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Infected with COVID-19

How asset managers
can recover

Asset management industry perspective




The COVID-19 crisis has hit asset managers especially hard,
with some losing almost 50% of their valuation

Impact of COVID-19 on asset managers valuation
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So far, the end of the crisis is not in sight and a mild scenario 1S,
getting more improbable with continuing lock-downs
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With high pressure on profitability already before COVID-19,
significant AuM leakage worsens the AM industry outlook

Root causes for the decline of AM valuations and corresponding effects (indicative)
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« AM margins under pressure
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Asset managers have been able to reduce costs in the past but a
sharp decline in AuM will negatively impact margins

Margin Development (indicative)
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Constant operating expenses (short-term) and a sharp decline in AuM

decline in AUM lead to an lead to a sharp decrease in operating margins

increase in OPEX/ AuM
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1) Assumption: 20% AuM decrease, OPEX constant; 2) Assumption: 35% AuM decrease, OPEX constant; 3) Highly-dependent on AM revenue model
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Illustrative

We see four types of asset managers in the European market

Types of asset managers
Type of AM  Description

hight Pure = Holistic offering and coverage paired with
T T relatively low costs
Pure Scale iy Scale » Standardization and operational excellence
Player Player = Leverage global platforms
[N Value = Aggressive extension of existing businesses
Chain ! 5 Value Chain into additional, profitable parts of value chain
Scale Inte- | Integrator = Either Front-to-Back, Back-to-Front or across
Scale Play grator | sectors
» Part of captive FS network / group and thus
_________ M/Vetu;(;\\ 3 Network close relationship to specific clients
producf“i‘\\\onop '.k Monopolist = Product offering tailored to target client seg-
Innovator..” “‘\f’!{ﬁ_ ) ment, broad enough to keep competitors out
low Product

Strong brand around investment capabilities

Innovator Prominent fund/ PE manager / “star”

low high

--------- Specialization T T T T T T T T T T T T T T T T T T T T T T T T T
focus = Niche, innovative positioning, incl. alternatives
Value chain integration

The impact and reaction to the COVID-19 crisis depends on the type of asset manager
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Pure scale players are hit the heaviest since they rely mostly on
AuM scale

Impacts of COVID-19 in AM

Type of asset manager

SHORT-TERM IMPACT
1-3 months

LONG-TERM IMPACT
3+ months

: . 000 000
* Massive outflow of AuM and margin decrease « Upswing potential in economic recovery, profiting from higher
8l Pure Scale P|ayer High system traffic caused by high trading volume cost focus of investors
000 000
« High system traffic caused by high trading volume + Use possibly advantageous cost position after firsts

pdl \alue Chain Integrator

- Potential compensation of lost revenue through other revenue effects of crisis withdraw and sales competition starts

streams (e.g. BlackRock with Aladdin)

I « Massive outflow of AuM and margin decrease

_— . @00 . stable sales network throughout the crisis and in the 000
- Significant margin decrease, but less AuM outflow
Rl Network Monopolist + Operational strain to shift assets (e.g. from equities) recovery p_h_ase .
e « Without critical mass and strong sales network and combined
- Increased pressure on market outperformance : . . : .
with a bad crisis performance possible candidate for acquisition
- Selective outflow of AuM and margin decrease, 000 . Strongly dependent on crisis management and product | _]OJ;
¥ Product Innovator depending on offered products focus (e.g. lower expected impact on ESG specialized AM)
« Increased pressure on market outperformance « Without critical mass and combined with a bad crisis
« Increased difficulty charge and argue for high management fees performance potential candidate for acquisition

@ @ O severity of negative impact @ ® O Upside potential during recovery 6
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All types of asset managers need significant short-term cost-

cutting measures and mid-term strategy adjustments
Actions to mitigate the impacts of COVID-19 in AM

ﬁ STABILIZE STRATEGIZE
Type of asset manager 5 Navigating through the crisis ﬁ Winning through the crisis
1-3 months 3+ months
+ Use high trading volume and increase share lending  Long-term cost cutting (outsourcing/ offshoring, organizational
- Short-term cost cutting (compensation cuts) and analysis of right-sizing, process excellence)
i§ Pure Scale Player potentials to adapt cost structure in the long-term - Footprint optimization
« Enhance business continuity management - Look out for possible acquisition targets to increase scale
« Long-term cost cutting (operating model redesign, supply
« Short-term cost cutting (compensation cuts) and analysis of management, capabilities zero-basing, IT leverage)
pa Value Chain Integrator potentials to adapt cost structure in the long-term  Target opportunities to increase business of value chain
« Intensify push towards digital end-to-end integration integrations of sub-scale clients with increased cost focus
 Look out for possible acquisition targets to extend value chain
« Short-term cost cutting (compensation cuts) « Long-term cost cutting (e.g. portfolio rationalization, outsourcing)
« Reduce risk exposure - Strategic portfolio shift towards more crisis resistant investments
€8 Network Monopolist « Focus on communication to sales network and shareholders to (e.g. ESG, Health)
stay close to their needs « Strengthen credibility and value for the network (esp. as captive)
« Communicate value proposition to network and investors « Look for opportunities for joint ventures
- Short-term cost cutting (compensation cuts) and analysis of ) Long-t(_erm.cost cutting (e.g. capab!lltles zero-basmg, IT leverage)
. : « If possible: make use of better crisis performance in external
potentials to adapt cost structure in the long-term L ;
Product Innovator - Revisit value proposition and pitch book in the light of actual commu_mcatlon gnd marketmg i . .
4 . - Strategic portfolio shift towards more crisis resistant investments
investment performance vs. market performance :
. ) (e.g. ESG, health, alternatives)
+ Consider and market new, more risk averse products ” .
« Look for opportunities for joint ventures
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