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Summary

We surveyed over 950 executives and conducted secondary research
to determine how firms must respond to forces of globalization

= Where will capital pools emerge?

= What will clients pay a premium for?

Economist Intelligence Unit

= Which organizational models will firms need to adopt to succeed?

= How will the bases for competition evolve?

Scope Approach
= Qur analysis focused on selected financial = We surveyed 955 business leaders from
markets industry participants?: 361 firms*
- Buy side - Qualitative interviews of 209 executives
_ Sell side - Survey of 746 executives, in partnership with
the Economist Intelligence Unit
- Processors _ 32% Americas, 35% EMEA? and 33% Asia

— Others: Corporations, individual investors,
academics, plan sponsors, industry
associations, regulatory bodies, IBM Research

= We conducted secondary research and
developed gquantitative models

Note: Please see appendix for detailed segmentation; Buy side includes institutional and retail asset management inclusive of private banking and the individual investor, Sell side
includes investment banking and sales and trading, Processors include exchanges, ATSs, clearing and custody; 2Firms include financial services firms and non-financial services firms;
85% of business leaders are C-level, EVP or divisional head with the remainder Director, SVP or VP level; 3EMEA is Europe, Middle East, Africa
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| IBM Institute for Business Value

Financial markets depth will double by year 2015 as capital pools disperse;
firms will learn to compete in a more globally networked economy

Summary of Findings

Capital will disperse to newly created marketplaces; firms are unprepared

Market sophistication is the double edged sword

Firms will target opportunities along the global efficient frontier

Introverted organizations will be crushed

Winners will specialize and globally integrate

--E:-

Firms must recognize the importance of culture
in designing tomorrow’s global enterprise.
| IBM Confidential | 10/3/2007
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Results

Most executives view globalization as an opportunity; client reach
Is cited as the largest benefit

Globalization as an Benefits of Becoming
Opportunity or Threat a Truly Global Organization
(Percentage of Survey Respondents?) (Percentage of Survey Respondents?)
80% -
Threat 5%
0\ 70% -
60% -
50% -
40% A
30% A
Opportunity 20% 1
95% 10%
0% - [
Broader More Product/ Sources Scale No benefit
client liquid service of talent efficiencies
base markets innovations
[ current benefits Expected benefits  n=325

-« == | 86% of executives believe that in five years’
" | time, forces of globalization will be a more
important factor in their firm strategy.

Note: 1Executives asked: Does your firm pursue a global business strategy? 2What benefit does your firm derive from being a global financial services provider? In five year's time?
Source: IBM / EIU Survey; IBM Institute for Business Value analysis
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Executive instinct is accurate:; financial markets will increase in

worldwide economic importance

Financial System Depth, 1995-2025
(Investable Assets, $ Trillions)

800
700 -
600 -
500 -
400 -
300 -
200 -
100 -

0 -

1995 2005 2015 2025

Securities

% of GDP 219% 305% 393% 523%

Securities  N/A 8% 9% 9%
CAGR

Deposits  N/A 5% 7% 6%
CAGR

I Currency / Deposits Size B securities! Size

Financial System Flows, 1995-2025
(Inward Stock Flows, $ Trillions)

140 -
120 A
100 A
80 A
60 -
40 A
N
ot . . .
1995 2005 2015 2025
Flows? %
of GDP 48% 59% 74% 102%
Flows N/A% 6% 9% 9%
CAGR

Worldwide nominal GDP growth is projected
to be 5% annually through year 2025.

Note: 1Securities includes equity and fixed income securities; 2Flow CAGR is estimated from 1995-2005 and includes equity and fixed income securities, GDP is nominal GDP

Source: IBM / EIU Macro Model, 2007; IBM Institute for Business Value analysis
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Appendix

Additional growth will be driven by a shift from deposits
to securities as economies mature

Financial System Evolution, 2005-2025

(Investable Assets $ Trillions, Share and CAGR percentages)

Deposits dominate » Securities dominate
500 -
S iti
share 2025 as0 ] 38% 46% 47% 48% 51% 53% 55% | 60%
Securities
CAGR ¥ 4001 17% 6% 18% 8% 17% 11% 8% 8%
Deposits —> 350 H
CAGR ool 1% 4% 14% 4% 12% 8% 5% 7%
250 -

200 A
150 ~

100 - I I l I
52:_L,_I_|_!_,_. = = B .= .==—l

2005 2025 2005 2025 2005 2025 2005 2025 2005 2025 2005 2025 2005 2025 2005 2025
China Japan Russia UK India Brazil EUL us

I Currency/Deposits Fixed Income W Equities

Note: 1EU does not include the UK
Source: IBM / EIU Macro Model, 2007; IBM Institute for Business Value analysis
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Results

Unfortunately, many executives are anxious about their
organization’s ability to respond

How Global are Firms? How Proficient are Firms at
(Percentage of Survey Respondents) Selected Activities?

