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         Preface 

         
            Who this book is for 

            We are convinced that this handbook will serve as a helpful manual for private bankers who aim to work with Ultra High Net Worth clients, the sought-after and secluded high-end client segment of private banking. It should help new private bankers to get established in the UHNW space, and it should also provide established UHNW bankers with some food for thought. 

            For Ultra High Net Worth Individuals on the one hand, and their family officers or consultants on the other hand, this book will serve as a guide about how to work with their bankers and banks. 

            Last, but not least, this book is important reading for the management of private banks or private banking divisions of financial institutions, especially on how to align the interests of the client, the bank and the bankers. 

         

         
            How this book is structured 

            To be successful in the craft of UHNW banking, you have to understand your clients, their issues and worries, and be able to guide them towards a solution. The book starts by describing the world of the Ultra High Net Worth clients and describes with detail some interesting cases we have experienced with our UHNW clients. Next we focus on the banker, including an overview of the professional knowledge and skills you require.  

            Thus the book is divided into two distinct parts:  

            
               	1. The client 

               	2. The banker 

            

            The first part about the clients is based on our own experience and research. The world of the UHNW client is fascinating, its challenges are considerable and as such the section about clients would merit a book on its own. However, we have focused our book on the interaction between the client and the banker and thus use the part about the clients to describe the area in which the banker operates. To operate effectively the banker has to have a certain knowledge, mindset and skillset, which we address in the second part. 

            The second part, about the banker, is based on our training, research, experience and interpretations. In this section we put the focus on the key success factors of the effective UHNW banker, namely: 

            
               	• Structured professional knowledge 

               	• Specific skill set 

               	• Win-win mindset  

            

            The two parts are preceded by an executive summary and followed by the conclusion. The executive summary condenses our major thoughts regarding UHNW banking into just a few pages. It explains the three core concepts and the three distinct perspectives of UHNW banking. 

            In order to highlight how we handled the key issues in the field of UHNW banking we present five case studies, namely: 

            
               	1. Family governance 

               	2. Wealth structuring 

               	3. Risk advisory 

               	4. Asset management 

               	5. Corporate finance and asset monetising. 

            

            The cases are based on real work we have done; however, the actors and context have been changed. We have seen many highly interesting cases during our career; we have chosen those which were most challenging, which would contain most learning material for the reader. 

            Moreover, during the entire text we use examples, mini case studies if you wish, to illustrate specific problems or solutions. What you will find is that all these examples are real and therefore they often do not conclude as nicely as a case study from a business school. 

            Whenever needed we include a text box in order to clarify some technical issue or to list relevant facts. 

            This is not a theoretical book, but a book written by professionals with many years of practice and success in the field. Therefore don’t forget that our recommendations are based on our own experience, and are thus subjective. 

            We change between “the authors” and “us” during the book. We do not distinguish between our individual experiences because we feel this makes the book easier to read. We also often refer to you, the reader, as we have a professional audience in mind. 

         

         
            Methodology 

            The methodology that we used to detect patterns of high performance and excellence in execution in the realm of UHNW banking is subjective, not scientific in the pure sense. 

            In short: observing a highly complex system, like an economy, a society or a family and formulating rules – or a hypothesis – based on such observations has no reliable predictive power. This is even emphasised by the reflexivity
                  
			[1]
		
                of all systems that are influenced by the participating human beings. 

         

         That is why we have to revert to our subjective approach based on our experience, our reflection on our successes and failures and – most importantly – the valuable input of our clients. We are convinced that our approach is the best and intellectually most honest in our field.  

         The difference between descriptive science and our subjective approach is that descriptive science stipulates rules, thus causalities; whereas we observe, form an opinion and communicate that opinion, without claiming a scientific proof.
               
			[2]
		
             
         

         In order to formulate our opinions, we spent many hours discussing with ultra-wealthy people and with senior private bankers, collecting folders full of notes. Additionally, we spent time with consultants in the field, from companies such as McKinsey, Boston Consulting Group, PwC, Capgemini and Russell Reynolds.  

         Instead of asking in business-school style: ‘What are your key success factors?’ we asked ourselves and expert bankers: ‘At the start of your banking career, what would have been the single most important advice you would have liked somebody to have given to you?’ or, ‘If your best friend’s son started in private banking, and he asked you for a couple of tips, what would you tell him?’ or, ‘What is the worst thing you have seen your peers doing?’ 

         We asked clients, ‘Tell us about the best banker you’ve ever met’, ‘What could we do better?’, ‘What frustrates you most about your bank?’ Outside specialists got questions like: ‘What lies ahead in private banking?’, ‘Can you describe to us what makes a private bank successful in the UHNW segment?’, ‘What types of private bankers command the highest salaries?’ We collected the answers and looked for common traits. 

         We contrasted the input from the consultants with the input from the clients and then with the input of the bankers, and then with our own understanding of UHNW private banking. Based on those observations, the input of specialists and our interpretations we decided to formulate some basic models regarding UHNW banking that we share with the reader. 

         We strongly believe in our approach to detecting patterns of excellence, because being active in the profession itself gives you a head start over an academic. On a personal level, we also prefer to read articles and books about business written by business leaders. We like the subjectivity of a professional, who advocates his view on how to run a practice. 

         
            Endnotes

            

         

      

      
         1 George Soros developed the term “reflexivity” to describe financial markets and other phenomena which are influenced its participants. His excellent point is that the course of events influences the thinking of the participant, who uses his thinking to analyse or manipulate the course of events. This describes a complex feed-back loop between participant and history, which renders financial markets – and history in general – impossible to predict. A recent book by Soros explains those concepts with depth and clarity; The Crash of 2008, PublicAffairs (2009).  [return to text]
         

         2 Michael Edesess’s book The Big Investment Lie: What Your Financial Advisor Doesn’t Want You to Know, Berrett-Koehler (2007), has an interesting chapter about descriptive science, using an allegory of tobacco companies using observations to market their products against health problems. Nassim Taleb’s book, Fooled by Randomness: The Hidden Role of Chance in Life and in the Markets, Penguin (2007), shows that people get fooled by observations. Both books are a must read for investment professionals and investors.  [return to text]
         

      

   
      
         Introduction 

         Private banking – especially in the Ultra High Net Worth arena – become more challenging than ever in 2009. Bankers are faced with their clients suffering from the credit crunch and from the generalised financial turmoil. Ultra High Net Worth bankers are challenged with cases of once successful entrepreneurs losing all their wealth as their banks confiscated their assets, which were pledged as collateral for credit.  

