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Introduction

This is our third detailed survey of the outsourcing market for investment administration. As with
previous surveys we have sought to understand how the market has evolved since our previous
report. This is particularly relevant given the recent market dislocation.

As always, with our surveys the results summarise the views of the respondents — we have
deliberately kept our comments short except where there is an obvious need for explanation or
interpretation.

We would like to acknowledge the contribution made by both Northern Trust and BNP Paribas
Securities Services in developing the questions and publicising the initiative. We would also like to
thank all our highly placed and well informed respondents, particular those who also took part in
previous years.

If you have any questions or queries about the survey results or would like to know more about the
services CitylQ offer please contact:

Paul Wiltshire or Dee Radford on:0207 073 2925 or by mailing
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From our research it is clear that the market for outsourcing services continues to be strong and
that most organisations that participated in our survey felt that for them it had been the right
decision.

Market pressures are forcing outsourcing back on the agenda but managers are being realistic
about what they can expect to achieve.

Although cost is important in the outsourcing decision other factors such as reducing operational
risk and having the opportunity to focus on core competencies were seen as being more
significant.

Managers recognise the importance of a partnership approach, with the decision to outsource
and the quality of the ongoing relationship both dependent on the strength of the relationship,
shared objectives and cultural fit.

Those considering outsourcing were split almost equally between those considering a one stop
shop and those who would prefer component outsourcing.
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Survey Dimensions ol SNSRI

— 43 valid responses — 42 responses

— 38 participating organisations — 39 organisations

—-  42% of those who took part in 2008 - 25% of those who took part in 2009
also took part in 2006 also took part in 2008

- 65% outsourced —  71% outsourced

The size of the survey population is practically identical to last year although the composition
of the group has changed considerably. A number of organisations that had taken part in
previous years declined to take part this time because they were active in the market at the
time the survey was conducted.

Despite the changes in the survey population there is a remarkable consistency between the
results in 2009 and those from previous years.
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Survey Dimensions

Business Profile

The profile of respondents was very similar to
previous years, with an even split between
Institutional and combination (multiple service)
providers.

W Retail

__| Institutional
M Combination
I Private Client

Alternatives

I Other

Assets Under Management

There was also a familiar split to organisation
size with roughly one third of respondents being
very large and a third being small. As in previous
years a small percentage opted not to disclose
this figure.

W £10bn-£50 bn
_| >£50bn

I Unknown
I <£10bn

19/04/2010 CitylQ in association with Northern Trust & BNP Paribas Securities Services




Survey Dimensions

Region
The origin of the responses reflects our UK
heritage with over 75% of respondents being

from the UK. Indeed the percentage of UK based
respondents was larger than in previous years.

| Uk
I8 Europe
B Rest of world

Job Function

A quarter of all respondents were from executive
management and a third from operations. The
overall quality of respondents when analysed by
seniority remained at a high level and compared
well with previous years.

B Viddle Office
mIT
[~ Compliance

I Other
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Survey Dimensions

Current Agreement

Nearly a third of all respondents had been in
outsourcing arrangements for over six years
reflecting the fact that outsourcing already has
an established pedigree. However a full 25% of
respondents had been in their current agreement
for one year or less. This explains why the “too
early to say” comments when we ask
respondents later in the survey to rate their
success at outsourcing particular functions.

Contract Term

The duration of agreements varies widely. While
three year terms were the most common seven
year agreements were nearly as common. Under
“other” several organisations have rolling
contracts with no fixed term but an agreed notice
period.
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B 1 vear
| 2 Years
M 3 Years
[ 4 Years
5 Years
I 6+ Years

W 1 vear

3 Year
W 5 Year
] 7 Year

|| Other
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Market Views

We made eight statements about the market and
asked respondents to determine how strongly
they agreed with them. A summary of responses
Is shown to the right (the detailed questions and
answers are shown overleaf).

The statement receiving the strongest
endorsement was that outsourcing deals were
entered into for strategic reasons — which scored
slightly ahead of the statement that outsourcing
deals were driven by a desire to cut costs.

There was recognition that the downturn in the
market increased the pressure to outsource.

