RETIREMENT DNA

MODIFICATION

Overview

The Department of Labor’s (DoL's) Revised Fiduciary Standard is poised to strike the core DNA of how investment
firms and wealth managers will operate going forward. A complete overhaul of ERISA, the Revised Fiduciary
Standard puts pressure on Wealth Managers to keep the best interest of the client: investment advice is a
fiduciary contract which opens up advisors to legal recourse for non-compliance.

Fiduciary confinuum

The Revised Fiduciary Standard adds significant force to the regulatory tsunami currently reshaping financial
markets in the U.S. and abroad.

Investment Uniform Prudent OCC Bulletin DOL’s Revised
Company Act Investor Act (UPIA) RDR (UK) FINRA Rule 2111 2013-29 Fiduciary Standard

Prudent Employee Retirement Regulation ATS Dodd-Frank Act, FINRA Notice MIFID Il (European
Man Rule Income Security Act Section 913 13-45 Union)
(ERISA)

The Dol took a page from international regulatory initiatives (RDR — UK, MiFID Il — EU) when devising and
shaping the regulation. In turn, this puts pressure on FINRA and the SEC to consider their own revised fiduciary
standards beyond the qualified (retirement) landscape — potentially impacting the entire wealth community.
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Confluence of factors

A confluence of factors led the DoL's decision to enact this updated standard:

Macroeconomic

The climate of middle class economics and income inequality, especially since the financial crisis of 2008,
has put significant pressure on the DoL and government as a whole to act in the interest of the middle class.

A continued distrust of financial services through the lens of the general public: recent studies have shown
that only 46% of the population had any trust at all, making financial services the least trusted industry in
the economy.

Consumer demographics are shifting as the baby boomer population ages, triggering an unprecedented
amount of IRA roll-overs [see growth in retirement]. This epic shift sets the stage for a large number of
impacted clients in a space not covered by ERISA.

Evolution of the Industry

The retirement space has evolved, moving away from DB Plans (e.g. traditional pensions) to DC Plans (e.g.
401k) and Individual Retirement Accounts (IRAs).

A shift in the environment where financial decision-making and the onus of saving and preparing for
retirement is left largely to the individual saver.

The explosive proliferation of complex investment options over the past 40 years, creating a steep learning
curve for individual savers.

Over the years, there has been shrinkage of commission business in the broker space relative to a growing
fee-based and fee-only registered investment advisor (RIA) segment.

Conflicting Standards

There is a potential conflict of interest due to the fact that the two primary sources of investment advice —
brokers and RIAs — play by two different sets of rules.

Economic analysis has suggested that conflicted advice costs the small retirement investor (targeted middle
class) “annual losses of about 1 percentage point— or about $17 billion per year in total.”

International Regulations

Both Retail Distribution Review (RDR) and Markets in Financial Instruments Directive Il (MiFID Il) created
momentum for change in the industry and helped to shape the framework of the rule.
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Lessons learned can be applied to:

e Transparency around incentives and revenue sharing agreements
e Investor protection
e Defining investment advice

e Bifurcation of manufacturing and distribution of products

DOL REGULATION

At a glance, financial advisors will be held to a much stricter ERISA fiduciary standard which legally requires
them to keep the best interest of the client ahead of their own; the right recommendation vs. simple suitability
standard. This provides consumers with meaningful legal recourse when advisors abuse their trust and put their
own financial interests first.

There are three major components of the Dol Regulation:
Best Interest Contract

The Best Interest Contract (BICE) is the core tenet of the final Dol rule which sets strict standards on advice
provided to clients — the solidification of retirement advice acting as a fiduciary agreement. The BICE will allow
firms to continue to set their own compensation practices so long as they, among other things, commit to putting
their client’s best interest first and disclose any conflicts that may prevent them from doing so. The BICE provides
legal recourse to the client in the case of non-compliance.

Prohibited Transaction Exemptions (PTE)

Existing PTEs have not been drastically altered by the Dol Revised Fiduciary Standard, but should be noted as
still key in providing nuanced categories of specific transactions under more prescriptive conditions. As an
example, PTE 84-24 allows for specific allowance of the sale of fixed annuities in the qualified environment.