         Moreover, in 2008-2009 private banking clients lost confidence in the financial markets, as stocks went down 50% form their peaks; they lost confidence in banks, as many were nationalised and some bankrupt; and they lost confidence in financial products after incurring losses on structured products issued by financial services firms, such as the now-bankrupt Lehman Brothers, or through investing in the fraudulent Madoff hedge fund. In tough times, the good private bankers add value, the bad ones don’t. 

         Ultra High Net Worth clients are clients with complex needs in wealth management, as they not only have bankable assets, but often also family enterprises, private equity vehicles and are active globally. Ultra High Net Worth clients usually have accounts in excess of USD 100m with their bankers. Servicing Ultra High Net Worth clients is the most interesting field in private banking, no doubt, because those clients not only need traditional private banking (i.e. asset management and financial planning), but also private investment banking (e.g. mergers & acquisitions, structured finance). Moreover, they confront you with their complex family governance and succession issues expecting valuable input. Often, they are involved in philanthropy, and like to discuss this subject too. 

         We, the two authors, worked during a period of our life in the same financial firm, managing Ultra High Net Worth client relationships and Ultra High Net Worth bankers. 

         We had a common challenge: we both started in private banking late in our career, and thus had to learn and progress in overdrive. Being analytical and systematic, we discussed with our clients, studied private bankers, literature and research. We discovered and articulated some key concepts that helped us to advance in our job. Those key concepts are shared in this book. 

         McKinsey, the legendary consulting firm, state in their 2007 Private Banking Survey that a private bank that aspires to be amongst the leaders should adapt their service to the needs of each client segment, especially for Ultra High Net Worth clients. Given the war for talent in the field of private banking, and especially in the Ultra High Net Worth segment, combined with the ever-increasing expectations regarding the Ultra High Net Worth banker’s performance and knowledge, this book shines a spotlight on an important niche. 

         

      

      

   
      
         Executive Summary 

         UHNW banking is best described as private banking for very wealthy and demanding clients plus private investment banking, assisting those clients in corporate finance regarding their family or holding companies. In order to be successful in this area we suggest that you follow the following recommendations: 

         
            Protect client confidentiality 

            The first piece of advice is always go the extra mile to protect client data and identity with the same rigour as you would wish a confidant of yours to be protecting your personal secrets. 

         

         
            Apply three core concepts 

            The second piece of advice is to apply these three core concepts to UHNW banking: 

            
               	1. Gain clarity about: 

            

            
               	 • The client’s culture, background, situation and issues. 

               	 • The market context, risks and opportunities for the client. 

               	 • The desired outcome and the required action steps. 

            

            
               	2. Build trust, communicate effectively and lead your virtual team  

               	3. Learn, update and improve  

            

         

         
            Put your work into perspective 

            The third piece of advice is to look at UHNW private banking from five perspectives outlined in the following. This will help you to put your day-to-day work in perspective, focus on the essential and prioritise meaningfully. 

            
               Interaction perspective 

               Understand the interaction between banker, bank and client. The client wants client-advocacy from his banker using the banker’s platform and contacts. The banker wants outstanding trusted relationships with his clients and wants his clients to refer new business, i.e. indirect sales.  

            

            
               Wealth perspective 

               Map the client’s wealth with as much detail as possible. Understand the structure of the client’s wealth. Differentiate between the client’s personal, family and business wealth, understand if he sees himself as the owner or the steward of the wealth, understand where he is on the wealth cycle, i.e. creation, growing, maintenance and protection, or succession of the power and wealth. Understand his emotions regarding the wealth and its inherent power. 

            

            
               Service universe perspective  

               All services requested by the client can be grouped into three clusters: wealth structuring, asset management, and other, where the most important elements are risk management, health, security, concierge services, education and philanthropy. Private investment banking is present in both asset management, e.g. hedging the single stock position in the family company, and wealth structuring, e.g. the going public of the family company. 

               
                  Service quality perspective 

                  Avoid tragedies and deliver essentials. We use the analogy of the board game “Snakes & Ladders”. Snakes, or tragedies, are the moments of misery that you must avoid, because they hurt the relationship with the client. Ladders are the essential ingredients that strengthen the client relationship and that define UHNWI private banking. Conditio sine qua non.  
                  

               

            

            
               Private investment banking perspective 

               UHNW banking can be defined as traditional private banking combined with private investment banking, e.g. IPO of the family company or a structured loan to acquire strategic asset. In order to be able to combine private banking with investment banking, the banker, who drives the relationship, has to be wary of the implications of a sell-side approach to a client relationship and has to use his wise judgement to optimise the outcome for the client’s long-term goals and not to focus on the short-term benefits of a successful transaction for the banker. 

               Thinking in terms of these five perspectives will help you to structure your thinking and your actions when dealing with UHNW clients. You might want to think about the five concepts before you prepare a pitch. It will help you to consider all aspects, to capture the needs and to focus on delivering an outstanding service.  

               To deliver outstanding service, you have to be interested in non-obsolete competency, which is guaranteed through learning. As you are reading this book you are already making an effort to deepen and broaden your knowledge.

            

         

      

      

   
      
         Introducing UHNW Banking

         

         
            Client privacy 

            We will use explanation and narrative in this book. The narrative is based on our own experience but it goes without saying that the authors safeguard the privacy of their clients, prospects and former clients.  

            For us – private bankers – confidentiality is an absolute priority. Protecting information about clients is our unconditional obligation, our duty and standard. We would never talk to other clients, friends or anybody about our activities for one client except, of course, if compliance procedures demanded it. As Swiss Germans – Heinrich is from Solothurn and Stephan from Olten – we say a private banker is like, using our German metaphor, Ein Buch mit sieben Siegeln, a closed book sealed seven times.  