There was recognition also — that outsourcing
added an element of upfront cost which would
be recovered over the term of an agreement — a
view not always apparent during deal
negotiation!
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The statement that scored lowest related to
the maturity of the outsourcing market — with
the majority of respondents disagreeing.

The jury was split with regard to the future of
the lift out and whether the balance of power
between provider and outsourcer was
shifting.
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Market Views

Qutsourcing deals are usually entered into by a desire to cut costs

L1} || | ] [ |

Strongly Aoras Agree Fautral Disagres Strangly Disagres

I

Qutsourcing deals are usually entered into for sound strategic reasons

|| L] | [ ]

Strengly Agres Aaree Rlevtral Cisagres

57%
-
- i E 4

Strangly Cisagree

Cutsourcing deals are "the right thing to do™

1 | | [ ] [ ]

Shrangly Agras Anree [Hzutral Disagree Strangly Disagres
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The outsourcing market has reached maturity

| ] | | [ ]

Shrengly Agres Aaree ectral Cisagree Strangly Cisagres

R

0%, i
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=l BNP PARIBAS
SECURITIES SERVICES

The market downturn will increase pressure o outsolrce

L1} || | ] [ |

Strongly Aoras Agree Fautral Disagres Strangly Disagres

_Mun

Outsourcing adds an initial layer of costs which will revert to a
long term saving
[ | [ [ | [ ]

Strengly Agres Aaree Rlevtral Cizagree Strongly Cisagree

-gi_

Fewer lift outs now that service providers have reached critical mass

1 | | [ ] [ ]

Shrangly Agras Anree [Hzutral Disagree Strangly Disagres
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Power is shifting towards the outsource service prioviders

| ] | | [ ]

Shrengly Agres Aaree ectral Cisagree Strangly Cisagres
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Provider Perceptions

Provider Awareness

The top slide shows the percentage of
respondents who gave an opinion of each
provider. The bottom slides shows how this
figure has changed since the previous survey in
2008.

Overall awareness levels have remained fairly
constant. The one exception is for BNP Paribas
Securities Services for whom awareness levels
increased substantially.
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Provider Perceptions

Provider Approval

BBH ranked most highly on the approval index,
albeit from a comparatively small subset of the
total population.

Eight of the ten organisations on the list scored
higher than the benchmark of 0.6 (the score that
would result from an even distribution of
responses).

It should be remembered that responses are for
perceptions only, and that the results do not
describe  the satisfaction levels of existing
clients.

Looking at approval ratings over our last three
surveys it is possible to identify where
perceptions of service providers have changed
over time.
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Provider Commitment

We asked about provider commitment and which
organisations resondents believed would still be
offering services in ten years time.

The relative rankings were very similar to those
of previous years. However the absolute scores
for nearly all organisations have reduced
dramatically since 2008 — reflecting perhaps the
general uncertainty in the market.
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Decision

Drivers for Outsourcing

We asked our standard set of questions about
the drivers for outsourcing. As before the ability
to concentrate on the core business was seen as
being paramount and indeed the relative
rankings of individual drivers were broadly

consistent with the results from previous years.
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Looking at the relative rankings for 2009 as
compared to previous years it is clear that the
important of outsourcing as a way to manage 2008
operational risk has continued to increase. In
addition the importance of having a partner in a
complex scores more highly than previously.
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Access to new technology continues to be less
important than it has been previously and the
pressure of volume increases have fallen away
in the current market.
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Decision

Selection Influences

We asked respondents to rate the various
factors that influenced their selection of a
service provider.

As in previous surveys the “soft factors” were
Important and scored highly.

As Dbefore external influencers (the press,
consultants and personal network) had least
impact.

For the first time we asked questions about
cultural fit and the importance of team
performance during the selection process — so
for these items there is no year on year
comparison.
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The Outsourcing
Decision

* -

Reasons for not outsourcing

We asked those organisations that had decided
not to outsource their reasons for the choice they
had made.

Because of the way the survey had been
constructed most responses were narrative with
respondents saying that all eight possible
reasons played a part.