(Percentage of Survey Respondents?)

Very global Best in class Not best in class
o - |
Governance Model I
Knowledge Sharing| ™
Technology Mgmt. | FE—"
Not very global Talent Mgmt. | FE—
93% _
Alliances| N
Global / Local Balance | I
n=146 0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

n=637

-. 2= | “We are just followers —we continue to follow the herd
without thinking; it's amazing we can make any money at
all.” — CFO, Universal Bank, London

Note: 1Executives asked: Please rate level of importance of global capabilities to firm’s current strategy and level of proficiency for each from 1 to 5; 1=best in class / 5 = poor
Source: IBM / EIU Survey, 2007; Primary interviews; IBM Institute for Business Value analysis
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As financial capital disburses, the opportunity will extend

beyond BRIC

Geographic Financial Capital Dispersion, 1995-2025
(Growth in GDP per Capita vs. Growth in Sophistication)

2.50% -
I
Russi .
: ussia -Ukraine
2.00% - :
Mean gDP/ | Circle size represents
< Capita Growth ! size of equity and fixed
| i i 1
% | income assets in 2025
O 1.50% - I
< 1 S.Korea,
g 1 Mexico
c |/ | China
- 1 ran
s 1.00% - i»Poland ° |ndia Q Mean
2 Japan L@ O e
ol Taiwan Sophistication
o @ O 1 Increase
= (R W A . B =
D o500 { Jrance, . Greece yalndonesia
e Germany, Spain i Ireland
=) Iltaly @ O 4 8Turkey
n I
@ 14— US, UK, Canada, Netherlands
0.00% T T ) T T T 1
0% 2% O 4% 60/:\ 8% 10% 12% 14%
Brazil Chile
-0.50% - GDP per Capita Growth

Note: !Countries selected based on largest 15 economies by asset size in 2025
Source: IBM / EIU Macro Model, 2007; IBM Institute for Business Value analysis
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Leading organizations will recognize the importance of
human capital dispersion across geographies

35% 1~

Share of Universities within top 500

5%

30% -

25% +

20% -

15% ~

10% -

Example Talent Pools, 2006

(Physics and Math Awards vs. Share of Universities)

us

O

Mean Physics
Score

Circle size
represents
population

Mean
University J

Share %)A/Japan

|
|
|
|
|
I
|
|
|
|
|
|
|
|
|
|
: Germany
|

5% | Leanada v _ © .
Ital . r
OA’AUStra“a I S Korea
m ! © QRussia

(OTurkey OPoland , ©Taiwan

125 150 175 200 225 250

Number of Physics and Math Awards
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Results

Market infrastructure may also disperse as market centers
consolidate and mature

- Perceived Mark nter
Turnover Velocity, 1995-2005 erce e.d arket Cente
(Trading Volume to Market Capitalization?) Dominance, 2025
(Percentage of Survey Respondents?)
EMEA3
200% A surpassed
180% - Americas for the
first time in 2005

160% A 20% -
140% -
120% - 15% -
100% A

80% - T~ Asiais | 10% -

e - starting to
60% - close the
5% +
40% 9ap
20% - 0% -
0% ' ' ' ' ' ' ' ' ' ' ' China Mumbai Hong  Dubai None
1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 Kong
Americas — =~ EMEA = - Asia Pacific

[ Americas EMEA M Asia Pacific

== | Deal value of Shenzhen, Shanghai, and Hong Kong, amounted to $53
bn. in 2006 which surpassed UK at $48 bn. and the US at $46 bn.

Note: ITurnover velocity is calculated as the month’s share turnover x 12 / month-end market capitalization; 2Executives asked: Which market centers, if any, will be as dominant or more dominant
than New York, London and Tokyo by year 2025; 3SEMEA is Europe, Middle East, Africa

Source: World Federation of Exchanges, Focus April 2007; BIS; IBM Institute for Business Value analysis

IBM Confidential | 10/3/2007 © Copyright IBM Corporation 2007




| IBM Institute for Business Value

Results

Winners will specialize and build highly adaptable globally
Integrated enterprises, leaving the herd behind

Recommendations

= Align portfolio with emerging revenue pools
= Eradicate client disconnects

= Reconsider role in industry

= Stop squandering scale

=  Win minds

:g. Culture is cited as the number one enabler to
succeed in a more global economy.

