core services. In light of the increasing complexity of investments and the need for
focused, dedicated resources to be able to compete, the range of strategic partners will increasingly
encompass the investment process, as WMs make use of independent, specialist investment research
and portfolio management. Taking advantage of the services of specialist external investment partners,
including the formation of strategic alliances, can assist successful WMs to further enhance their
proposition.
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What do wealth management clients want?

The most important requirement for most wealth management clients is to be provided with quality
financial planning advice. This is the key specialisation of the wealth management industry and will
generally include advice on the range of investments available and their suitability in light of a client’s risk
tolerance and preferred time horizon. Alongside this primary duty come other requirements, mostly
service related. It is those WMs who maintain a sharp focus on these ‘softer’ services that best serve
their clients. For example, most wealth management clients seek a personalised service, with direct
access to the expert that provided them with the financial planning advice. As a result, WMs must be
available for their clients and understand in detail their personal circumstances. Clients also expect
flexibility and understanding relating to their changing needs, quick responses, impeccable administration,
high ethical standards and, especially in a post RDR world, a fair, transparent fee.

In addition to this core function, WMs are often used as the hub for the provision of ancillary services
such as legal advice, accounting services, tax and other ad hoc requirements. In such instances the WM
will generally source a third party to provide the service rather than offer it themselves, especially if it is
complex or of a highly specialised nature.

global investment management | key investment partnerships | June 2012 Page 4 of 11



Challenges faced by wealth management firms

Wealth management firms face a multitude of challenges. Whilst the need to provide first class, impartial
financial advice is ever present, changes to the industry environment — in particular those arising from
dramatic shifts in the investment landscape over the past decade and those induced by new regulation
such as RDR — will test the ability of WMs to adapt. The need for innovation and differentiation from the
competition is arguably more important than ever. To maximise its potential, a wealth management
business must ensure that its core offering is exceptional and yet also be able to offer competitive and
credible services in all areas of its business. In areas where WMs lack the relevant expertise, the prudent
choice is to use a specialist strategic partner. Numerous issues, risks and pitfalls can, to a greater or
lesser extent, be mitigated by the use of select outsource providers:

* Regulation

* Increased competition

*  Mission creep: large investment firms moving into wealth management

+ DIY and disintermediation: individuals investing directly

*  Margin compression

* Succession planning and continuity

+ Differentiation in a crowded market

» Scale: offsetting resource limitations and cost pressures

+ Consistency of advice plus quality and compliance controls across all advisers
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What are most Wealth Managers good at?

Successful WMs fulfil their clients’ needs with respect to financial planning, service levels and other such
core requirements. The majority of successful WMs are also efficient as practice managers in that they
do not overstretch themselves by attempting to provide services which are outside their sphere of
competence. Indeed, it is apparent that the vast majority of successful WMs are willing to use third party
specialists where they do not believe that they have the necessary expertise in-house and wish to reduce
the risks and complexity of their business.

Historically WMs have been reluctant to outsource investment management as this has been viewed as
central to their client proposition. This notion is now being challenged: in an increasingly competitive
world the WM needs to determine and then focus on their core capabilities and areas of expertise or risk
losing their edge in those key competencies. When the questions, What are my core competencies?’
and Where do | need to focus my efforts?’ are asked, financial planning will always appear at the top of
the list. Which services, then, can more effectively be provided by other experts and specialists? The
focus must be on building efficient, cost effective solutions where best of breed (use of specialist, external
investment managers) is readily accessible.

This is an area where market leading investment partners can aid WMs significantly. The investment
world has changed dramatically over the past decade. There has been huge growth in accessible
investment instruments, notably passive products such as ETFs and retail alternatives previously
unavailable or only available to the largest institutional investors. There has been a shift from ‘products’
to ‘solutions and outcomes’ based investing, identifying the goals that are most important to clients (for
example, desired levels of income, target levels of risk) and then building solutions that closely match
those needs. In turn those solutions use a diversified range of asset classes, available to retail investors
through an ever expanding suite of instruments. The paradox of too much choice can then lead to use of
closely matching products irrespective of client needs, simply to avoid the fear of being different or of
failure.

Even without the advent of new regulation, these far reaching changes to the investment landscape and
the risks they pose to the WM business point to the need for specialist skills aligned to a clear and
replicable process. Given these considerations it seems probable that the investment function will
increasingly be outsourced, if not in totality then to a large degree. Strategic partnerships and alliances
are expected to come into their own in this sense, allowing the WM to still control the process while
utilising specialist external capabilities.