Carve-Outs

A carve-out relates to certain services that the Dol has recognized which do not constitute fiduciary advice. An
example would be the Education Carve-Out which allows for financial advisers to provide significant amounts
of educational information and materials to investors without being subject to a fiduciary duty, as long as that
information does not contain any specific investment recommendations that the retirement saver can reasonably
be expected to act upon.
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Failure to abide with the Dol Revised Fiduciary Standard would impact the ability for the firm to compensate their
financial advisors utilizing these common practices:

e Commissions

* 12b1 Fees

¢ Revenue Sharing

e Principal Transactions

e Trails

Rule impact to the firm’s operating model

Business Support

Clientand AccountServices

Client Onboarding /
Account Opening

Brokerage
Equities ETF's

Client/ Account Maintenance
Mutual Funds Alternatives

Client Control Reporting

IR and Branch Services

IR Onboarding Product Development

IR Maintenance New Products Client
IR/ Branch Control Prgrm Design Segmentation
Setwp & 3rd Party Mgr

Maintenance Selection

Client, IR & Branch
Middle Office Support

Client Contact Center
Client T Support

Product Support

Client Onboarding / Account Opening

Systemic approach to classify, categorize, service accounts for

Retirement Investors (producttype/plan code)

Establish methodologyto identify, report, document and catalog all

Investment Professional conflicts of interest

Adaptation of Advisor workstation & relevant systems to create, capture,

&store the BIC/PTE contract

Delivery mechanism to provide proposed point-of-sale disclosure to client
boarding systems and between gualified and

non-qualified products at a specific productlevel, ie. fixed & variable

annuity

Key: DOL Impacted
Products / Services Vendor Governance
Retirement Advisory Insurance / Annuity Vendor Management
IRA's Off Platform / Variable Annuities Contracts and SLA"
Mutual Fund ontracts and SLA’s
(Traditional, Roth) el unds TAMPs —
Business Solutions Managed Advisory / Consult DXEC SOnUMES Performance Measurement
{401k, profit sharing, DB) Accounts Sves Group Annuities
Front Office Corporate Support
Sales and Research Trading Portfolio Management Legal
CRM Asset Alloc Order Entry Portfolio Modeling Agreement Reviews
Sales & Mkting || Rsroh/analytics Order Execution Portfolio Monitoring Corporate Counsel
Setup / Minece Proposals Trade Booking Rebalancing Reg/Product /Policy Advice
Client / Account Maintenance Trading

Develop abilityto identify accounts where exemption is permissible

Create notification tool to advise DOL of intention to leverage the exemption
Build data repositoryto acquire, store, and maintain data modules across client
lifecycle for six years

Frontend access to data repository in format to substantiate inflows/outflows,
holdings/returns

Sales and Research

Build-out CRM system to include retirement alert system — accounts past
deadline, documents outstanding

Adapt marketing materials, asset allocation & investment tools to comply with
the investment education carve-out

Adjustment of systems to block non-
permissible securities from being
recommended in retirement accounts

legal

Development of policies & procedures
which build-in reguirements for the BIC/PTE
contracts
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Key: __DULImpacled

Business Support Middle Office, Back Office, and Shared Services Corporate Support
Money Movement Asset Servicing Advisory / Managed Accounts Support Marksting

Client, IR & Branch
g Manager and Product Strategy Product
. - Cash M t
Midadle Office Support | osh Tovemen | Corporate Actions and Onboarding Acoount Onbozrding Commenta
External and

Client Contact Center Securities Movement Divs/Inc Processing Portfolio Management Mutual Fund Onboarding E-Business Media Affairs

I: Clont T Support Crodit Opsrations Proxy Senvices Trade Support and Operations Corp Mkting || Graphic Design
Product Support (Helifies ’D Finance Control Accounting Pricing, Fees | Human Resources