Two areas however were highlighted — loss of
control and loss of flexibility.

v = BNP PARIBAS
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EXxperiences

Experiences of Outsourcing

We asked respondents to comment on how
strongly they agreed with a serious of statements
on their experience of outsourcing.

As in previous surveys — relationship statements
scored highly. And as before, outsourcing was
seen as being “the right thing to do” and this
statement scored most highly.

The contention that outsourcing “had
constrained us” was disagreed with and the
importance of the role of consultants still ranked
low.
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Experiences of Qutsourcing

We asked respondents about their experiences
of their outsourcing relationship and how they
rated their providers on a range of criteria.

As in previous years relationship management
scored highly and change management scored
poorly.

However comparing this year’s results with our
previous survey shows that overall all areas
scored more highly particularly with regard to
change management.
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Benefits of Outsourcing

For the first time we asked about the benefits
that organisations had achieved as a result of
outsourcing. The findings are shown in the slide
on the left and as you would expect the results
look similar to the one that addressed drivers for
outsourcing.

However there are differences which we can see
when we compare drivers to benefits (i.e.
anticipated to actual).

The ability to deal with rising volumes and
volume fluctuations scored more highly as
benefits, while expectations around cost
avoidance, partnership and accessing new
technology did less well.
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Experiences

Service Quality

This was another new question for 2009. Here
we were looking to identify elements of service
qguality that ranked most highly. Again those
guestions that addressed personal factors
scored most highly. In summary people like
working with people they like and regard.
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EXxperiences

Capabilities

Again we have a consistent profile with previous
years although scores are higher in all areas.
While the overall profile remains consistent the
area showing the biggest change is “quality of
people” where the score has increased
significantly.

Akilite t2 Enewledgs =f Zperating
cllbeet makats Lieoel

o [ |
Puoshtiae  RlelTral Né-:'la"'u'e

Suality of Zualicy of serdice
fopl e

2006 2008 2009

Knawledns of
markets

=n=Uality of pecple

=p=011ality of sarvica

=g GEATIIG Mo el

ARyt dsliver
comalas prajects

19/04/2010 CitylQ in association with Northern Trust & BNP Paribas Securities Services




Outsourcing Options ol SEPAREOR

Appetite for Outsourcing

There was very little to report here, with most
respondents attitude to outsourcing being
unaffected by the changes in the market and only
a few reviewing their current arrangements.

We have considerad taking
functions back In-holse

We are considering
altarnative suppliers

Outsourcing Preferences
Organisations that had not outsourced were
equally split as to how they might proceed should
they decide to outsource.

We are satisfied with our
current outsourcing
arrangements

= Component Outsourcing

One Stop Shop

M Stayed the same
[l Shared
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Outsourcing Intentions

Outsourcing intentions by function
The interest in outsourcing additional
functionality (shown here alphabetically) is not
great. Most organisations that responded had
outsourced what they wanted to outsource and
had no plans to go further.
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Outsourcing by functional area

These slides show which areas have been
outsourced by respondents.
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The success of outsourcing by functional area is
shown in the graphs on this page. The results
have been weighted and ranked.

The most successful areas are shown on the
slide on the top right and the least successful
areas on the slide on the bottom right. The size
of each pie represents the number of
respondents for that functional area.




“Be aware of what is the strategy “Think carefully and ensure

of the outsourced provider and you retain the right level of
ensure you are in line with where staff to oversee the provider of
they are going.” the outsourced services.”
“Build a strong “Ensure exact “Make sure that you
relationship where both definition of understand the data
parties see it as a win- KPIs and MIS.” and process
win situation.” boundaries.”
“Make sure you take the time to “Ensure that you select a
get the decisions and provider for which this is an
implementation right, even if it important business, that has a
means not meeting any set strategic view of their operating
deadlines, as outsourcing is for model and senior management
the long term and not readily commitment to continue funding

reversible.” its development.”



The survey was carried out by CitylQ using our in-house tool set. All respondents were asked to
include their email address as part of the survey and were subsequently contacted as a check against
Impersonation.

A small number of responses, deemed to have been submitted by individuals outside of the industry
were discounted from the survey.