IBM Confidential | 10/3/2007
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Ultimately, firms must decide which revenue pools to
target based on their risk appetite

-ul
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2015 Estimated Revenue

Growth?

18%

16%

14%

12%

10%

8%

6%

4%

2%

0%

Risk vs. Revenue Projections

Structured
= product
‘creatlon

@>Sell side
processing’

Pr|n0|pal4

High Growth

Pre-trade®

4 R —

e '/:l/’}

o=

1 2 3 4 5 6 7 8 9
2011 Estimated Risk?

O

Legend

Circle size
represents 2015
revenue size

Grey: Large demand, high
sophistication, low risk
veteran markets®

Blue: Small demand,

medium sophistication,
medium risk prospect markets,
e.g., South Korea®

Orange: Small demand, low
sophistication, high risk
prospect markets, e.g., China?®

Green: Globally
immature markets

Black: Globally mature
markets

Note:!Risk is measured on a scale of 1-5 where 1=low and 5=high, normalized product risk based on volatility of ROE for product category, country risk is five year/medium term risk, revenue growth
is compounded annual growth rates, global is indicative of activities that have limited margin and revenue growth differences across regions; 2Alternatives includes hedge funds and private equity;
3SMA is separately managed accounts; 4Principal includes client principal trading and proprietary trading, Agent is client trading; 5Pre-trade is middle office sourcing, securities lending, performance
analytics, risk and compliance services; ¢Post-trade is custody and fund accounting; 7Sell side processing includes any organization that generates revenue from processing instruments on behalf of
broker-dealer organizations; 8Trading networks include any organization that generates revenues from transaction or listing fees, e.g., exchanges; ? Veteran includes US, Japan, France, UK,
Germany, Blue prospect includes S. Korea, Spain, Poland, Ireland, Greece, Mexico, Chile, Orange prospect includes China, Russia, Ukraine, Iran, India, Turkey

Source: IBV profit map model; IBM Institute for Business Value analysis
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Aligning around these opportunities will require a solid
understanding of the capabilities clients will pay for

Corporates vs. Broker Dealer Disconnects Interpreting the
(Percentage of Survey Respondents) Disconnects

40% . Respondents agree, advice, superi(_)r
execution and service excellence will

35% . ~® Advice be key in a more global marketplace

Global Risk _ Superior _
30% expertise ~ Quality  executl Performance = Broker dealers are viewed as under
products e - - ¢ investing in global footprint, risk

250 Global N\
’ footprint 4 = =‘/—_ =

PR ice excellence expertise, and balance sheet renting

Corporates Ranking of Value!

20% Big balance ®= = — —@ Market insight . Investment in performqnc_e,
Sheet I — Reputation reputation and market insight appear
. : :
15% Best-of- to ylgld marginal r_eturns, once a
certain threshold is reached
10%
= Specialization and quality of
5% n=186 individual products will be valued
0% over one-stop shop and best-of-

r iness model
0% 5% 10% 15% 20% 25% 30% 35%  40%  45% breed business models

Broker-Dealer Perceived Value to Clients?

€ Combined ranking = = Under investment == == Over investment

Note: 1Executives asked: What will your firm pay its financial service providers a premium for; 2Executives asked: What will your clients pay financial markets providers a premium for
Source: IBM / EIU Survey, 2007; IBM Institute for Business Value analysis
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Appendix

However, most firms struggle to understand what clients
will value most in a more globally networked economy

Asset Manager vs. Broker Dealer Disconnects Interpreting the
(Percentage of Survey Respondents) Disconnects
E 60% = Asset managers are emphasizing
= : the importance of superior execution
= 50% and the fact that they will pay for this
; ; the future
S 40% M Superior = Client respondents continue to point
arket : .
S insight execution e out the need for superior market
0 30% > - - ¢ insight and ideas
o Best-of- /4 Performance _
= breed "® -® Reputation = Despite the fact that asset managers
= 20% | one-stop - —0;»‘\ _ Service state they are going increasingly
= shop %iék, Quality of ' llence global, they rank global footprint in
T 10% | a0 prpeitise products the bottom half of factors
a L J Global footprint ) )
< Big balance sheet n=293 = Clients view the one-stop shop as
0% : the least important factor
0% 10% 20% 30% 40% 50% 60%

Broker-Dealer Perceived Value to Clients?