Increasingly, WMs are likely to use select investment managers as specialist service providers, thereby
enhancing the quality and credibility of their investment proposition, strengthening their business by
reducing risk and controlling costs, and fulfilling their regulatory requirements. This leaves the WM free to
concentrate on their core service offering to the ultimate benefit of the client base and hence the business
itself.
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Other service providers are routed. This serves
Accountants service o
providers to enhance the position of the WM as a
Wealth provider of service excellence, whilst they
Manager retain their position as a gatekeeper to the
client for other professional service

providers.

The wealth manager forms the hub
through which different professional

Ultimate

client

Successful WMs need to recognise their competitive advantages and be prepared to take dispassionate
decisions on outsourcing where the appropriate depth of skill is not available in-house. In the same way
that specialist tax, accountancy and legal advice is sourced externally, investments will increasingly be
provided by external specialists.

Key questions for the WM when considering the outsourcing of the investment function are:

+ Can | hope to do an equivalent amount of research and be as well trained as a dedicated team at a
specialist external investment partner?

» Can | offer access to ‘whole of market'?

» Is carrying out the function in-house a scalable and profitable extension to my business or a costly
distraction from my core competencies?

» Should | be spending valuable profits on internal resourcing to attempt to replicate the in-depth work
undertaken already by potential strategic business partners?

« Can Il instead piggyback on the work already carried out by a business partner?

*  Why not be the access conduit to strategic partners thus cementing my position with my clients,
leading to longer lasting client relationships?

The answers to these questions will generally lead to a decision to outsource. The question then arises
as to the nature and extent of the outsourcing:

+ Do I want to hand over full discretionary fund management and thereby run the risk of losing my
client to the Discretionary Fund Manager (‘DFM’)? Do | want to retain some investment functions in
house?

*  Or does that simply confuse the investment offering and blur lines of responsibility?
* Ordo I wantto build a partnership arrangement enabling me to have a bespoke
investment solution and retain control over my clients while making use of high
quality specialist skills?
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How can Wealth Managers ‘future proof’ their business model?

A key aim for any business that wishes to manage growth and stand the test of time is to make decisions
based on a long term, sustainable business model. As a WM therefore, it is imperative to be flexible and
focused with respect to clients’ needs as well as your own business needs. As daunting as RDR and
other developments may appear for many WMs, regulation is here to stay — the only certainty is that it will
change through time and needs to be managed appropriately. An ongoing competitive edge enabling
WNMs to stand out from the crowd is key to future proofing their business.

Strategic partnerships, offering flexible and responsive services can help to ensure that WMs offer the
best advice and service levels to clients. WMs must become innovators and leaders in their own area of
expertise and make use of strategic partners with similar ambitions. In order to be flexible and future
proof the business, it will be important to make use of structures, solutions and partners that can move
swiftly to respond to changes in the regulatory environment, whilst also actively responding to client
needs. Atthe same time centralised investment propositions are expected to grow in popularity, given
their ability to provide consistency across a WM'’s client base, full compliance with the latest regulation
and appropriate management of scale and hence cost. We are seeing a resurgence of multi-manager or
fund of funds solutions, in recognition of the powerful case for best of breed and access to the whole of
the market for investment products.
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What should wealth managers look for in selecting investment
partners?

In addition to the usual due diligence when selecting any investment product or solution (the 3 ‘P’s of
people, process and performance, plus the ‘E’ of evidence), the wealth manager has a number of vital
additional considerations when selecting the outsource partner.

* How much control would | be prepared or would be required to cede?

* Is the intermediary market core to the investment firm and does the firm fully understand the needs of
that market?

* Is the investment firm properly resourced to service the WM?

* How will the partnership add value to the WM / client relationship without compromising the ownership
of that relationship?

*  Will the partnership help the WM retain independent status?

* Does the investment manager offer help in matching portfolios to client risk profiles and how flexible is
the firm in building solutions to match the specific needs of the WM'’s client base?

* What access is there to fund managers and will the WM have full transparency?

*  What interaction will the investment firm have with the clients?

* What level of discretion do individual managers have?

*  How will the WM be able to access the solutions?

* Does the partnership simplify or add complexity to the WM’s business?

