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Private Wealth Pathway
Learning Module 1
The Private Wealth Management Industry

\/ LOS: Discuss the typical business models of private wealth management service providers and
| their segment-based strategies.

LOS: Discuss typical fee, revenue, and compensation structures prevalent in the private wealth
management industry.

LOS: Discuss how various advisers, consultants, and professionals support private wealth
managers and their clients.

LOS: Describe and evaluate regulatory and compliance considerations influencing the private
wealth management industry.

Business Models and Strategies

\/ LOS: Discuss the typical business models of private wealth management service providers and
| their segment-based strategies.

History of Private Wealth Management

Private wealth management evolved from ancient civilizations to modern times, adapting to meet the
complex needs of wealthy individuals and families. After World War Il, globalization and the rise of offshore
financial centers (OFCs) offered legal asset protection and tax planning.

Regulatory reforms like the Sarbanes-Oxley Act and the Markets in Financial Instruments Directive (MiFID)
increased transparency. The 2008 financial crisis prompted further significant reforms promoting oversight
and transparency, like Dodd-Frank in the US and MiFID Il in the European Union (EU).

Switzerland’s private banking, long known for secrecy, adapted after the 2008 crisis. The 2014 Common
Reporting Standard (CRS) of the Paris-based Organisation for Economic Co-operation and Development
(OECD) mandates rigorous reporting and compliance that reduce the attractiveness of Swiss banks for
confidential asset protection.
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Industry Segments Today

Wealth management is influenced by demographics, geography, culture, and capital market trends.
Elements of social infrastructure, like health care and retirement benefits, also shape key services in
various categories such as:

Private wealth: Assets including real estate, equities, and bonds that are owned by wealthy individuals
or families and managed by financial professionals

Wealth management: Service that combines financial and investment advice, accounting and tax
services, and legal and estate planning

Private banking: Personalized financial and banking services for high-net-worth individuals, including
investment management, tax planning, and estate planning

Asset management: Focuses on managing investments and providing specialized

investment strategies

Wealth manager/adviser: A certified professional (e.g., private banker, client adviser, wealth adviser)
who provides financial planning, investment management, and other financial services

Offshore versus Onshore Wealth Management

Offshore wealth management involves providing financial services to clients in jurisdictions different from
their country of residence. These services often cater to wealthy individuals seeking benefits such as tax
efficiency, legal advantages, and enhanced privacy.

Advantages

Tax benefits: Offshore financial centers (OFCs) frequently offer lower tax rates or tax exemptions on
certain types of income, attracting high-net-worth individuals looking to minimize their tax liabilities.

Confidentiality: Many offshore jurisdictions have strong privacy laws, ensuring the confidentiality of
financial and personal information. This is particularly appealing to clients seeking discretion.

Asset protection Offshore structures can provide legal safeguards against political instability, creditor
claims, and potential litigation in the client’s home country.

Diversification: Offshore accounts allow clients to diversify their investments geographically, reducing
exposure to the economic and political risks of their home country.

Estate planning: Offshore entities such as trusts and foundations are commonly used for estate planning,
helping to manage inheritance issues and facilitate the smooth transfer of wealth across generations.

Popular Offshore Financial Centers

Switzerland: Known for its strong banking secrecy laws (though these have been somewhat relaxed in
recent years), sophisticated financial services, and political stability

Singapore: Offers a robust financial infrastructure, favorable tax regime, and political stability, making it
a preferred destination for Asian and global investors

Cayman Islands: Popular for hedge funds and other investment vehicles due to the territory’s policy of
zero direct taxation and its well-developed legal framework for financial services

Luxembourg: Known for its investment funds and wealth management services, with favorable tax
treaties and regulations that attract international clients

Regulatory Considerations

e OECD common reporting standards (CRS): These standards are implemented to combat tax evasion,

requiring automatic exchange of financial account information between jurisdictions.
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Anti-money laundering (AML) regulations: Offshore centers must comply with international AML
standards, impacting client due diligence and reporting requirements.

Fiduciary duty: Wealth managers are legally and ethically obligated to act in the best interests of their clients.