€ Combined ranking = = Under investment == == Over investment

Note: 1Executives asked: What will your firm pay its financial service providers a premium for; 2Executives asked: What will your clients pay financial markets providers a premium for
Source: IBM / EIU Survey, 2007; IBM Institute for Business Value analysis
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Executives believe that more globally diversified universals will be
positioned to win; historic performance reveals the opposite

Firms Most Likely to Succeed, 2006 Performance, 1996-2005
(Percentage of Survey Respondents?) (Historical Profit Margin and Revenue Growth)

Universal Banks?

| Specia”sts
. I -
Wall Street/Tier 1 broker-dealers m— - 26.0% : .
I - —
Boutique alternative investment managers s— D L4 0% 1
L —— g U |
Integrated asset managers/distributors s s Mean 5 Year Average "
Retail/Inst blend asset mManagers D 22.0% 1 Operating Margin |
. — = 20.98 % 1
Discount brokers  sem— w - ————m———————
I — 0% -
Retail-oriented asset managers s 8_ 200% . |
o . — Universals I Mean 5 Year Revenue
Institutional-oriented asset managers = 8 18.0% - | Growth
' 0
Long-only asset managers = % ’ : 6.58 %
Single asset class specialist asset managers s w Buy-side D 16.0%- I
— Sell-side > I
Integrated asset managers/processors BN Processors < I
i ] 14.0% T T T T T |
Regional broker-dealers - : : : : , 50% 55%  60% 65% 7.0% 75%  8.0%
0% 5% 10% 15% 20% 25% 30% Average Revenue Growth

=632
n=63 Circle size represents 2006

revenue size

Note: 1Executive asked: What firm types do you think will deliver the greatest value (shareholder/owner returns) in a more global financial market: 2Universal is organization that generates
between 25-65% of profits from retail banking, insurance, private banking or any combination thereof and between 25-65% of profits from wholesale businesses
Source: IBV / Economist Intelligence Unit Survey; Thomson One Banker; Annual reports; IBM Institute for Business Value analysis
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Universals may be playing the wrong game

Future Drivers Of Shareholder Value Creation
(Percentage of Survey Respondents?)

UNIVERSALS — SPECIALISTS —
FUTURE DRIVERS ADVANTAGE ADVANTAGE
— Global risk expertise ]
T Global business model agility T
Top Superior execution !

Drivers Consistent client service
Brand / reputation
Knowledge of client needs

Superior capital / financing o
T Quiality of individual products :j
Bottom Cross-border coordination ::]
Drivers Personalized client relationships ﬂ:

Best-of-breed provider

A One-stop shop provider

T T T T T T T T T T T T 1 n:636
0% 20%  40% 60% 0% 20%  40% 60% 0% 20%  40% 60%

Superior Capability ___7 Inferior Capability

1Question asked: Which attributes do you think will be most critical to creating shareholder value in a more global financial market? Which type of firm will have an advantage
Source: IBM / EIU Survey; IBM Institute for Business Value analysis
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Few financial markets firms operate globally

Transnational Index By Industry, 2005
(Weighted Ratio of Foreign to Total Firm Sales,
and Assets by Industry)

Food and Beverages
Mining and Quarrying
Diversified

Consumer Goods

Retail

Motor Vehicles
Pharmaceuticals

Electrical / Electronic Equip.
Metals and Metal Products
Chemicals
Telecommunications
Computer / Related Activities
Petroleum

( Financial Markets
Wholesale Trade

Tobacco

Electricity, Gas and Water
Transport and Storage

|

0% 20% 30% 4% S0%  60% 0%

=
=

n=130

Which Firms are Truly Global?
(Percentage of Survey Respondents?)

Non-Financial Markets ‘

Total?: 79% Total®: 21%

v .

[
General Electric [ HsBC
IBM [ citigroup
Coca Cola I Goldman Sachs
McDonald's I Fidelity
Unilever | Merrill Lynch
Other  Other

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

n=190

Note: 1Executives asked: In your opinion, which firms are truly global?; 2 Total represents number of respondents that answered ‘no financial markets firms are global’; 2 Total represents number of

respondents that articulated financial markets firms as being truly global

Source: World Investment Report 2006(UNCTAD)/ Company Annual Reports/Thomson One Banker and other SEC filings
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Results

Redefining the organizations along three operating pillars will be

critical

The Globally Integrated Enterprise

Global Asset Leverage

NS

Leverages the power of global
best-of-breed assets across
value chains, industries,
geographies