Most survey questions were optional. Percentages are shown to reflect the views of the respondents
who answered the question and not the total population of respondents.

Where questions allowed respondents to grade their response (strongly agree, agree etc) the results
have been weighted when presented in graph format.



Q1. What is your organisation's main

Q2. Size in assets under management:

business function?

Retail

Institutional

Private Client

Alternative (Hedge)
Combination of the above
Other (please advise)

< £10bn

£10bn - £50bn

>£50bn

Not known

Not able to disclose or confidential

Q3. How strongly do you agree with the

following statements?  (Options —
strongly agree, agree, neutral, disagree,
disagree strongly. N/A)

Outsourcing deals are usually entered into
by a desire to cut costs

Outsourcing deals are usually entered into
for sound strategic reasons

Outsourcing deals are implemented due
because senior management think it is “the
right thing to do”

The outsourcing market for investment
admin services has reached maturity

Current market pressures will increase the
pressure to outsource

There will be fewer “lift outs” in future now
that service providers have reached critical
mass

The power in the relationship between
companies that outsource and the
providers of outsourced services is shifting
In favour of the outsource providers

Outsourcing adds an initial layer of cost
which will revert to a long term saving



Q4. In your view how is outsourcing
perceived in the market and by the
media?

 Organisations that have outsourced are
generally seen as having made the right
call

« Qutsourcing needs strong oversight by the
client to ensure performance to SLAs

* The press tend to focus on the bad news
and ignore the many success stories that
exist

Q5. What is your perception of the
following providers? (5 = very positive, 1
= very negative, O = no opinion)

 Brown Brothers Harriman

 BNP Paribas Securities Services

e Bank of New York Mellon

o CitiGroup

« HSBC

 JPMorgan

* Northern Trust

« RBC/Dexia

e Societe Generale

e State Street

(Q5. cont.)

Please add any other providers that you
believe should be included:

Q6. Which providers do you believe will still
be offering outsourcing services in 10
years time? (Options — will be around, may
be around, will not be in business, no
opinion on this provider)

— Brown Brothers Harriman

— BNP Paribas Securities Services
— Bank of New York Mellon

— CitiGroup

— HSBC

— JP Morgan

— Northern Trust

— RBC/Dexia

— Societe Generale

— State Street

Q7. Have you outsourced?
— Yes (route to Q8) / No (route to Q24)

Q8. To whom have you outsourced?



Q9. How strongly do you agree with these
statements with regard to your
outsource service provider?

» They are a professional organisation

« They deliver a high quality service

* They understand my industry

e They care about me as a client

e They are trusted advisors

* They are nice people to do business with
« They are committed to service quality
 They have a long term view

* They provide value for money

* Their products are leading edge

* Their support is excellent

* They listen to our views

« They have good people

* They provide us with useful and timely MIS

» Disputes are resolved without recourse to
the contracts.

Q10. To what extent has your organisation
been successful in outsourcing the
following functions? (5 = very successful,
1 = unsuccessful, 0 — too early to say...)

* Investment Accounting

e Fund Accounting

* Client Reporting

* Portfolio Administration

» Dealing

* Pre/Post Trade Compliance

« Transition Management

« Performance Management

« Attribution Analysis

* Investment Analysis

e Pricing Investment Instruments
* Reconciliations

* Fails Management

« Corporate Events/Proxy Voting
 Tax Reclaims

* Regulatory Reporting

« Shareholders Services / Transfer Agency
« Derivatives Processing



Q11. How long a term is your agreement?
« lyear

 3years

e Syears

e /years

e 10years

» Other (please state)

Q12. For how long has your current
outsourcing agreement been in place?