            Our clients have taught us that they really appreciate privacy and they really get frustrated and infuriated if their bankers or lawyers leak information about their affairs. In order that no identity information leaks out, we have guarded all private information by changing crucial story elements in the client cases and stories. We are certain that even the persons who served as inspiration might not recognise themselves, because we have transferred the actors to different locations and environments, we have often changed age and gender, and have reshuffled the storylines. 

         

         
            Information leakage as an operational risk 

            Data security is of central importance for a private bank. Private banks have worked on the issue since their beginning. Today, hospitals that do genetic-sequencing are faced with the same issue and can learn from private banks. 

            A genetic diagnosis centre would go broke if patient data leaked out. Imagine a situation where your genetic fingerprint reveals a degenerative disease that will start anytime in 10 to 15 years. Your life could become miserable if information about that genetic marker were known, for example in respect to insurance and job applications. 

            The same might be true about your financial data. Some bankers say that every person has a physical and a financial body. Both have to be healthy, secure and their data concealed. All data relating to either your physical or your financial body have to be private and only you should have the power to decide whether you want to give information about the one or the other. 

            Data security has to be the prime concern for every private bank. And we private bankers must have as much assurance as possible from our institution that information about our clients can’t end up in the wrong hands. As we were writing this book, a story about stolen data from a fiduciary company in Liechtenstein unfolded, which puts pressure on private banks to rethink their data security processes and operational risks. 

            The case in Liechtenstein involved a disgruntled clerk, and the background to it is the desire of the company to modernise by digitalising client records, which they still had on paper cards. The disgruntled clerk, who was given the tedious task of digitalising the records, scanned them into the digital system, but he also had the criminal inspiration to make copies for himself. Once the client records were compiled and copied by the clerk, he contacted the German secret service and sold his collection for about €5m. From this, there follow a couple of insights, namely: 

            Private banks have to make sure that nobody has access to client data that does not concern them directly. Managers, controllers and technicians should have no direct access to detailed client data and, especially, employees of the data processing or IT department should not be given such an opportunity to print out lists with names. 

            Account information has to be linked to a code name and never to the real name of the client. Only the bankers, their assistants and their back-up should have the information of who is behind the code-names. 

            Further, computer systems in private banks should be fenced so that no data can leave the bank electronically. Bank computers should not have CD-burners or the facilities for client data to be copied onto other portable storage devices, such as memory sticks. Again, client advisors should use smart code names referring to their clients, so that potential IT criminals such as hackers can’t see who the real client is behind the data record. 

            When dealing with UHNW clients, the last issue is to conceal the identity of the client in the client-relationship-management system. This is not necessarily easy because if the bank database has been fed with a financial overview of the client’s main assets it is often possible to deduce their identity. For example, if information that client XYZ owns 810 million Microsoft shares or that client ABC was in charge of the oil ministry in a specified state of the Gulf and has six children, is in the database even the farthest fetched code-name will not help to obscure the identity of the client. 

            Regarding data security, always try to go the extra mile to protect the client’s identity. 

         

         
            Private bankers and client identity protection  

            
               Whoever wishes to keep a secret must hide the fact that he possesses one. 
            

            Johann Wolfgang von Goethe 
            

            As private bankers we are obsessed with the protection of our clients’ identity. For example, we would never carry a document from the bank’s office to our private office, nor would we send any information that could give a hint to the identity of a client by email. You never know whether somebody will be able to intercept the email or you will lose a document folder outside the bank. We learnt this early on, when we had an important contract in a briefcase, left it in our new car outside a restaurant close to Lucerne, and when we came back from lunch the car had been stolen, only to be found two weeks later in Lake Zug.  

            It is better that documents which might lead to the identification of a client stay in the bank, unless, of course, it is the wish of the client that a certain document be handed over. 

            As a private banker, especially in the UHNW client segment, you have to be comfortable with carrying secrets. If you have the urge to tell your friends or family about the high profile people you meet, you should not work as a private banker. It is important that your family, spouse and close friends understand this part of your profession and that they don’t put pressure on you to reveal names. In this profession you need the complicity of your partner, because you may be invited by the client to a party he or his spouse is hosting, together with your partner, and again, it is crucial that your partner does not wish to talk about it. 

            If you don’t have a desire to protect client identities by being discreet, it is better not to work in UHNW private banking. 

            In this context, the authors would like to add the following insight which should put a smile on the face of every private banker. 

            One of the heavyweights in traditional Swiss private banking once explained to the authors his humorous view about the success of a Swiss private banker: keeping the two secrets, namely complete secrecy about your client’s identity and complete secrecy towards the client to conceal the pressure to win his business. 

            Even though this is a less than correct description of the Swiss private banking business, it does of course include some truth. It is important to be discreet and it is important to stay relaxed, and think of client interests first and new business second. Or in other words: client interests and client privacy are paramount. As a private banker, protect the privacy of your client and offer your best service, and new business will follow. If you are too focused on you or your institution making money, you will not have any success. Private banking is about privacy, service and winning business. 

         

         
            In search of excellence 

            
               You can observe a lot by just watching. 
            

             Yogi Berra 

            Joining private banking late, with a non-banking background, we had to learn quickly. Up or out: such was the deal we got when we entered the bank where we joined the UHNW segment. We either succeeded in our jobs and got promoted, thus up, or would be fired, thus out. Such a deal gives quite an incentive to learn fast and in a systematic manner. For us, learning fast and systematically was very useful indeed, leading to promotions and increased responsibility at a fast pace. Eventually, and unfortunately for the bank that hired us to manage UHNW client relationships and – later – teams of UHNW bankers, we were both poached by other institutions for senior positions. 

            Our search for excellence in the sphere of UHNW banking was not an isolated project for its own sake, but an offshoot of our quest to become effective in advising our clients. Therefore our search – in contrast to many other such treasure hunts in the field of corporate performance – was subjective. We were not searching for magic formulas, we don’t believe in them anyway. We strove to serve our clients better and observed what worked and what didn’t.  