From local & custom labor-based

services to global intellectual
property & asset-based services

20 | IBM Confidential | 10/3/2007

EsniACAE eIl Open Collaboration

Assembly
Taps into a universe of modular Manages and secures value via
capabilities to rapidly assemble structured collaboration within an
and deliver tailored solutions and open ecosystem of partners

flawless execution to clients . |
From simple value chain

From functional and proprietary to management to specialization within
dynamic, modular capabilities, that an open network of aIIiancgs_,
balance global efficiencies with shared risk and control, and joint
localized touch Innovation
.= | “The new operating models are based on integration,

===* | cooperation and an exchange of resources — and above
all are focused on the requirements of the global client.”
- CEO, Large universal bank, Zurich

A
i

© Copyright IBM Corporation 2007
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Two-thirds of executives agree, their ability to manage the
core assets of a globally integrated enterprise is limited

Significance vs. Proficiency of Global Operating Capabilities
(Percentage of Survey Respondents?)

Global Asset Leverage Dynamic Capability Assembly Open Collaboration

100% ] i i
1 : :
80% - = |
g - : e
60% — i i -
- /| !
40% | | E
20% A i i
i n=636
O% | |
Global Globally Wage Flexible Component Global/ Govern- Knowledge Specialization
Mgmt.  Optimized Arbitrage Architec- Capabilities Local ance / Risk Sharing / / Open
Team  Resources ture Balance Mgmt. Innovation  Alliances
1 = significance = Gap = Moderate to Poor Proficiency I=GOOd Proficiency I = Bestin Class

INote: Executives asked to rate level of importance of global capabilities to firm’s current strategy and level of proficiency for each from 1 to 5; 1=best in class / 5 = poor
Source: Executive Surveys; Primary interviews; IBM Institute for Business Value analysis
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Managing culture will be a key enabler to becoming globally
integrated and enabling successful global delivery models

Barriers to Becoming a Global Integrated
Organization
(Percentage of Survey Respondents?)

Weak Other 10%
standards \
adoption  ™~__ Culture -
8% fiefdoms
Size — 28%
8%

Lack of global — Culture —
mgmt. 13% resistance to
/ change 18%
Technology
not
integrated
15% n=146

Attributes Of The Globally Integrated Enterprise

Requiring A Cultural Mindshift
(Percentage of Survey Respondents?)

Global
consistency 6%  Gjohal mgmt.
Staying power 6%

team 19%
Brand 6%

Local flexibility 8%

Greater
degree of
Greater degree of centralization
specialization 9% 17%
Alliances Optimized
11% talent across

geographies

12% n=146

Note: 1Executives asked: What are the largest barriers preventing globalization; 2Executives asked: What are the winning attributes of a globally designed organization

Source, Primary Interviews, IBM Institute for Business Value analysis
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Results

Firms must determine how prepared they are to take advantage of
global opportunities and compete against new global players

Key Considerations

= To what degree are you able to quantify the opportunity of going global?
Opportunity cost of not going global?

= How will you specialize around what clients will pay for, given your capabilities?

= How will you learn to harness the power of global assets, greater agility and
more open alliances to profit from globalization?

= How will you overcome the cultural barriers that often prevent firms from
specializing and becoming more globally integrated?

23 | IBM Confidential | 10/3/2007 © Copyright IBM Corporation 2007
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Appendix

Dramatic change fueled by globalization will require a significant
mindset shift

Definition of Globalization and Example Industry Statistics

Butterfly effect is no longer centered '
on the US markets considering the

Rolls-Royce Beijing had the
February 27th worldwide downturn \ : i

highest sales in the world for the |

triggered by China ’ first time in 2006 f
T e Globalization is defined e

e macro level as the
investment, trade

In 2006, China and London f
surpassed New York in IPO listings ||

for the first time in history?! ' |
e i J |

In 2006, the number of individuals in
the Middle East with more than $1
million in financial assets climbed 10% |
to 300,000. This is expected to rise to
1.8 million by 2010

e )

Asia’s share of world GDP is restoring: share was ; India has the highest number of billionaires in Asia,
59% in 1880, 20% in 1950, 27% in 2007, 34% in 2025 | elbowing Japan into the second spot, according to |

Forbes’ 2007 rankings '

Note: 1Deal value of China's three largest exchanges: Shenzhen, Shanghai, and Hong Kong, amounted to $53 billion in 2006. This surpassed UK at $48.3 billion and the $45.8
billion produced by the combined NYSE and Nasdagq; Asia share is measured in nominal GDP, data is from HSBC report and EIU Macro Model; Competition — this is nominal GDP
annual compounded growth rates. Source: Deal value from Big Board, WSJ Online December 2006; billionaires from

http://www.financialexpress.com/fe_full _story.php?content id=157340; Rolls-Royce is from Rich Chinese Fancey Luxury Cars, WSJ Online, April 2007; Middle East millionaires from
“All that glisters....” The Economist. December 16, 2006. IBM / EIU Macro Model, 2007; IBM Institute for Business Value analysis
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The pace of globalization will be influenced by levels of
country sophistication

