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Thank you, Frank, for your gracious introduction. Good afternoon, ladies and gentlemen. I’m delighted to be a keynote speaker at this event combining the second annual American Banker Wealth Management Forum and the ABA Wealth Management Forum.

I’ve been asked to provide a big picture of wealth management – the present and the future. Needless to say, there’s a lot of ground to cover. 

Today, we are in a truly decisive period in the history of wealth management. The opportunities are tremendous. The challenges are great. If one thing is certain in this dynamic era, it is the certainty of change. 

Our economy was on shaky ground before September 11. The unspeakable tragedy of that day hastened the current recession and created an environment where many of our long-held assumptions about life in America are being questioned.

We are fundamentally rethinking the way we win business, how we build relationships, and how we serve clients every day. No corner of our industry is untouched.

The people in this audience represent a wide spectrum of approaches to managing wealth. Regardless of your strategy and style, you will feel the impact of these shifts in the years to come. 

Since our focus for the next two days is wealth management, let’s back up for a minute and define what we’re talking about. 

Everybody is throwing the term around. Everyone says they’re in this business. But are they really? 

To answer that question, we first need to answer this one: What is wealth management? (Slide 1)
Wealth management is the synthesis of the broad range of financial services required by affluent individuals and their families. It’s a relationship-oriented service that is tailored to each client’s objectives and designed to preserve and build multi-generational wealth. 

And here’s the key: wealth management is related to – but distinct from – investment management, fiduciary services, private banking, or financial, estate and tax planning. 

Wealth management is the coordination, integration, and orchestration of these functions in order to build wealth.

In my view, a business that does these things is a wealth management provider. A business that doesn’t do these things … is doing something else. 

Now, I’d like to look at the wealth management market: Its parameters, how far it’s come, and just how far it could go in the future. 

U.S. Trust defines the affluent market as the top 1% of American households – that’s 1 million households with a net worth of $3 million, or adjusted gross income of $300,000.

We all agree that the growth of this market has been nothing short of incredible. Despite the volatile conditions of the past 12 months and the aftershocks of September 11, wealth management is the growth industry in financial services and should remain so for the next several years.  

What is the basis for this outlook? To start, the growth of the affluent market will exceed that of the general population by leaps and bounds. 

From 2000 to 2005, the compound annual growth rate of all U.S. households will be a sluggish 1 percent, while the growth of wealthy households will reach 7 or 8 percent in the same period. (Slide 2)
So the opportunities for providers who know their business are almost unlimited. I’ll give you a few more numbers to make my point: 

The number of American households with more than $5 million of investable assets has grown by 25 percent over the last five years. And households with investable assets between $1 million and $5 million have grown by 40 percent.

Data also shows that the potential investment management revenue from affluent households is substantial. As the slide indicates, these returns will jump from $25 billion to more than $45 billion between 2001 and 2004.

There are now some 3.3 million American households with $1 million or more to invest. But less than half of the roughly $10 trillion in assets held by these households is professionally managed. 

The pace of growth in wealth management will lose some steam going forward – we see the distinct possibility of a slowdown around 2005 – but the prospects are still very impressive.

And there’s another bright spot: A significant number of baby boomers who may have given retirement a passing thought have decided to keep working. 

The fact that they will continue generating income over longer life spans – instead of spending their hard-earned wealth – will help offset the dampening effect of a continued down market. 

For a generation like the baby boomers that is so driven to succeed, retirement has almost become a dirty word. 

I know people in this demographic who have retired, but refuse to say so because they feel it’s embarrassing. 

So the solution for many boomers is simply not to retire at all – or at least to defer the day for as long as they can.

Let’s turn to the major factors that are reshaping wealth management today. 

As the demographics of this market have shifted and growth has escalated, the appeal of this business has soared. Everyone wants in – from private banks and trust companies to retail banks, investment banks, full-service brokers, and discount brokers. (Slide 3)
There’s a real problem with this picture: A lot of companies with one or two services for the affluent market are calling themselves wealth managers. 

The concept of wealth management can be difficult to grasp, and many new participants don’t seem to get it. Anyone can take a retail bank operation, link it to a special phone number and label it private banking. 

On average, it takes 18-to-24 months to bring in a new wealth management client. If you’re searching for instant gratification, this may not be the business for you. 