            How did we go about our search? First, we tried to find the best description of the scope of UHNW private banking. We asked our clients about the basic expectations of their relationship with the bank and the bankers. We then developed a simple model of private banking. Also, we searched for the key behaviours that make a private banker successful. 

            We can’t stress enough that we learned most through our open discussions with our clients and prospective clients, and not from bankers. 

            A UHNW client who works with many banks in parallel has arguably the best capacity to define best and worst practices of his banks and bankers. Talking to 31 UHNW individuals in depth and with no time constraints allowed us to detect patterns and to draw conclusions. We do not know of any other study about UHNW private banking that is based on so much material and is so close to the practice of UHNW banking itself. 

            The fact that we work with UHNW clients on a daily basis gives us confidence that our findings are valuable. We hope that you will profit from our findings, but especially that your clients will be able to profit from them – indirectly, through you. 

            Tom Peters and Jim Collins
                  
			[3]
		
                have inspired us to search for excellence in our business and to go the extra mile in data collection, Phil Rosenzweig
                  
			[4]
		
                to avoid premature conclusions. 

         

         Then – inspired by Steven Covey
               
			[5]
		
             and Peter Meyers
               
			[6]
		
             – we looked for specific behaviours, their underlying beliefs and perceived benefits that make private bankers outstanding. 

         What did we find? Clarity about your mission and possibilities is key. Clarity is achieved through vision and focus. What is your vision? What do you focus on? In order to answer those questions you need some tools. We will share our tools with you. Those tools will help you to map the reality of your clients and to focus on the issues that will make a real difference for them. 

         
            Endnotes 

            

         

      

      
         3 Jim Collins, Good to Great: Why Some Companies Make the Leap...and Others Don’t, HarperBusiness (2001).  [return to text]
         

         4 Phil Rosenzweig, 
            The Halo Effect: And the Eight Other Business Delusions That Deceive Managers, Free Press (2009).  [return to text]
         

         5 Stephen R. Covey, The 7 Habits of Highly Effective People: Powerful Lessons in Personal Change, Simon & Schuster (2004).  [return to text]
         

         6 Peter Meyers is our leadership and communication coach. He works with major financial services firms and teaches how to influence and build trust, using physical and mental exercises, latest technology and his own material about high performance. His website is: www.standanddeliverconsulting.com.  [return to text]
         

      

   
      
         Part I: UHNW Clients

         

         
            1. The UHNW Client 

            From the point of view of an asset wealth manager or bank the Ultra High Net Worth Individual (UHNWI) or Ultra High Net Worth Client (UHNW client) is defined as a private individual or group of private individuals (normally a family) that has assets in excess of a certain threshold level. As you will have noticed, we use UHNWI and UHNW client interchangeably.  

            We could also define the UHNW client from the perspective of his needs and say an UHNW client is a client who has a substantial net-wealth and needs additional services to the traditional private banking services; he needs private investment banking. 

            A private bank and asset managing firm is measured by assets under management, and because of this universal measure in private banks, they also tend to classify their clients according to their assets, the size of their accounts; therefore the bankable assets. Banks or asset managers are interested in the bankable assets, or assets that will be turned into bankable assets in the near future, i.e. assets that can be put under the custody of the bank, such as listed stocks or bonds, in contrast to an art collection or participation in a private company. 

            Because, as a general rule, UHNWIs use several banks and often have a substantial amount of their wealth in private companies, which can’t be booked in a bank, those threshold levels are relatively low, around USD30m.  

            Such a threshold-level based definition is not useful for the purpose of this book, since the authors focus on their experience with clients that have a multiple of such amounts.  

            A threshold echelon of USD50m or USD30m does not make a real difference on the conceptual level; what is important, however, is that each and every client gets the best service and an adequate client advisor. 

            It goes without saying that bankers who can service an UHNW client well and can make a real difference are scarce; hence the bank has an interest in matching their best qualified and most senior bankers with the most profitable or potentially profitable clients, who are the UHNWIs. As an illustration: an UHNW banker can serve five relationships with an average of USD300m, totalling USD1.5bn. Assuming his bank gains a return on assets of 0.5% (50BPS) per year
                  
			[7]
		
               , he makes USD7.5m per year for the bank and perhaps the same amount or more advising the clients in corporate finance transactions. On the other hand, a HNW banker might have 50 clients with an average of USD10m each, totalling USD500m, and even with the higher return on assets of 1% (the reason for this difference being that the bigger the account the better the client’s negotiating power, therefore and in general the UHNW clients will enjoy lower prices for services than the HNWI), he will make USD5m for the bank and most likely no additional fees. Splitting up the client base so that the biggest accounts are dealt with by the most senior bankers is called segmentation, and it is a highly complex issue. As one retired McKinsey partner told us, ‘Segmentation is a question all banks want to have solved, there is no clear solution, no best practice, and I have been working on it for more than a dozen years!’ 

         

         Some banks use a concept where bankers who deal with UHNWIs are assisted by an UHNWI banker, consultant or partner, but they keep the relationship. This model is good because the UHNWI partner, the specialist who helps the relationship manager, or banker, can effectively increase and leverage his experience, dealing with many UHNW clients and thus adding real value. The three challenges of that model are the number of such UHNW specialists, the consonance of the UHNW-specialists and the banker and the acceptance of sharing a relationship by both the specialist and the banker. 

         The critical issue with implementing a real segmentation is that it implies moving a client from one segment to another; which as a consequence implies the break up of often long-established relationships with a traditional banker and the transfer to the new UHNW banker. Theoretical segmentation is one thing, for example, to run some statistics on the client base; however, it is quite a different thing to implement a segmentation which asks for changing banker-client relationships; this requires an enormous amount of diplomacy and patience. 

         The easiest way is of course to base client segmentation on patience and opportunity, which means that if an UHNW client becomes a new client of a bank, the client will be matched with an UHNW banker. Also, if a banker retires or leaves the bank, his UHNW clients will be transferred to an UHNW banker. This process is the best one but it might take too much time for the bank’s management. 