Sophistication Factors of Financial Sector,
1995, 2007, 2015, 2025

(Sophistication! Index Rankings)

Sophistication leaders

v
A

Sophistication laggards

Switzerland UK USA Denmark Canada  Argentina China Ukraine Saudi Iran
Arabia

[ 1995 20072 W 2015 W 2025

Note: 1Sophistication is measured on a scale of 1-5 where 5=most and 1=least, sophistication factors include interest rate spread, market distortions, open-ness to foreign investment, open-
ness to product creation, use of indirect instruments, access to financing, monetary stability, regulation quality, liberalization, market capitalization, refer to appendix for methodology;
2Rankings based on highest and lowest countries as of 2007

Source: IBM / EIU Macro Model, 2007; IBM Institute for Business Value analysis
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Introverted organizations will be harder pressed to profit

from capital shifts

Firms Lack Understanding
of What Clients Value Most?

Alignment

(3 outof 12 -
capabilities)
25%

Disconnects
(9 out of 12
capabilities)

75%

n=479

The Need to Be Extroverted
(Percentage of Survey Respondents)

Benefits of Partnering Extend Changing Nature of Competition
Beyond Pure Wage Arbitrage? Demands Global Market Focus?
Wage .
17% models
27%
New product
innovation
29% Traditional
competitors
53%
Source of
talent
Prospect
21% market
Scal entrants
>cale 20%
efficiencies
. 2% n=324 n=629

;n- We are the most introverted industry in order to keep information

proprietary.” — Senior Strategist, Investment Bank, London

Note: 1Executives asked: What will your firm (does your client) pay a premium for in a more global financial market; 2Executive asked: What benefits do you expect your firm to derive from
specializing and building global alliances; 3Executive asked: Which type of organizations do you think will present the largest threat to your firm’s business model in the future
Source: IBM / EIU Survey, 2007; IBM Institute for Business Value analysis
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Not all markets are created equal

35 4

30 A

25 4

20 ~

Risk Level

10 A

Projected Risk and GDP Per Capita Return, 1995-2015

Mean 10 Year GDP Per
0,
Capita Growth

Low retums (e.g., . !...!.ndia’ Russia) .
Argentina, Indonesia) ’

Mean 10 Year Risk

Low returns (e.g., Brazil, | Index Level

Thailand, Saudi Arabia) |

Medium returns (e.g., South
Korea, Poland, Chile)

Low returns, small demand (e.g.,

Low returns, large demand )
9 Belgium, Denmark, Norway)

(e.g., US, UK, Japan)

0%

2% 4% 6% 8% 10% 12% 14%

GDP per Capita Growth

Legend

Circle size represents size
O of equity and debt assets

in 2025*

Grey: Large demand, high
sophistication, low risk
veteran markets?!

Blue: Small demand,
medium sophistication,
medium risk prospect markets®

Orange: Small demand,
low sophistication, high
risk prospect markets?

Note: Veteran includes US, Japan, France, UK, Germany, Blue prospect includes S. Korea, Spain, Poland, Ireland, Greece, Mexico, Chile, Orange prospect includes China, Russia, Ukraine,

Iran, India, Turkey

Source: IBV profit map model; IBM Institute for Business Value analysis
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This will become increasingly critical as clients extend
their focus beyond domestic borders

Eradicate

disconnects

Corporates Pursuing Global

Strategy, Revenues and Footprint
(Percentage of Survey Respondents)

Will be in the futur? 7%

Globalization is
not important to —
strategy 8%

Is important to
strategy 85%

Foreign Revenues! Global Presence?

119%} L 8%
Today 46% Gap! 99%; | Gap
> -

n=103

Asset Managers Pursuing Global

Strategy, Revenues and Footprint
(Percentage of Survey Respondents)

Will be
important in the
future 28%

Is
important
to strategy
Globalization is not 61%
important to
strategy 11%

Foreign Revenues!  Global Presence?

In 5 Years

L 10% '
26% ! | 20% 17%
Today oi \ Gap | Gap'!
|’: ' >

n=124

Note: Foreign revenues is defined as revenues over 50% generated outside domestic market; 2Global presence is defined as presence in more than 20 countries

Source: IBM / EIU Survey, 2007; IBM Institute for Business Value analysis
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However, most firms struggle to understand what clients
will value most in a more globally networked economy

High Net Worth vs. Wealth Manager Disconnects
(Percentage of Survey Respondents)

60%

50%

40%

30%

20%

10%

0%

High Net Worth Ranking of Value?!