If you serve your clients well over time and prove your value in every product and service you offer, the benefit is exceptional. U.S. Trust clients stay with us for an average of 15 years – that’s a great annuity advantage. 

But the reality in much of our market is very different. Most of the firms buying into wealth management are transaction or investment banking oriented. 

It’s a trading mentality: if you don't achieve yours goals in three-to-six months, you change your organizational structure, fire your people, and try something new. 

Many of these companies just aren’t patient enough to go the distance.

They may be brilliant in their core businesses, but their strengths are focused on the short term – not on the long-range business of wealth management where relationships are painstakingly built over generations. 

What does all of this mean? If you want to compete, you can be a niche player and capitalize on your traditional strengths.

Or you can build a company that is dedicated to wealth management – an organization structured to meet all the needs of affluent individuals. 

Here’s a caveat:  If you want to be a full-service provider, you’ve got to stock the shelves. That means building complete in-house capabilities that allow clients to come in and choose exactly what they want. 

This route is complicated, it's expensive, and it takes real flexibility. 

So the challenges to wealth providers today are many. The clutter and noise in the market space are making it difficult to break through. 

Real expertise in marketing and branding is essential to staying in the game, and many players don’t have it.

Add the high cost of carrying a full menu of wealth management solutions, and it looks like a shakeout of certain participants is inevitable.
The wealth management market will change. Providers will move in and out, motivated by trends and projections. 

At U.S. Trust, we have developed our unique expertise, breadth of offerings, and dedicated relationship focus for one reason alone: a commitment to meeting the needs of affluent clients. That is why we have always been who we are, and why we will remain that way.

The influx of providers is causing a great deal of confusion for clients as well, especially the newly affluent who may not understand what they need or the options available to them. 

Adding to this confusion is the fact that wealthy Americans on average have four bank accounts – that’s an awful lot of data to track. 

People are awash in paper – they want to streamline their accounts and the entire wealth management process. I believe we’ll see a new approach going forward that gives the client far more control.

Way back in the 1980s and early 1990s, wealth management was a much simpler business. The market segments were distinct, and we pursued growth along clearly defined lines.

In layman’s terms, apples were apples and oranges were oranges, and we didn’t mix the two. In 2001, the categories we had relied on are gone – they’ve all been mixed together in a great big wealth management smoothie. 

Today, a demand-driven business has displaced the old market segments. Even our most cherished stereotypes are obsolete. 

Now we have 90-year-old clients in Florida who are self-directed and totally computer literate. And we have 90-year-old clients who still don't like the telephone. 

The baby boomers are another good example. They’re creating wealth faster than any other generation and dramatically changing our business as they migrate their assets to wealth management. 

We can’t neatly segment them, either. Just thinking about my own friends: some of them are techno-gurus, and others are proud of the fact that they can’t turn on their PCs. 

They own PCs, because no one in this day and age could hold their head up and admit they don’t have one. 

I’ve gone to countless dinner parties with smart and accomplished people who fit both extremes, and it makes for some lively gatherings! 

It’s differentials like these that are spurring the business of wealth management. 

So how do we assess our market? Age is one of the major factors in attracting and retaining new business. (Slide 4)

Needs and issues change dramatically over a life cycle, and it’s crucial that providers be aware of every client’s special circumstances. 

The needs of a twenty-something who is just beginning to accumulate assets couldn’t be more different than those of a 58-year-old who is focusing on retirement and estate planning.

Source of wealth is another component of effective acquisition strategies. 

At U.S. Trust, we view the affluent market as people, not asset levels. 

Our clients are entrepreneurs, corporate executives, and professionals, each requiring specialized expertise and support. 

While a corporate executive needs skilled advice to manage a concentrated stock position, the entrepreneur wants help in selling a business or launching a new venture. 

Geography is also part of the mix – we need to know where the wealth resides as the affluent market expands across the United States. 

While we build our businesses on this new model, the individuals we’re targeting become more independent, more sophisticated, and more demanding. (Slide 5)
Affluent clients tend to know what they’re doing, and a high percentage are technologically savvy. 

They’re on top of the issues and offerings that are out there, and they have access to far more information. And, not surprisingly, they expect us to know what we’re doing. 

As the wealthy become more knowledgeable about managing their assets, we’re witnessing a new development: a move from self-directed investment to a growing category we call validators, which falls between the self-directed and the delegators. 