         As a sideline, UHNW clients tend to be either public or extremely discreet. Many UHNW clients are often covered in the media and are thus well known by the public, chased by bankers and journalists, and have extensive information about them posted on the internet. The other UHNW clients are persons or families that are so discreet with their wealth that the public has never heard of them. Each of these UHNW client categories, the public and the discreet, define special challenges for the banker. 

         
            Case study: The very public client 

            Working with a public UHNWI, the existence of paparazzi and the society press can create embarrassing moments for the banker. It happened to us that one of our very public clients, connected to one of the royal families, invited us to a reception, with the good intention to introduce us to some of his friends. 

            We had a very nice dinner and interesting conversations, and we left after midnight, together with our client. At the exit of the private palace we encountered a couple of paparazzi, who started to shoot dozens of pictures while we were squeezing ourselves into one of the cars. 

            A couple of days later, we are surprised to see a picture of our client in a society magazine. Unfortunately, we were next to him, clearly identifiable. This is a problem if some other client were to see us in that photo, because as a private banker you do not want to be appearing in the press. If you have a close relationship with a particular client and he exposes you to such publicity, you have to find a way to explain it to your other clients, emphasising that this really does not correspond to your preferences. 

         

         
            Some statistics about UHNW 

            How many UHNWIs exist? How much wealth do they own? Such questions are studied by many consultants, market researchers and scientists, because the answer to this question has wide-ranging implications, from sociology to ethics and to wealth-management.
                  
			[8]
		
                
            

         

         The segment of the affluent, rich and very rich is certainly best mapped by the big wealth management firms, such as Credit Suisse, JP Morgan, HSBC and UBS. From such market sizing reports we get the following picture: 

         Worldwide, there are about 10,000,000 millionaires, about 20,000
               
			[9]
		
             UHNWI with assets in excess of $50m and about 800 billionaires. 

         In 2009 the 793 billionaires on the Forbes list represent a wealth of $2.4 trillion
               
			[10]
		
            , close to 5% of the world’s wealth. 

         In Table 1.1 we show: 

         
            	• The number of 2009 Forbes billionaires. 

            	• The number of UHNWIs per country (estimates by the authors). 

            	• Their total bankable assets in billion $ (estimated by the authors). 

            	• The average bankable assets in million $ per UHNWI. 

            	•  The amount of the bankable assets booked outside of their home country (foreign booked) in percentage, for example the Indian multimillionaire who holds a part of his liquid assets in an account in London and a part in an account in Hong Kong (estimated by the authors). 

         

         Moreover, we estimate that one could find an additional 1000 UHNWIs in the countries not included in the table. 

         All figures are estimates, updated last in June 2009. 

         
            Table 1.1: UHNWI estimates as of June 2009 

            
               
                  
                     	
                     	Forbes Bills
                     	UHNWIs
                     	Total $bn
                     	Avg $m
                     	Foreign Bkd %
                  

                  
                     	Argentina
                     	1
                     	120
                     	20
                     	167
                     	70
                  

                  
                     	Australia
                     	10
                     	200
                     	40
                     	200
                     	30
                  

                  
                     	Austria
                     	4
                     	130
                     	40
                     	308
                     	35
                  

                  
                     	Belgium
                     	2
                     	170
                     	45
                     	265
                     	60
                  

                  
                     	Brazil
                     	13
                     	380
                     	75
                     	197
                     	40
                  

                  
                     	Canada
                     	20
                     	310
                     	90
                     	290
                     	20
                  

                  
                     	Chile
                     	3
                     	40
                     	10
                     	250
                     	60
                  

                  
                     	China
                     	28
                     	480
                     	55
                     	115
                     	15
                  

                  
                     	Czech Republic
                     	1
                     	70
                     	9
                     	129
                     	40
                  

                  
                     	Denmark
                     	2
                     	170
                     	40
                     	235
                     	25
                  

                  
                     	Egypt
                     	3
                     	95
                     	20
                     	211
                     	40
                  

                  
                     	Finland
                     	0
                     	40
                     	4
                     	100
                     	25
                  

                  
                     	France
                     	10
                     	425
                     	135
                     	318
                     	40
                  

                  
                     	Germany
                     	54
                     	1150
                     	395
                     	343
                     	50
                  

                  
                     	Greece
                     	1
                     	90
                     	15
                     	167
                     	75
                  

                  
                     	Hong Kong
                     	19
                     	220
                     	105
                     	477
                     	40
                  

                  
                     	India
                     	24
                     	230
                     	104
                     	452
                     	30
                  

                  
                     	Indonesia
                     	5
                     	50
                     	15
                     	300
                     	80
                  

                  
                     	Ireland
                     	5
                     	160
                     	30
                     	188
                     	35
                  

                  
                     	Israel
                     	10
                     	140
                     	35
                     	250
                     	55
                  

                  
                     	Italy
                     	12
                     	750
                     	135
                     	180
                     	30
                  

                  
                     	Japan
                     	17
                     	1600
                     	300
                     	188
                     	3
                  

                  
                     	Kuwait
                     	4
                     	100
                     	25
                     	250
                     	75
                  

                  
                     	Lebanon
                     	3
                     	20
                     	6
                     	300
                     	60
                  

                  
                     	Malaysia
                     	6
                     	65
                     	15
                     	231
                     	15
                  

                  
                     	Mexico
                     	9
                     	235
                     	75
                     	319
                     	55
                  

                  
                     	Netherlands
                     	3
                     	420
                     	65
                     	155
                     	40
                  

                  
                     	New Zealand
                     	3
                     	80
                     	8
                     	96
                     	20
                  

                  
                     	Norway
                     	4
                     	185
                     	45
                     	243
                     	20
                  

                  
                     	Pakistan
                     	0
                     	30
                     	4
                     	139
                     	30
                  

                  
                     	Peru
                     	0
                     	30
                     	3
                     	115
                     	55
                  

               
            

            
               
                  
                     	
                     	Forbes Bills
                     	UHNWIs
                     	Total $bn
                     	Avg $m
                     	Foreign Bkd %
                  

                  
                     	Philippines
                     	2
                     	35
                     	11
                     	314
                     	60
                  

                  
                     	Poland
                     	1
                     	90
                     	20
                     	222
                     	40
                  