Data privacy: Compliance with data protection laws, like the General Data Protection Regulation
(GDPR) in the EU, is crucial to ensuring the confidentiality and security of client information.

Onshore wealth management involves providing financial services within the client’s primary country of
residence. These services are designed to meet the needs of domestic clients, including high-net-worth
individuals and families, within the regulatory and legal framework of their home country.

Advantages

¢ Regulatory familiarity: Clients benefit from operating within a regulatory environment they are familiar

with, reducing complexity as well as compliance risks.

Accessibility: Onshore services are more accessible for clients in terms of physical proximity and legal
jurisdiction, facilitating easier communication and management of assets.

Reputation and trust: Onshore institutions often have established reputations and long-standing
relationships with clients, fostering trust and a sense of reliability.

Integrated services: Onshore wealth managers can more easily integrate local services such as
tax planning, estate planning, and legal advice, tailoring those services to the domestic legal and
fiscal landscape.

Support for domestic investments: Onshore wealth management often includes support for investment in
local opportunities, which can benefit clients interested in supporting their local economy or familiar markets.

Key Considerations

Taxation: Clients must comply with the tax laws of their home country, which may be less favorable
than those in some offshore jurisdictions.

Regulatory compliance: Stringent local regulations may impose more rigorous reporting and
compliance requirements on onshore wealth management services.

Privacy: Onshore services may not offer the same level of confidentiality as some offshore jurisdictions
due to local transparency and reporting requirements.

Wealth Management Participants

Universal (i.e., global) banks: Offer wealth management as part of a broader range of services
Local banks and trusts: Include retail and wealth management services

Private banks and trusts: Primarily focus on wealth management

Investment banks: Provide specialized services for ultra-high-net-worth individuals

Digital and direct banks: Use digital platforms for automated investment advice

Brokerage firms: Facilitate market transactions, often with low fees

Asset and fund managers: Focus on investment products rather than comprehensive
wealth management

Independent advisers: Operate independently or with larger entities for additional resources

Family offices: Manage financial matters for ultra-high-net-worth families, either as single-family or
multi-family offices
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Competitive and Strategic Drivers: Porter’s Five Forces

Threat of new entrants: High regulatory barriers and the importance of trust and reputation make
entry difficult. Established firms benefit from economies of scale and reputation. Family offices and
robo-advisers serve the ultra-high-net-worth (UHNW) and high-net-worth (HNW) segments by offering
personalized service and lower costs.

Bargaining power of buyers: UHNW individuals, who have significant bargaining power due to their
substantial wealth and available alternatives, often demand highly personalized services.

Bargaining power of suppliers: Suppliers such as tax advisers, legal specialists, technology providers,
custodians, and asset managers have varying levels of bargaining power.

Threat of substitutes: New options for wealth management include self-directed investment platforms,
robo-advisers, and family offices (for either a single family or multiple families).

Competitive rivalry: Firms compete for clients based on performance, as well as the quality and
breadth of offerings.

Implementation Strategies in Private Wealth Management

Private wealth management firms adopt a variety of business models to cater to the diverse needs of their
clientele. These models are designed to provide comprehensive financial services, ensuring clients receive
the necessary support for their financial goals.

One prevalent model is comprehensive wealth management, which integrates financial and investment
advice with tax, legal, and estate planning services. This approach is particularly effective for high-net-
worth individuals (HNWIs) and ultra-high-net-worth individuals (UHNWIs), who often have complex financial
needs that require holistic solutions.

Segment-based strategies are also widely used to tailor services to specific client groups:

For mass-affluent clients, digital platforms and automated advice solutions like robo-advisers are
common. These services emphasize scalability and cost efficiency, making professional financial
advice accessible to a broader audience.

HNWiIs typically demand more personalized services. This includes customized investment strategies,
detailed tax planning, and thorough estate planning. Such clients often prefer trusted advisers with a
strong reputation and a personal touch.

UHNWIs require the highest level of customized services. This segment is often served by family
offices, private banks, and specialized advisers who provide discreet and comprehensive management
of complex financial affairs.

Private wealth management firms may employ various fee and revenue structures to align their interests
with those of their clients:

Asset-based fees: These fees are calculated as a percentage of the assets under management (AUM),
encouraging advisers to grow the client’s portfolio.