Validators want trusted professionals who offer superb, objective advice. They want a broad choice of products and services. And they’re demanding multi-channel access to their wealth providers – in person, over the phone, and via the web. 

The bottom line? They want a partner in wealth management – they don’t want to abdicate control of the decision making process. The smart providers are responding by adding the platforms and capabilities that are necessary to serve them.

What’s driving the emergence of validators? A growing concern for the next generation. While many affluent investors are confident that they can manage their wealth, they are not convinced that their offspring will be able to do the same.

As the wealthy take a more active role, the emergence of open architecture is providing a real benefit for them – and a huge challenge for us. (Slide 6)
While wealth providers must be able to supply a full complement of offerings, there are so many solutions in the marketplace that we may not be able to manufacture everything in-house. 

And clients have made it clear: They want the convenience of one provider without sacrificing product and service variety. 

In the past, U.S. Trust manufactured all of the products and services we offered. 

Now, clients don't have to buy everything from us – instead, we

can create customized strategies and execute them with internal and external solutions.

Our profits have historically been driven by proprietary investment offerings, so open architecture will certainly impact the bottom line. 

Wealth providers are only beginning to tackle this issue, and it’s a tough one. Can we profit by selling the products of another provider?  If so, how far do we run with this arrangement before deciding that enough is enough? 

One thing is clear: You can fight open architecture all you want, but it’s here to stay.

Another trend that is profoundly changing our business is consolidation. (Slide 7)

As I mentioned, a new wave of providers is flooding into the wealth management space, each with ambitious plans to expand their share of a large and increasing market.

There are three distinct ways they can grow, each with its own special pitfalls. 

They’re either going to build the businesses they need, lift out big groups of people, or merge with another firm. 

We all know that starting from the ground up is a very slow and costly process. We also know that most P&Ls can't support it.

Then there are lift-outs – it’s not a terribly attractive option, but certain players are attempting it. Here’s a typical scenario. 

You're an institutional money manager who understands the industry, and you know that it’s high time to make the move into personal wealth management. 

So you take some of your best people, place them on the personal side, and  start buying systems. What you may not have known, and what you’re about to discover, is that it’s exceedingly hard to make this work. 

Personal wealth management and institutional investment management are extremely different. You're trying to integrate tax-exempt accounts with taxable accounts, not to mention cultures that invariably clash.  

That leaves acquisitions or mergers, which offer the greatest growth opportunities for wealth management providers today. 

While mergers may be the best alternative, don’t assume they’re trouble free. The ones that succeed add complementary strengths that can lead to a sustainable competitive advantage. 

But as we’ve seen time and again, very few mergers really work, for reasons of cost and commitment that I mentioned earlier. 

And trust systems are inherently complex, expensive, and anything but state-of-the-art. With all the incredible technology breakthroughs of the past 20 years, no one has managed to create a leading-edge trust system.

Of all the aspects that are essential to a provider’s success, nothing matters more than people. But the best wealth management professionals – the ones who’ve been in the business a long time – are tough to manage. 

They tend to have strong egos, they’re pretty independent and very entrepreneurial. Let me put it another way: Have you ever tried to herd cats? 

If you know anything about cats, then you know that making them go in the direction you want is tough, if not downright impossible.

People who don’t understand the ins and outs of the business may not realize just how hard it is to assimilate the top performers of an independent wealth management practice – the ones you need the most. 

While it hasn’t always been easy, U.S. Trust has grown successfully through acquisition. (Slide 8)
In fact, we’ve been an acquirer 15 times. And in the process we’ve built the only national wealth management franchise with a presence in almost every affluent market.

When U.S. Trust merged with Charles Schwab, we put our two teams together to discuss synergies and integration. 

And we hired one of the top consulting practices to kick off the session and give us industry best practices. 

This was the sum total of their recommendations: They stood up and presented a blank flip chart. That may seem odd or even outrageous, but the consultants were right because there were no best practices. 

That blank page symbolized an extraordinary opportunity for U.S. Trust: to create the new model for personal wealth management, which is just what we are doing. 

Now that we’ve covered the consolidation of wealth management, why don’t we examine one of the factors enabling us to expand our business. (Slide 9)

Technology is having a dramatic impact on our ability to serve clients today, and its effect on wealth management going forward will be hard to measure.

Affluent Americans are embracing the Internet with great enthusiasm – more actively than the population as a whole. 