                  
                     	Portugal
                     	2
                     	100
                     	20
                     	200
                     	25
                  

                  
                     	Qatar
                     	0
                     	30
                     	5
                     	171
                     	35
                  

                  
                     	Russia
                     	32
                     	530
                     	255
                     	482
                     	40
                  

                  
                     	Saudi Arabia
                     	14
                     	330
                     	80
                     	242
                     	50
                  

                  
                     	Singapore
                     	2
                     	90
                     	20
                     	222
                     	20
                  

                  
                     	South Africa
                     	7
                     	55
                     	10
                     	181
                     	55
                  

                  
                     	South Korea
                     	0
                     	240
                     	35
                     	146
                     	20
                  

                  
                     	Spain
                     	12
                     	590
                     	95
                     	161
                     	20
                  

                  
                     	Sweden
                     	9
                     	190
                     	35
                     	184
                     	35
                  

                  
                     	Switzerland
                     	9
                     	400
                     	110
                     	275
                     	10
                  

                  
                     	Taiwan
                     	5
                     	80
                     	40
                     	500
                     	60
                  

                  
                     	Thailand
                     	3
                     	35
                     	10
                     	291
                     	40
                  

                  
                     	Turkey
                     	13
                     	135
                     	35
                     	259
                     	60
                  

                  
                     	UAE
                     	6
                     	145
                     	30
                     	207
                     	40
                  

                  
                     	UK
                     	25
                     	1530
                     	320
                     	209
                     	35
                  

                  
                     	USA
                     	366
                     	5150
                     	1280
                     	249
                     	3
                  

                  
                     	Venezuela
                     	2
                     	110
                     	20
                     	182
                     	65
                  

                  
                     	Total
                     	786
                     	18,050
                     	4395
                     	240
                     	25
                  

               
            

         

         
            UHNW’s importance within the banks 

            For the following discussion, we will use the following wealth segmentation: 

            
               
                  
                     	Client
                     	Wealth
                  

                  
                     	UHNWI
                     	> $50m
                  

                  
                     	HNWI
                     	$2.5 – 50m
                  

                  
                     	Affluent
                     	$1m – 2.5m
                  

               
            

             

            Why is it important for a wealth manager or private bank to cater for the UHNW clients? There are probably three reasons:  

            
               	1. Prestige 

               	2. Learning from the clients at the forefront of investing  

               	3. Business 

            

            Of the three, the third reason, business, is the most compelling, because according to many studies, such as McKinsey, Boston Consulting Group, Capgemini and others, the UHNW segment is the fastest growing segment. 

            McKinsey found – in their 2007 Private Banking Survey – that the UHNW segment experienced an AuM (Asset under Management) growth twice as important as the other two segments. Moreover, they found that UHNW clients represented 26% of the private banks asset base in 2006.  

            This is the reason why banks should put in place a strong offering for the UHNW client segment. Banks with their own investment banks, or private banks with strong links to investment banks, can further benefit through using their institutional and corporate business to access the UHNWI individuals behind those corporations or institutions. 

            We will show later in the book that the main challenge for the banks in the process of establishing such UHNW or VIP desks is the staffing, as it is very difficult to find bankers who have experience and the competence to work with the UHNW clientele. We will show that the banker has to be competent in wealth structuring, asset management and risk management, plus, he has to have strong communication skills, which allow him to create strong bonds with his clients. He also has to have a service-oriented mindset, and no arrogance that comes in between his ego and the requirements of the client. It can be challenging to find the right person. 

         

         
            What do clients want? 

            Clients ask from their banker that he considers their interest as the highest priority and that the banker uses the bank as the platform for solving the client’s problems in the most efficient way possible, in short: client advocacy. Clients hate it if the bank tries to sell them products for the bank’s benefit – therefore, product pushing is never a good idea. 

            Clients need to get access, through their bankers, to specialists to answer their specific and often highly technical issues. Some clients find it useful to be introduced by their banker to other entrepreneurs or families in business. For this type of client, brokerage of contacts by their banker is a complimentary service which creates an enormous amount of goodwill and thus strengthens the relationship. Access to exclusive investment opportunities, good research and new ideas are also expected. Entrepreneurs want access to capital, via loans, structured finance or capital rising amongst the bank’s clients. 

            Clients want to be challenged in respect of their choices and world views. They want to have a banker who can stimulate their thinking, who asks the right questions and helps them to get clear a clear idea of their way forward. Or in other words: clients want a “sparring partner” or coach to discuss their most burning issues. 

            And – this goes without saying – clients want attention and availability from their banker. 

            From the above follows that private bankers need empathy, experience, knowledge and creativity. 

            What our clients have taught us about their wants and what we ourselves want is detailed in the following summary box.

            
               Needs and wants of clients and bankers 

               Client wants: 

               
                  	• Seamless banking services based on client advocacy 

                  	•  Access to specialists, experts, opinion-leaders and – in most cases – to the banker’s network. 

                  	• New ideas  

                  	• Coaching 

                  	• Stimulation through the right questions asked 

                  	• Sparring partner to discuss the most burning issues 

                  	• Attention 

                  	•  Simplicity and practicality in the proposed actions to be taken 

               

               Banker needs: 

               
                  	• Experience and professional attitude 

                  	•  Knowledge and creativity to find for optimal, integrated solutions 

                  	• Empathy and social skills 

               

               Banker wants: 

               
                  	• Outstanding relationships 

                  	•  To add value, be relevant and to have carte blanche to give advice 

                  	• Indirect sales 

                  	• Success: satisfied clients and referrals 

                  	• Fun and learning experiences 

               

               Our clients have taught us that empathy is the most desired ingredient for success in the UHNW area, in addition to professional attitude and know-how. But you will also need courage to tell the powerful UHNW client that he is surrounded by the wrong people or that he neglects an important aspect, like empowering the next generation, or that he over-stretches his investments based on his overconfidence. 

               Bad investment results, tax and legal problems, and family disputes all create stress for your client. Succession planning, the passing on of assets and control, creates unease; and you as the private banker have to be available for your client at such moments. In UHNW banking “know your client” is an essential principle because, as the clients are important and few, we need to make sure that the banker takes any opportunity to listen, listen and listen and have his client and the client’s family talk, talk and talk. 