« lyear

e 2years

e 3years
 4years

e Syears

e 6+ years

Q13. Do any of these statements apply to
your organisation? (Tick all applicable)

* Wetried outsourcing but it wasn’'t a success

 We have considered taking some (or all)
functions back in-house

 We are considering alternative suppliers

« Weare satisfied with our current
outsourcing agreements

Q14. Do you have plans for further

outsourcing? (Options - already outsourced,
decision within 6 months, decision within 18
months, may evaluate in the future, consider
business critical & will not outsource, no
plans)

Investment Accounting

Fund Accounting

Client Reporting

Portfolio Administration
Dealing

Pre/Post Trade Compliance
Transition Management
Performance Management
Attribution Analysis

Investment Analysis

Pricing Investment Instruments
Reconciliations

Fails Management

Corporate Events/Proxy Voting
Tax Reclaims

Regulatory Reporting
Shareholders Services / Transfer Agency
Derivatives Processing



Q15. Have the market events of 2008
changed your outsourcing plans?

* Yes — our appetite for outsourcing has
increased

* Yes — our appetite for outsourcing has
decreased

* No - they remain unchanged

Q16. How strongly do you agree with the
following statements ? (5 = strongly
agree, 1 = strongly disagree, 0 = too early
to say)

* Looking back outsourcing was the right
thing for us to do

* We chose the right partner
« OQutsourcing took longer than we expected

« Outsourcing has generated real cost
savings

» The service we get today is better than we
expected

» Choosing a partner with a similar culture
aided our culture

(Q16 cont.)

Choosing a partner with clear published
processes and client communication was
essential to gaining acceptance of
outsourcing

Having consultants involved in the selection
process was a great benefit

The relationship with the service provider is
what we expected

The service providers’ commitment to quality
IS greater than we expected

Outsourcing has constrained our ability to
respond to commercial opportunities

Our level of detailed oversight has reduced
over time

Outsourcing was harder than we thought

We have considered taking some functions
back in-house



Q17. Please rate the performance of your Q18. Which of these factors influenced

provider(s) (5 = excellent, 1 = poor, 0 =no your decision to select your outsource
opinion / not started) service provider(s) (5 = heavily
« Qutsourcing processes influenced, 1 = did not influence)
« Contract negotiation » Previous experiences of using the provider
« Transition management » The provider's relationship approach
« Relationship management « Belief that the provider will deliver what
« Management Information/Performance they promise
reporting * Outsourcing track record
* Problem Resolution and follow-up * Clientreferences
« SLA/KPI conformance « Cost
o Dispute resolution e Consultants recommendation
. Change management * Personal network
« Billing « Their team performance during the
selection process
e Culture

e Qutsourcer’'s executive commitment
* Press reports



Q19. What are your views on the
providers' understanding of
investment management? (5=
excellent, 1 = poor)

« Knowledge of investment management
marketplace

* Quality of service

» Ability to support/deliver complex
projects

e Quality of people
» Operating model for investment
operations/accounting

Q20. Which of the following drivers were
important in your decision to
outsource? (5 =very important, 1 =
unimportant)

e Cost reduction
e Future cost avoidance
* Reduce operational risk

« Toenable us to implement a strategy of
concentrating on our core competencies

* Support or enable expansion/mergers
* Handle rising volumes

« Tobecome insensitive to volume
fluctuations

* Togain access to improved technology

* To partner with someone in an increasingly
complex market

* Enter new markets
e Support new product development



Q21. Having outsourced what benefits do

you believe were obtained? (5=major
benefit, 1 = no benefit)

Cost reduction

Future cost avoidance

Reduce operational risk

Enabled us to concentrate on core
Support expansion/mergers
Handle rising volumes

To become insensitive to volume
fluctuations

To gain access to improved technology

To partner with someone in an increasingly
complex market

Enter new markets
Support new product development

Q22. What advice would you give to an

organisation considering outsourcing?

Q23. Any further comments

Q24. Which of these concerns has informed
your decision not to outsource?

* Loss of control

* Loss of flexibility

* Provider underperformance

* Hidden costs

* Time and cost required to implement

* Knowledge loss

» Loss of Intellectual property/confidentiality
* No suitable provider available

* Other (Please specify)

Q25. If you were to consider outsourcing
which of the following statements would
best describe your Strategic model?

* Afull "one stop shop" model

e Fund Accounting, Middle Office and Global
Custody with one provider and Transfer
Agency with another

« Splitall services across different providers

Q26. Any comments?