These issues call critically for genuine independence and flexibility in the investment partner, a readiness
to respond to the specific needs of the WM, access to decision makers and communication on a regular
basis through whatever channel is required by the WM. A solutions focus and ability to build genuinely
bespoke services will ultimately be critical in enabling the WM to provide true differentiation and meet the
exact needs of their client base.
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Conclusion

The dramatic upheaval in the investment landscape over the past decade and the associated regulatory
changes, including RDR, are leading to a wholesale review of the wealth management business model.
We believe that a critical part of this will be to re-examine the investment process of WMs. This in turn
may lead to substantially greater outsourcing of all or part of the investment process to specialist firms. It
will increasingly be recognised that to stay at the forefront of the industry, the WM will need collaborative
partnerships rather than ceding control completely over the investment process. A focus on client needs
will necessitate bespoke solutions designed to deliver specific outcomes, with the flexibility to adapt to the
changing demands of the client base and the market environment. Critically the partnership must be able
to strengthen client relationships, lead to innovation and industry leading standards in the investment
offering and its delivery, and ultimately create value for the underlying clients as well as the WM. A
successful partnership will result in a substantially stronger franchise for the WM and continuing success
and independence.

In conclusion, this calls for the selection of a flexible, solutions focused and independent investment
partner, whose key attributes include a proven and replicable investment process, encompassing market
leading investment research, asset allocation and portfolio construction.
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Important notes

Momentum Global Investment Management is the trading name for Momentum Global Investment Management Limited. This
document does not constitute an offer or solicitation to any person in any jurisdiction in which it is not authorised or permitted, or to
anyone who would be an unlawful recipient, and is only intended for use by original recipients and addressees. The original
recipient is solely responsible for any actions in further distributing this document, and should be satisfied in doing so that there is no
breach of local legislation or regulation. The information is intended solely for use by our clients or prospective clients, and should
not be reproduced or distributed except via original recipients acting as professional intermediaries. This document is not for
distribution in the United States.

Prospective investors should inform themselves and if need be take appropriate advice regarding applicable legal, taxation and
exchange control regulations in countries of their citizenship, residence or domicile which may be relevant to the acquisition,
holding, transfer, redemption or disposal of any investments herein solicited.

Any opinions expressed herein are those at the date this material is issued. Data, models and other statistics are sourced from our
own records, unless otherwise stated herein. We believe that the information contained is from reliable sources, but we do not
guarantee the relevance, accuracy or completeness thereof. Unless otherwise provided under UK law, Momentum Global
Investment does not accept liability for irrelevant, inaccurate or incomplete information contained, or for the correctness of opinions
expressed.

We caution that the value of investments in discretionary accounts, and the income derived, may fluctuate and it is possible that an
investor may incur losses, including a loss of the principal invested. Past performance is not generally indicative of future
performance. Investors whose reference currency differs from that in which the underlying assets are invested may be subject to
exchange rate movements that alter the value of their investments.

Our investment mandates in alternative strategies and hedge funds permit us to invest in unregulated funds that may be highly
volatile. Although alternative strategies funds will seek to follow a wide diversification policy, these funds may be subject to sudden
and/or large falls in value. The illiquid nature of the underlying funds is such that alternative strategies funds deal infrequently and
require longer notice periods for redemptions. These Investments are therefore not readily realisable. If an alternative strategies
fund fails to perform, it may not be possible to realise the investment without further loss in value. These unregulated funds may
engage in the short selling of securities or may use a greater degree of gearing than is permitted for regulated funds (including the
ability to borrow for a leverage strategy). A relatively small price movement may result in a disproportionately large movement in the
investment value. The purpose of gearing is to achieve higher returns associated with larger investment exposures, but has
concomitant exposure to loss if positive performance is not achieved. Reliable information about the value of an investment in an
alternative strategies fund may not be available (other than at the fund’s infrequent valuation points).

Under our multi-management arrangements, we selectively appoint underlying sub-investment managers and funds to actively
manage underlying asset holdings in the pursuit of achieving mandated performance objectives. Annual investment management
fees are payable both to the multimanager and the manager of the underlying assets at rates contained in the offering documents of
the relevant portfolios (and may involve performance fees where expressly indicated therein).

Momentum Global Investment Management Limited (Company Registration No. 3733094) registered office at 20 Gracechurch
Street, London EC3V 0BG.

Momentum Global Investment Management Limited
is authorised and regulated by the Financial Services Authority in the United Kingdom, and is an authorised Financial Services

Provider pursuant to the Financial Advisory and Intermediary Services Act 37 of 2002 in South Africa.

© Momentum Global Investment Management Limited 2012
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