               We believe that the major challenge for humanity is the staggering pace at which the complexity of our world is increasing. This challenge becomes even more demanding for the UHNWI, as, due to his wealth, he has far more options than the average citizen. An important task for the banker is therefore to help the UHNWI cut through the complexity in order to find the best option to protect, grow and pass on his wealth. 

            

         

         
            Profiling UHNWIs 

            
               It requires a great deal of boldness and a great deal of caution to make a great fortune. 
            

            Mayer Rothschild 

            The global number of UHNWIs (>$50m) is estimated to be somewhere between 18,000 and 22,000. Growth is estimated at 9%, thus in 10 years there will be about twice as many. Due to this large number, all banks that have a dedicated UHNWI department have come up with a distinction between different types of UHNWIs. This is for the purpose of ideally matching bankers with the right group of UHNWIs, such as having an ex-entrepreneur as banker to work with active entrepreneurs or having an ex-investment banker to work with transaction oriented clients, with the ultimate aim of increasing efficiency and client service. 

            We believe that one can adopt different points of view for finding distinctions and common features amongst those clients. We can look at the behaviour of the client or we can look at the goals of the client. Both analyses help us to cluster UHNWIs into different groups. 

            Most importantly, as clients evolve, their behaviour and goals change, and the ideal service provider has to consciously observe the evolution of the clients and adapt his interaction with the client. Over the years we have developed a profiling process which stimulates us to think in depth about our clients, it helps us to think things through and to remind us of all the aspects and opportunities involved. 

            The following are the attributes we use to describe an UHNW client. As we deal with human beings, things are not black or white, but they exist in all shades of grey. Nevertheless, the following list of profiling tools and attributes helps us to understand our clients better. 

            
               Lifecycle chart 

               
                  Most men love money and security more, and creation and construction less, as they get older.  
               

               John Maynard Keynes 

               The lifecycle shows the typical cycle found in business families, from the birth of an ancestor to the birth and growing-up of his children, to retirement and death. It is a tool for analysing the family and family business in respect to time. In life and in business cycles are omnipresent, even though we would sometimes like things to continue in a linear way. The chart is immensely useful for holding a strategic discussion with the client and the client’s family. 

               For example, during the phase of growing his company a client might only need a little advice from his private banker, then he sells the company, a process which is accompanied by the banker and the corporate finance team. Then the client starts to invest his new wealth, at which time he needs input from the banker regarding risk and return, and finally, the client decides to create his family office and eventually becomes transaction-oriented. However, he needs his banker’s advice in drafting the family governance and succession contracts. 

               Control and ownership of the family enterprise change with the cycle of the entrepreneur too. With the increase of family members and addition of new generations, the family business, which was once controlled by the founder, will be held by his children, thus resulting in a sibling partnership, and a generation later by the children of his children, resulting in a cousin syndicate. Each of those has its own challenges and some excellent books have been written on the subject.
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               We have often experienced that an external analysis of the lifecycle of a client does not correspond with the interpretation of the client. Therefore, it is important to fully understand where the client sees himself in the cycle; mere assumptions might lead to wrong conclusions. Often clients who have been entrepreneurs do not accept that they have already passed the height of their professional brilliance and that they should consider planning for the succession. 

               Clients in a phase of transition from wealth-creation to wealth-preservation, or from preservation to passing-on, need a lot of time from their banker to discuss those profound issues, which clearly represent paradigm-shifts, and always carry risks. 

            

         

         It is crucial to be aware that such processes might take years, as a successful entrepreneur will always seek opportunities for investments, and self-made billionaires will always want to have a say. Even if they understand intellectually that they should empower the next generation and step back, their ego often does not allow them to do so. The banker can help the client understand that a succession is better planned and implemented consciously, even if such a conversation might touch deep fears of the client. 

         The banker can use Figure 1.1 to stimulate reflection. Especially as it is human not to think about death and succession, an honest conversation, based on the picture of the lifecycle, adds real value and often triggers actions. 

         
            Figure 1.1: Cycle of the client 

            
               [image: ]
               

            

             

            
               
                  Key point for the UHNW banker 
               

               Every UHNW client has needs created by the natural lifecycle of the business family. Use the lifecycle chart to discuss risks, needs and solutions with your client. Help him to think through the lifecycle. He will appreciate it and – if you have solutions at hand – you might be invited to implement them, and thus create business. More importantly, you may have the opportunity to strengthen the relationship with your client, dealing with the most intimate subjects. 

               

            

         

         
            Case studies: succession processes 

            A tragic example is a client of ours, who is a self-made real estate billionaire. His four sons all worked from a very young age in the father’s company, because he believed that would be the best education. He thought that just by observing him, the sons could learn much more than at a business school, so they never enjoyed a formal higher education or work-experience in another company.  

            While employing them at the family company, the father has never given them real decision-making power, so they never grew up, became frustrated and were more interested in living a good life. The father did not delegate decisions because he was convinced that he was superior. Today the father is 90 years old and still does not let his sons make any important decisions.  

            In his mindset the father is still in the process of wealth creation. He is, for instance, thinking of taking over another quoted real estate company, merging it with his and transforming it into an REIT. The series of recent takeovers he has made have lead the family company into a refinancing problem, and when the father suffered a heart illness the sons were paralysed by that situation. If we can’t convince the client to finally delegate power to one of his sons, or an outsider, the family might risk losing everything. 

            On the other side of the spectrum, another client created a private equity company for his son in order to give him a platform enabling him to be entrepreneurial, because he had just moved onto the next stage of the cycle from wealth-creation to preservation. He thought his son should on the one hand be empowered to develop an entrepreneurial mindset and on the other hand thought wealth-preservation would be too slow-paced for his son to become involved with. Once his son has shown enough business acumen, the client will initiate the succession process. 

         

         
            The three circle model  

            The three circle model
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                developed by Gersick and his colleagues is a marvellous tool. It shows the intertwining of the family business, the family assets and the human capital, the family itself. 