Margin IR Comp (Eam AT Journal Entry and Billing Boreis | TS

Market Research

Supervision

Lending FimAest | Instrument Set
Sl — Sl e Rz lisie s Closing netrument Setp c | Recniting
Trade Support Prod Ctrl Trade Flow Expense Substantiation Reporting Pricing |
Trade Capture = =
Compliance | Client Performance and Tax Reporting G Infrastructure /
Monitoring | Controls c | CollectFees

lient Statements || Prospectus Il Tax Reporting

Senicing T = I ] [ m | ) Application Support

\_ Platform Support

s S e Custody, Clearing and Settlement Applications
:|Reuulam-v P [ Custody I Pre-Settlement | | Settlement || postSettement || Clearing | s G
/ e ——

Risk Management Web and Desktop Portal

Q—I:Iill:nmaml:m\ — Gompliance —~ CreditRisk o— Finance Conirol ClientReporting () Pricing —

Fraud Prevention / Financial Crimes

Product Review

Access Provisioning

+ Potential monitoring of call + Develop a supervisory process + Adaptcontrol . for . + Record qualified retirement
centers if finalized to fall must to evidence compliance frameworks to calculating compensation methodologyto ensure assets fees (direct/indirect)
underfiduciary requirement withfiduciary carve-outs determine liquidity and attributable to the client consistency in « Update systems/processes to

* Alteration totechnology & credit rating for debt « Development of systems to predicting performance maintain ongoing data
processes which acquire, securities to identify capture and maintain data oninvestments in collection on assets expenses
implement, aggregate, and permissible securities as warehouse on directand retirement accounts &fees
maintain data are required to outlined by PTE indirect compensation + Controlsin placeto ensure
monitor compliance and track received by firms and thatpublically disclosed
\ e\ exemption applicability y) ) \ investment professionals \ ) expenses and fees are
% & i < & 4 € current onthe corporate
\_ website J

Retirement growth projection

Mainly due to aging baby boomers, the shift in demographics is creating an unprecedented amount of defined
contribution plan roll-overs, which leads to a greater need for retirement services. As such, IRA assets are
poised to grow at 9.1% CAGR over the next five years.

Baby Boomers
IRA Assets ($Trillion)

i « Control 67% of wealth in the U.S. ($28 Trillion)
g\Q§ H ¢ Account for roughly 60% of defined contribution plans

2014 2019

Brokerage W Advisory
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Our decision framework

Our decision framework identifies the primary options for firms to follow when faced with the Revised Fiduciary
Standard; namely Comply, Adapt or Exit. Based upon the firm’s strategy, our decision framework outlines the
steps to operationalize the decision and the potential impact to the people, processes and technologies of the
firm.

Comply

e Developin-house

e Develop a turnkey solution

¢ Qutsource the retirement process

e Streamline the retirement product mix

¢ Refine the compensation structure

Adapt Business Model

e Fee-based
o Self-directed

¢ Robo-advice

Exit

e Depart from the retirement business

FIRM RESPONSE OPERATIDNALIZE IMPAGT

GOMPLY BIC/PTE Develop in-house
Requirements

Develop a turnkey solution

Outsource the retirement process
Streamline the retirement product mix
Refine compensation structure

Transform to:

+ Fee-based

+ Self-directed
+ Robo-advice N_/
] Technolog

EXIT I Divest Retirement-Related Depart from the retirement business

Business Units / Accounts
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Why Capco

We are a leading global management technology consultancy focused on the financial services industry.

Founded in 1998

24 offices across North America, Europe, India and Asia

e 3,000+ consultants and specialists

e QOur consultants have an average of 17 years of industry experience

We offer E2E consulting services to design, build, and operate truly transformational solutions to solve
complexity for our clients. Our offerings are deep-seated in process excellence and are rich in both content
and methodology. We facilitate the “handshake” between business and technology organizations to deliver

solutions that add value.