Performance-based fees: These are tied to the investment performance, motivating advisers to
achieve superior returns.

Fixed fees: These are applied for specific services like financial planning or legal advice.

Commission-based fees: These fees are earned from selling financial products but are less common
due to potential conflicts of interest.
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Compensation structures within private wealth management firms are designed to attract and retain
top talent:

e Salaries: Fixed compensation ensures stability for advisers and support staff.
e Bonuses: Performance-related bonuses reward employees for meeting client and firm objectives.

e Equity participation: Allowing key employees to share in the firm’s success fosters long-term
commitment and therefore aligns with clients’ interests.

Private wealth managers depend heavily on a network of specialized professionals to deliver a
comprehensive range of services:

e Tax advisers optimize tax efficiency and ensure compliance with domestic and international tax laws.
e | egal specialists handle estate planning, trust formation, and other legal matters.

¢ Investment consultants provide strategic investment advice and portfolio management.

e Accountants ensure accurate financial reporting and compliance with regulatory requirements.

¢ |nsurance experts provide advice regarding risk management and insurance solutions.

e Philanthropic consultants help clients achieve their charitable goals and maximize the impact of their
philanthropic efforts.

Private Wealth Management Fee Structures

\/ LOS: Discuss typical fee, revenue, and compensation structures prevalent in the private wealth
management industry.

The study of private wealth management fee structures delves into the various compensation models
prevalent in the sector, emphasizing higher fees compared with retail banking. Regulatory mandates require
advisers to routinely disclose all fees to clients; this promotes transparency and compliance with local
reporting rules.

Business Models and Revenue Sources

Wealth management firms generate revenue through different business models that are influenced by
market conditions, firm size, geographic presence, and staff efficiency. Revenues may be:

e recurring (i.e., originating from regular portfolio management, investment funds, custody services, and
tax planning) or

e nonrecurring (i.e., resulting from life events like death or divorce or from special client-
requested projects).

Additionally, revenues for wealth management firms are classified as:

¢ fixed revenues (i.e., periodic service fees) or

e variable revenues (i.e., fees from transactions or assets under management [AUM]).
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Several external factors influence the growth of wealth management firms:

Global capital markets: Firms may have increased sensitivity to macroeconomic and geopolitical
developments.

Investment in private markets: Alternative investments can provide diversification and potential
return premiums.

Technology adoption: Robo-advisers and low-cost trading platforms affect client costs and
industry revenues.

ESG factors: ESG factors are of growing importance in portfolio management but have the potential to
compress net revenue.

Wealth managers must balance providing suitable products and services with generating firm revenue. Key
growth strategies include:

Improving investment returns: Higher asset returns lead to increased fees based on AUM.

Raising fees: This is difficult in a competitive market but possible if the firm has unique or
differentiated products.

Acquiring new clients: This is essential for revenue growth, though client retention remains critical as well.

Client retention: Client attrition can be reduced through strong relationships and effective service.

Pricing Strategies

Wealth management firms align pricing strategies with client price sensitivities. Pricing can be fixed or
variable, recurring or nonrecurring, and may include bundled or separate fees. Transparency in pricing is
legally mandated in many jurisdictions.

Fees in wealth management include:

Asset-based fees: Recurring charges as a percentage of the client’s asset market value

Transaction-based fees: Charges for transactions in client accounts, such as commissions and
trading fees

Interest-based and margin-based fees: Associated with lending programs, including margins on loans

Service and maintenance fees: Charges for account maintenance, administrative fees, and new
service initiation fees

Additional fees: Fees for non-portfolio management services like accounting, legal support, and data
distribution, or fees paid to introducing agents who assist with new client acquisitions

Compensation Models for Wealth Managers

Compensation varies based on firm structure, size, business complexity, and financial performance.
Common components of compensation models include:

Fixed remuneration: Based on the manager’s role, experience, and network
Variable remuneration: Annual bonuses linked to the firm, a department, or individual performance
Long-term incentives: Equity participation or deferred pay designed to retain managers

Fringe benefits: Insurance packages, retirement perks, or exclusive training opportunities
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Regulatory initiatives like the UK’s Retail Distribution Review (RDR) and Financial Advice Market Review
(FAMR) emphasize fee transparency and reducing incentivized payments to advisers. These initiatives are
aimed at promoting higher advice standards as well as client understanding of costs.