Execution 4p=

Confidentiality ‘ _______

and securit
y Advice @ = =

- =& Referrals
= & Performance

0% 10% 20% 30% 40%

Wealth Manager Perceived Value to Clients?

€ Combined ranking = == Under investment

= == Qver investment

Interpreting the
Disconnects

Clients are emphasizing the
importance of superior
execution and the fact that they
will pay for this in the future

Clients point out the need for
confidentiality and security as
well as high quality investment
advice

Clients select on the basis of
guality of client service and
delivery versus image, which
the wealth managers view as
paramount

Clients view performance as
the least important factor

Note: 1Executives asked: What will your firm pay its financial service providers a premium for, HNW is defined as an investor with investable assets of more than $1 million; 2Executives asked:
What will your clients pay financial markets providers a premium for

Source: IBM European Wealth Management Report, 2005; IBM Institute for Business Value analysis
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Appendix

Firms will leverage key capabilities that accelerate
cultural integration and drive enhanced value

Top Drivers Of Shareholder Value Creation In a Value Creation Accelerators

More Global Financial Market Superior Risk Management

(percentage of Survey Respondents, Rankingsl) . Rea!ljtime global visibility of enterprige risk
positions across all assets classes via

executive dash board

Deal Team Collaboration

Global risk expertise _ * Tools for virtual teaming among global
teams — maximize knowledge and skills
Global business model agility - * “Virtual deal-team”
. . Superior Execution
Superior execution ) ]
» Global “best price” execution platform that
] ) ] supports Regulation, e.g., NMS (U.S.),
Consistent client service - MiFiD (Europe)
Brand / reputation - Service Excellence
» Globally integrated client management with

Knowledge of client needs - distinct service policies in each country, yet
ability to provide a global view

| , ; ; ; ; :

0% 20% 40% 60% Knowledge of the Client

 Single view of client relationship globally
across the service provider’s entire
organization

Note: 1Executives asked: Which attributes do you think will be most critical to creating shareholder value in a more global financial market? Which type of firm will have an advantage?
Source: IBM / EIU Survey; IBM Institute for Business Value analysis
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Results

Firms must learn to specialize

[
[
A
"

Focus on core strengths and partner for everything else

Business Component Decision Matrix

Support Strategic
Component Component
~Internal @ Manage to meet Invest in and
Specialization the needs of expand to gain

strategic
components

advantage

Partner
Component

Develop alliances
to meet critical
business

requirements

External
Specialization

Non-Differentiating

Differentiating

Component Decisions Applied to FM Firm (lllustrative)

Insight Front Office

Strategy & Service Sales

Planning

Advisory

Manufacturing/Trade Support

Product Mfg Research Fin Mgmt

Governance

Processing (Back Office)

Trading Processes?! Compliance

EEEEEEE

Infrastructure

Facilities HR

.- - -

Note: 'Trading processes in this scenario would be leveraging the utility for some but not all trading processes;?IT infrastructure in this scenario would be leveraging

the utility for some but not all IT components
Source: IBM Institute for Business Value analysis
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Results

The quest to optimize global resources and achieve wage arbitrage
will drive heated growth in offshoring, particularly, from key markets

Growth in Global Service Delivery

Market
(USD $ Billions)

IT Offshore  BPO IT Offshore  BPO

Current Market?! Projected Market
(2010)

[ India Others (China, Ireland, Mexico,
Philippines, Russia, E. Europe)

1Current Market: April 1st, 2004 to March 31st, 2005
Source: NASSCOM; McKinsey; IDC, 2005
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Example: IT Offshore Services Imported by
the US and W. Europe

United States

(USD IT Imported Services Ranking, Millions)

W. Europe

CEE

China

Latin
America

MEA

ROW

14% 4-Year
CAGR

644

218

187

109

509

rot I o

l 183

| 14

17% 4-Year N/A
CAGR

N/A
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Results
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Firms are increasingly focused on skill arbitrage as a way to
iIncrease leverage of global assets...

Cost Savings Achieved by Offshoring in

Financial Institutions
(Percentage of cost savings?)

80

70

60

50
Average 40% Average 36%

40 ST —— e
AT BT Average 41%

30
Average 32%

20

10

2003 2004 2005 2006

* Upper Quartile — Lower Quartile  —-- Average

Top Factors in Selecting an Offshore
Location
(Percentage of Financial Market Respondents?)