They are migrating to the web in steadily increasing numbers to obtain financial advice, perform transactions, manage their accounts, and review financial statements.

Many of you are familiar with my firm’s research. The U.S. Trust Survey of Affluent Americans periodically polls the top 1% of the population on the financial issues that affect them most.

Since 1993, we’ve conducted 20 surveys on the backgrounds, attitudes, and financial behavior of America’s wealthiest individuals

The U.S. Trust Survey of Affluent Americans reveals the steadily increasing role technology plays in the lives of the wealthy. In 2000, over 80% of the top 1% wealthiest Americans owned a computer with Internet access, and they were comfortable using it. 

About two-thirds of the market uses computers to manage their personal finances. 

While these numbers are impressive, I want to stress that technology is an  adjunct to wealth management. The Internet will be vital to the service model of the future, but it will never be a substitute for personalized service. 

Instead, I view it as an increasingly valuable tool for meeting client needs, expanding into new segments of the wealth market, and raising the overall level of service and accountability. 

The right technology lets wealth management providers do more than enhance the quality of client relationships. It also enables us to leverage our professional expertise far more efficiently than we have in the past. 

If you offer the online interactive service that clients want, they will embrace it eagerly. The result is relationship managers who are free to provide personalized support where it’s needed most.

If I have 30 clients and 15 of them utilize my online offerings, I can concentrate more closely on the half who expect a more traditional, face-to-face approach. That’s a huge advantage.

And I can still meet with my techno-savvy clients or talk with them over the phone when they need my direct attention.

It goes back to the issue of cost. The kind of Internet capability we need today requires a massive investment that clients don't pay for. 

We have to leverage expenses by increasing our power to serve more clients, and technology is one of the best means of doing this. 

Here’s a question that each of us probably asks every day: What does it take to succeed in this business? (Slide 10)
The answer is the definition of wealth management I offered before: 

The companies that prevail will be those that integrate the full set of offerings required by the affluent market – with a complete dedication to building relationships that meet each client’s unique goals. 

This is a tough hurdle to clear – and U.S. Trust does it as few others can. I’d like to tell you how we do it.

First of all, U.S. Trust has been in the business of wealth management for 150 years. We’ve been committed to this business – and we’ve thrived in it – since 1853. 

We continue to operate independently and remain true to our roots with a singular focus on wealth management. 

We have been conducting the U.S. Trust Survey of Affluent Americans since 1993 so that we can know our customers. That’s one of the basics of wealth management.

Our research highlights the position of U.S. Trust as a leading expert on wealth management and the affluent. It also helps us fine-tune our strategies, and reveals significant data on our market.

Findings show that the vast majority of America’s affluent have earned their wealth – only 10 percent of their wealth is inherited. 

Related to this finding is the fact that most respondents cite their willingness to work hard as the most important factor in their financial success.

If you’re wondering if the wealthy have one overriding worry, they do. Our most recent survey revealed that they are concerned that recent stock market reversals are impacting their portfolios and that their offspring will have more financial difficulty than they did. 

At U.S. Trust, we are constantly evaluating our performance and expanding our knowledge, because what is true about wealth management today may not hold tomorrow. 

Our research is integral to this process – it keeps us close to the market, and in touch with the issues that matter to our clients. 

We know where our business is going. That’s a vantage point few other providers enjoy, and we’re using it to hone our competitive edge throughout the firm. 

The marriage of high touch with high tech is a good case in point. Our clients expect us to have a strong technology platform, and that’s precisely what we’re building. 

Our alliance with Schwab is enabling a major investment in critical information technologies and positioning us to provide the entire continuum of wealth management solutions. 

U.S. Trust Online, our dedicated client website, is a breakthrough offering that gives clients a consolidated view of their U.S. Trust accounts. Clients can evaluate those accounts, look at their portfolios, get real-time quotes, and interact with their U.S. Trust teams. 

And they can access products and services right on the web.

Because wealth management is all about personalized service and delivery, we are carefully balancing face-to-face interaction and phone contact with the latest online options.

It’s a balance that will enable U.S. Trust to continuously enhance satisfaction for clients through all the channels they need. 

Our success as a wealth provider comes from adding value at every turn. We develop a profound understanding our clients and provide superb technical advice based on that understanding.

That is the essence of value added.