The Role of Other Advisers and Consultants

\/ LOS: Discuss how various advisers, consultants, and professionals support private wealth
managers and their clients.

In the increasingly complex sector of private wealth management, wealth managers and their clients are
supported by advisers, consultants, and professionals with strategies for growing wealth and safeguarding
assets. These experts range from tax advisers to legal consultants, as well as specialized roles such as
asset custodians and client-support staff.

Key Trends and Organizational Priorities

The top trends affecting the private wealth management sector include rising demand for personalized
advice and new products. Clients are increasingly dissatisfied with generic solutions and seek services
tailored to their unique needs. Organizational priorities in response to this trend include:

¢ Introducing new value-added customized services

¢ Redesigning advisory processes

¢ Increasing client acquisition efforts

¢ Training relationship managers

e Enhancing digital channels

Advisers Supporting Private Wealth Managers

Wealth managers rely on a diverse range of advisers and consultants who offer specialized expertise in
various aspects of wealth management:

e |egal experts: Lawyers specializing in estate planning, trusts, and wills ensure that assets are
protected and efficiently transferred across generations. They draft legal documents, mediate
family disputes, and coordinate with tax advisers and wealth managers to align legal and
financial goals.

e Tax advisers: These professionals help mitigate the impact of taxes on long-term wealth through
strategies such as income splitting, charitable giving, and investment in tax-efficient funds. They
ensure compliance with tax laws and optimize tax liabilities.

¢ Accountants: CPAs can provide broader financial services, including maintaining accurate financial
records, cash flow management, budgeting, and forecasting.

e Specialized insurance providers: Complex insurance products such as private placement life
insurance (PPLI) and variable annuities combine investment opportunities with insurance benefits.
They also provide specialized liability and high-value asset insurance.
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e Custodians: Custodians ensure the safekeeping of assets, accurate record keeping, performance
analytics, and trade processing. They help wealth managers with portfolio assessment and strategy
formulation.

e Support professionals: These include property managers, health care specialists, and education
consultants, each contributing to the well-being and lifestyle management of wealthy clients.

Professional Services in Wealth Planning

The cornerstone of effective wealth management is thorough and detailed planning. Wealth managers work
closely with legal, tax, and accounting experts to create comprehensive financial strategies that protect and
grow clients’ wealth.

e Lawyers: Attorneys who provide specialized legal advice in estate planning and asset protection can
ensure legal documents are robust and manage disputes within wealthy families.

e Tax advisers: These advisers develop tax strategies to minimize liabilities and ensure compliance.
They work with wealth managers to optimize tax-efficient investments and structures.

e Accountants: Accountants can maintain financial records, manage cash flow, and provide budgeting
and forecasting services.

High-net-worth individuals (HNWIs) often require specialized personal and commercial banking services.
Personal banking services include multi-currency accounts, overseas property financing, and premium
credit cards. Commercial banking services provide capital and financial resources for business growth,
tailored to the needs of entrepreneurs and business owners.

Investment bankers offer valuable services to high-net-worth clients, especially those who own businesses
or are high-level executives:

¢ Mergers and acquisitions (M&A) advisory: Guiding clients through the processes involved in buying
or selling businesses, including valuations and negotiations

¢ Raising of capital: Facilitating access to capital through private equity, venture capital, or
other placements

e Exit strategies: Advising investors as they exit businesses through IPOs or strategic sales

Wealth management for ultra-high-net-worth individuals (UHNWIs) extends beyond financial assets to
include a range of support professionals:

¢ Health care professionals: Collaborating with wealth managers to align medical insurance with
financial strategies

¢ Property managers and family support staff: Maintaining properties and lifestyles, influencing
financial planning and investment strategies

e Educational consultants: Preparing the next generation to manage family wealth, impacting
educational plans and investments

e Office and administrative support: Ensuring the smooth operation of family offices and
personal businesses
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