HR / Regulatory

flexibility \

Other
Availability
of skills

Transportation

infrastructure 17%

Multilingualism

General business
environment

Market Cost of "
ke osto
ProXIMity nternational  agifled
profile labor

Note: 1Executives asked: When evaluating a location, what factors do you place the greatest emphasis on?
Source: IBM BCS Plant Location International, Global Location Strategy Services; 19 Mar 03. 2 Deloitte Global Financial Services Offshoring Report, 2007
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...and are continuing to reassess the balance between

captive vs. vendor services

Front Office

Operations &

Infrastructure

Financial Markets Offshoring
Landscape In India

Captive

Vendor

Trade Analytics

Credit Risk Management
Market Risk Management
Mortgage Originations
Mortgage Pool Analysis
Equity Research
Quantitative Research
Macroeconomic Research

Financial Modeling / Quant
Research

Company / Equity
Research
Fixed Income Research

Investment / Market
Research

Legal Services
Credit Decision Support
CRM Analytics

Financial Accounting
Cash Management
Treasury Operations
Reconciliations
Securities Settlements
Derivative Settlements
Mainframe Support

IT infrastructure
Accounts payable

Billing and Accounting
Treasury and Tax Mgmt.
Data Analytics

Financial Operations Risk
Mgmt

Price Benchmarking
Credit / Rates Derivatives

Reference Data
Management

Example Framework for Global
Deployment Decisioning

Functional Analysis

High-level
Competitor and
Functional Analysis

= Performed by peers / other companies?

= Confidentiality or IP issues?

= Regulatory restrictions?

= Physical proximity requirements to clients?
= SLAs can be easily defined?

= Activities can ble “procedurized™?

Opportunity
Assessment

Opportunity Analysis

= Scale of processes, size of opportunity?
= Lower wage and overhead costs?

= Access to high-quality services?

= Access to skilled talent pool?

= Transaction / migration costs?

Readiness? Institutional risks?

OFFSHORED TO
PREFERRED

VENDORS

OFFSHORED TO
CAPTIVE

Source: Deutsche Bank, Opera Solutions Analysis
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Vendor

= Access to required / specialist skills?
= Requirement for flexible staffing levels?

= Vendor pricing attractive?

= Can vendor deliver better quality?
= Requirement to retain management and control of

process?

Captive

= Regulatory restriction prevent offshoring to 3 party?
= Captive pricing attractive? Deliver quality?

= Requirement to retain management and control of process?

= Better acceptance by client vs. with vendor?
= Confidentiality better guaranteed?
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A number of factors will drive the decision to consider other
markets

Comparison of Offshore Locations

English voice ()
IT ()
BPO [
Hourly wage : 7X EMs
Avg work hours: 1,869
Cultural Fit ) European voices ()
Education System o European IT and
Labor Pool o BPO o _ _
- Chinese voice [ )
| Hourly wage : $3.81 & English voice O
. . BPO O
ISTpanlsh voles C.| -3 Cultural Fit [ ) T o
Education System [ ) BPO ® Hourly wage : $3.50
BPO D :
Labor Pool [ English voice ® # CMM5 Co’s (2003): 7
Hourly wage : $5.38 Avg work hours: 1,958
Avg work hours: 1,869 Hourly wage : $2.40 _
# CMMS5 Co’s (2003): 60 Cultural Fit O
Cultural Fit () Avg work hours: 2,347 Edtl)JcatlonISystem 8
Education System (D Cultural Fit D LaborPoo
L Pool
abor Poo O Education System @
Labor Pool ()
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IBM Institute for Business Value
Fact-based strategic insights for senior executives

This study is a product of the IBM Institute for Business Value (IBV). The IBV provides senior
executives with strategic insights that address critical challenges faced by organizations in
their quest for business value in today's rapidly-changing, technology enabled environment.
The Institute provides research and analysis, dialogue with industry experts, and client
events focused on critical industry and cross-industry issues.

About the Institute

Formed in 2001, the IBM Institute for Business Value is staffed with experienced industry
consultants worldwide with primary offices in Cambridge (Massachusetts), New York, and
Amsterdam. Throughout the year, IBV teams collaborate with business executives from
leading companies and with IBM professionals on studies that can help you to:

Anticipate industry changes
Identify and assess strategic alternatives
Quantify the expected return on key initiatives
Formulate roadmaps for moving forward
Determine the best metrics for measuring success.

For more information, contact ibv@us.ibm.com
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