When you work closely with clients for 15 years as we often do, you get to know them very well. 

U.S. Trust utilizes the same relationship building approach for every client, whether they’ve been with us for 12 months or 12 years.

We add value by addressing needs as basic as refinancing a mortgage. And we help our clients with some of the thorniest issues they’ll ever face. Cashing out of a company is a good example. 

When a family sells a business they’ve built over decades, it can take a financial toll and an emotional toll. 

We help address all the challenges by bringing the family together and providing an investment counsel to establish the right parameters for their investment strategy to enable them to achieve their ultimate objectives. We also assist them in choosing the best investment managers.

It’s a strategy that maximizes value and promotes family unity.  

Successful geographic expansion is another aspect of U.S. Trust’s market leadership and a cornerstone of our strategy to become the leading wealth management provider. 

Local delivery of service is crucial to effective wealth management – we have to be where the need is. And a strong local presence is closely tied to the high-touch service that clients and prospective clients expect of us.

Our partnership with Schwab is providing us with financial resources to further our brand-building down the line, so that we can undertake more refined expansion. 

If exceptional research, breakthrough technology, value-added support, and nationwide expansion aren’t enough, we continue to enhance our leadership position by maximizing our presence in every appropriate distribution channel.

We are increasing our business base through existing clients – our best means of growth – and developing new revenue sources via our recently opened offices.

In addition, we are leveraging Schwab’s retail network for direct referrals, and developing select offerings for the clients of Schwab investment advisors. 

This fresh approach to unbundling services is creating exciting opportunities for U.S. Trust – including the capacity to make these services available to the clients of other investment advisors. 
Building the U.S. Trust brand is essential to our growth strategy, and we are using it to enhance our presence in every distribution channel. 

Our intensified branding efforts will ensure that we reach most targeted households in the affluent market. 

It’s an effort that requires extensive resources, and Schwab’s expertise in this arena provides an important edge. 

I have discussed our industry today, and the direction it’s likely to take in the next few years. Now, I’d like to look ahead a little further, and share U.S. Trust’s vision for the future of wealth management. 

Picture a U.S. Trust client in the year 2010. He’s in his office, utilizing wealth management capabilities we couldn’t imagine a few years ago. 

The client logs onto his computer, goes to our website, and initiates a virtual dialogue. 

He asks us all kinds of questions about his accounts: “Did you sell that 3,000-share block of IBM?” And his computer answers, “Yes.”  

“What did it sell at?" The computer tells him, "$49.95."  Then he asks, "What does the allocation look like now? Are we back to 10% technology?"  And he’s told, "Yes, we're at 9.8%." 

Then the client decides to speak with his relationship manager, so he contacts her through the website, and her picture appears in a corner of his computer screen. 

They initiate a dialogue about the activity in his portfolio, and they discuss what’s happening in the market, the opportunities presented by recent regulatory changes, and how U.S. Trust will use those opportunities to the client’s advantage.

In addition to a website that supports direct and virtual communication, our site offers extensive, customized information. 

The home page has the client’s aggregated net worth statement with links to detailed balance sheet and income statements. 

He can receive this formation in graphical form if he prefers it that way. And we give him links to articles and U.S. Trust economic reports that we know he likes to read. 

Because the client actively invests in health sciences, we’ve e-mailed an invitation to attend an online morning meeting with one of the portfolio managers who covers the sector.

His personal online calendar warns him that estimated taxes are due this month, and that one of his trust accounts will change when his son turns 21 in three weeks.

It also tells him that he’s scheduled to attend a philanthropic board meeting – we provide a link to the outstanding pledge obligation – and in case he forgot, it reminds him that today is his anniversary.

This is where U.S. Trust will be in 2010, and we’re already well on our way to making this vision a reality.

While I’m thrilled that we will provide this kind of capability, it’s reassuring to know that technology will never replace the personal service that is at the heart of true wealth management.

I have seen wealth management in its greatest times, I’ve seen it through some of its hardest days, and I still can’t think of a better business. 

There is no question that the present era still holds great opportunity. 

It will take tremendous skill, resources, fortitude, and vision to succeed in the years ahead. And I believe that providers like U.S. Trust who remain steadfastly committed to enhancing wealth will prevail.

Thank you for your time. I look forward to speaking with many of you at the networking reception, and over the next few days. Gary, I’ll pass the podium back to you.
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