¢ Our framework will hone in on areas of focus by
proper alignmentof retirement business priorities
to potential target state capabilities
+ Business Validation
« Functional Capabilities Mapping
« Target Operating Model

* Woa will assess optionsfor compliance with the
DOL, based on the Targst Operating Modsl,
considering the feasibility, costs, and timeline

« Develop In House Solutions
« Deliver a Turnkey Solution
« Outsource Retirement Functions

Our detailed response will consider the pros and
cons of all potential functional and technical
solution options

« Business Capabilities

« TechnologyBlusprints

« Strategic Response Options

« Confirm prioritization of key DOL regulation
requirements

« Provide understanding of the overall effact of the
Revised Fiduciary Standard will have on people,
process & technology— who, what, when, why,
where is the impact

Inventory in-flight projects

« Define potential BUimpactscenarios based on
future regulatory landscape:
* Bost & worst case scenarios
+ Opportunities/challenges
« Compestitive implications
« P&L and headcountimplications

Quantify alternative benefits through business
case analysis

+ Establish PMO office to act as the Central
Nervous System to manage all changes due to
DOL Regulation

Drive the IRA business transformation from DOL
regulatory interpretation, strategic planning, &
embedding change within the organization

« Assignment of regulatory items to ensure
coverage of entire DOL regulation

Transform retirement blueprintinto profitable,
compliantfunctioning businessstructure

« Establish programgovernancse, stakeholders,
steering committes, and fraquency for status
reporting

« Finalize the design of potential solutions, to
include:
« Business and functional requirements,
« System hardware and application integration
« Testplans

Leverage existing build and test infrastructure
with inflight projects

Develop and integrate applications and services

« Coordinate with stakeholders on field
communications, assist with release into
production, training and adoption
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Key differentiators

e This is not just about Dol regulation. This is a larger conversation on the advisory and retirement business.
Capco takes a holistic approach in defining the future DNA of the retirement business with the regulation
acting as a change agent creating the opportunity to address larger and more systemic industry issues.

e Provide subject matter expertise, practical retirement industry experience and thought leadership coupled
with structured execution and delivery capability.

e Capitalize on the fiduciary expertise and end-to-end solutions to operationalize and proliferate the retirement
target operating model.

e Drive the IRA business transformation from Dol regulatory interpretation, strategic planning, crafting
complete retirement package and embedding change within the organization.

e Transform customized retirement blueprint into profitable, compliant functioning business structure that
effectively competes within the new retirement landscape.

Author:

Matthew Berkowitz

Matthew is the Retirement Practice Lead within Capco’s Wealth and Investment Management practice. During
his 14 year consulting experience, his focus has developed specifically on the Dol Fiduciary Standard making
him a recognized thought leader in this space. With senior roles at Citi Private Bank and Merrill Lynch, Matthew
has led portfolio advisory teams in the development of custom wealth management strategies, client specific
asset allocation, and portfolio construction for High and UHNW individuals. This vast exposure has provide
Matthew with unique insights to the complexities of a dynamic financial services landscape, and enables him to
bring an innovative approach to solving clients issues.
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GONTACTS

Kapin Vora
kapin.vora@capco.com e 732-491-6954 e 212-284-8313

Damon Gatison
damon.gatison@capco.com ¢ 347-439-2080 e« 212-284-8601

ABOUT GAPGO

Capco — an FIS™ company — is a global business and technology consultancy dedicated solely to the financial
services industry. We work in this sector only. We recognize and understand the opportunities and the challenges
our clients face. We apply focus, insight and determination to consulting, technology and transformation. We
overcome complexity. We remove obstacles. We help our clients realize their potential for increasing success.
The value we create, the insights we contribute and the skills of our people mean we are more than consultants.
We are a true participantin the industry. Together with our clients we are forming the future of finance. We serve
our clients from offices in leading financial centers across North America, Europe, Africa and Asia.

WORLDWIDE OFFIGES

Bangalore ¢ Bratislava * Brussels  Chicago ¢ Dallas ¢ Diisseldorf * Edinburgh ¢ Frankfurt « Geneva
¢ Hong Kong * Houston ¢ Johannesburg * London ¢ Malaysia ®* New York ¢ Orlando * Paris * Singapore
¢ Toronto * Vienna e Ziirich

To learn more, contact us in the UK on +44 20 7426 1500, in Continental Europe on +49 69 97 60 9000, in North
America on +1 877 982 2726 or visit our website at CAPC0.COM

© 2016 The Capital Markets Company NV. All rights reserved.



