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INTRODUCTION & METHODOLOGY

Cerulli Quantitative Update: High-Net-Worth and Ultra-High-Net-Worth Markets 2009 is the second
in a series of annual CA reports focusing on the high-net-worth and ultra-high-net-worth marketplaces.
Intended for U.S. wealth managers (wirehouses, brokerages, trust companies, private banks, multi-fami-
ly offices and Registered Investment Advisors) and asset managers (mutual fund companies, hedge
funds, institutional, and separate account managers), this report examines the current state of U.S. high-
net-worth and ultra-high-net-worth markets with respect to client demographics, services offered, vehi-
cle usage, market sizing, competition, distribution strategies, advisors retention, client satisfaction, and
technology trends. The report profiles several types of business models offered, running the gamut from
trust companies relying exclusively on in-house management, to multifamily offices offering open
architecture in investments, as well as other services (e.g., legal advice, risk management).

A proprietary survey of family offices, wirehouses, brokerages, trusts, private banks, and high-end RIAs
is the foundation of this report. For information on participating in this survey, and other recurring CA
surveys, please visit the following website: (www.cerulli.com/surveys)

In addition to proprietary survey data, CA analysts compiled information from numerous third parties,
publications and government entities, such as the Federal Reserve’s Survey of Consumer Finance. This
year, given the tremendous turmoil in the marketplace, our research also draws on investor satisfaction
data collected through a partnership with Phoenix Marketing International, as well as broker turnover
and related trends detailed in The Cerulli Report, Advisor Migration: the Changing Landscape of
Retail Distribution.

In general, CA’s opinions and perspectives are shaped by a robust methodology that includes:

= Industry understanding: All Cerulli analysts come to the firm with background shaped by rele-
vant experience at leading financial services firms, which contributes to the internal pool of indus-
try knowledge fed by more than 15 years of proprietary research and consulting

=  Quantitative analysis: CA maintains an online, password-protected survey engine as part of a vol-
untary, information-sharing relationship whereby participants complete confidential surveys in
exchange for an aggregate summary of key findings. All information is presented in aggregate form
and proprietary survey information in not directly attributed to participants. Where possible, or
where required by the need for information on a specific niche or demographic, we also draw upon
relevant third-party data.

= Qualitative research: Cerulli analysts conduct background research interviews with industry exec-
utives and advisors in a confidential manner, which allows for candid commentary regarding the
state of the U.S. private wealth landscape and major trends driving change.
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EXHIBIT 3.01

Service Provider Spectrum, 2009
Source: Cerulli Associates

Morgan Stanley/
Smith Barney

' Full-Service Wealth
Investment-Only | | ' Manager

AllianceBernstein Private William Blair Bessemer
Client Services Trust

= Competitors in the wealth management space vary dramatically in terms of the scope of their service offering. For example, AllianceBernstein pri-
marily fits the “money manager” or “investment counsel” mode, focusing on tax-aware investment management for high-net-worth (HNW) clients.
Though the firm does provide some ancillary services, the model is closed architecture, and driven largely by the strength of the proprietary offerings.
Wealth managers in this mold tend to have lower potential revenues, but higher levels of profitability.

= At the other extreme lie multi-family offices (MFOQOs) such as Bessemer Trust, which offer a full suite of services, including trust services, business
planning, legacy planning, and family wealth-stewardship. Some of these services require a very high-touch approach, and demand that the wealth
manager retain experts with a very deep knowledge base.

= In between these two extremes (AllianceBernstein and Bessemer Trust) are business models such as that of William Blair or wirehouse firms
(Morgan Stanley). The former offers investment banking services, and in recent years, developed an open-architecture investment offering. For wirehouse
firms, financing and capital markets capabilities are very extensive. In addition, wirehouse firms have built out or acquired multi-family offices, which
cater to UHNW investors. However, the services offered by wirehouse family offices tend not to be available to the general HNW client base.

Key Implication: Fee model, addressable client base, and profitability will hinge largely upon the extensiveness of the wealth manager’s service offering.
Cross Reference: Exhibit 3.10, Exhibit 3.16, Exhibit 3.17, Exhibit 3.19, Exhibit 3.20, Exhibit 3.21, Exhibit 3.22, Exhibit 3.23
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EXHIBIT 6.05
Wealth Managers: Most Effective Approach Taken When Clients Become Unprofitable, 3Q 2009

Source: Cerulli Associates
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= Over one-third (34%) of HNW providers will attempt to renegotiate their fees if a client becomes unprofitable. Firms should regularly examine
the time and money it takes to service each client by keeping careful records, reassessing fees on a yearly basis with the client to validate the resources
they are using.

=  Roughly one-quarter (24%) of wealth managers deal with unprofitable clients by scaling back the services offered. Eliminating some services can be
a mutual decision and the client can decide to use external providers for specialized services such as concierge and bill pay.

= Just 12% of providers terminate unprofitable clients. This is a drastic decision, and most providers told Cerulli that they only follow through with this
action if all other options have been explored. Wealth managers also reported that most of the clients they terminate are difficult ones.

Key Implication: Wealth managers should tread carefully when making exceptions or pricing relationships based on the promise of expected future liquidity
events. Best practices include structuring the initial account agreements with higher fees coupled with temporary fee waivers which expire after a certain date.
Building in contingent waivers at the outset of the relationship may be preferable to the awkward conservations that occur when a client fails to bring over
promised additional assets.
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