         

         The numbers in the chart refer to the different possibilities of being connected to a family, wealth or business. 

         
            Figure 1.2: The three circle model 

            
               [image: ]
               

            

             

            
               	1.  Family member, not (yet) owners, not (yet) involved in family business. 

               	2.  Outside owners of the company, in quoted family companies the shares owned by the public, i.e. free float. 

               	3.  Employee of the company, executives and managers without ownership. 

               	4.  Family member and owner, not (anymore) involved in family business. 

               	5.  Employee and owner, e.g. independent officer with participation. 

               	6.  Family member employed by the company, but without ownership; e.g. next generation which is groomed to take over leadership positions, ownership still with parents. 

               	7.  Family member, owner and employee, e.g. the typical founder president of the family business. 

            

            Each of the seven types have different perspectives and interests, which might lead to conflicts
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               . As UHNW bankers, we mainly talk to 2, 4, 5, 6, 7 and – if we talk to the independent CEO, CFO or treasurer of the family company – to a 3. 

            
               
                  Key point for the UHNW banker 
               

               During a conversation with the client it is crucial to understand which perspective he is using; family member, owner or manager of the family business. In general, the client will appreciate it if you can illustrate the potential conflicts and solutions through using the three circles. You might use the model to discuss the inherent structures and what sort of planning might be required to address future risks. As Gersick and his colleagues say, treat the family business as business, the family as family and ownership with respect. 

               

            

         

         
            Wealth map 

            UHNWIs are ultra wealthy, thus owning a complex structure of assets, which has to be mapped. The wealth map helps us to understand if the wealth is concentrated, as in most of the cases, the biggest asset being a participation in the family company. 

            UHNW client’s wealth consists of items to be mapped according to three dimensions: 

            
               	1. Ownership: 

            

            
               	• Strict personal wealth 

               	• Wealth in connection with family business 

               	• Wealth in connection with other family possessions 

            

            
               	2. Geography: 

            

            
               	 • Local 

               	 • Global 

            

            
               	3. Ownership vision and liquidity: 

            

            
               	 •  Tactical family asset, liquid and bankable, potential for opportunistic disposal or use as collateral 

               	 •  Strategic family asset, “never” to be sold, might be used as collateral 

               	 •  Strategic and historic asset, “never” to be sold or used as collateral 

               	 • Other asset, illiquid and without lending value 

            

            An UHNWI usually has his personal wealth, he might be the leader of a family that has substantial family wealth, like a castle, an art-collection, a private jet, and this family might be majority shareholder of a highly valued business. Thus, we encourage you to think in those three types of wealth when talking to your UHNWI. 

            Often you will start working with the UHNWI on his personal wealth. If he likes what you are doing he might expand the mandate to the rest of his family. Later he might invite your bank to also manage some of the liquidity of the company, maybe the pension fund and maybe even to assist his company in corporate transactions. 

         

         
            Case study: cross-selling 

            That is exactly the way it happened in the following case. A South American client who wanted to get a domicile in London under the resident non-domiciled scheme asked us to look after the funds he would bring to the UK. We did this over a couple of years and were able to establish a trusted relationship, which resulted in an introduction to the family company’s CEO. The family company was successful in the food industry in Latin America. Together with the company’s CEO, the board, whose chairman was our client, and the strategy executives, we established a plan to acquire companies in Nothern Europe. The investment banking division got the mandate to advise on a major transaction. Later, we got a mandate to manage part of the company’s excess liquidity, a job which is challenging, but pays relatively little. A year after that, we got the invitation to participate in the contest to manage a trust which was set up for the three sisters of our initial client, thus, family wealth. We got the mandate, not because of the best pitch or lowest fee, but because the client knew us and trusted us. 

            We also saw a lot of introductions from business wealth to private wealth, based on mandates carried out by the corporate financiers of our bank, which eventually brought us into contact with the beneficial owner of the company, who, being satisfied with the job done by the investment bankers, gave us the opportunity to manage part of his fortune. 

         

         
            Case study: stewardship 

            A prominent CEO and family member of a Swiss private chemical company told us that when he meets people on conferences, he can immediately tell if they are family company guys or not, as family company leaders think long term and think about the preservation of the family wealth pool. They think – in his view – completely different than non-family company managers, who think about their own personal interest exclusively, often aligned with the shareholders via stock options, whereas the family company leader thinks in terms of rowing the family company in order to offer a platform for his children and grand children.  

            He also told us that if he took his company public, several of his cousins – who are not involved in the running of the company – would get liquid stocks worth CHF 500m each, and that they would most probably sell the stocks and lose the proceeds during their lifetime, thus the family wealth would evaporate.  

            Moreover, this leader made it very clear to us that the wealth is not his, but the family’s, demonstrating the mindset of a steward of wealth than an owner of wealth. 

         

         
            Family structure and the family company  

            
               Structure of family 

               The starting point of family mapping is the family tree. The second step would be to understand who has the decision power, who is the leader and who influences the leader. Try to get some information about the decision criteria of the leaders, either through questioning them directly, people around them or by studying past decisions.  

               Then you have to find out whether the family has a “family charter”, a family council, a family office, family owned business, external consultants and how all of this interacts with each other. 

               You will often be surprised. Each family has idiosyncrasies and a family as a living being is continuously changing, a moving target for the banker trying to map it.  

               You might find families with a well defined family charter, family council and all possible governance tools, but where, in practice, the patriarch dictates. 

               Then you have also to understand the relationship between siblings, cousins and spouses.  

               All the above is complex and it is continuously evolving, thus your objective is to get a picture that is as clear as possible over time. 

            

            
               The family company 

               A good starting point is to understand the owner’s intention, which means whether the client or the client’s family want to reinvest in the company and push for growth, or whether they want to cash-out. Or are they undecided – perhaps they don’t see a rosy future for the family company, but nobody dares to talk about a sale? Or are they in a dispute about the future of the company? 

               You have also to assess whether the family company is a dog, problem child, cash cow or star
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                  :  

               
                  	•  dogs are companies with a low market share in a low growth or shrinking market,  

                  	• cash cows have an important market share in such a market,  

                  	• problem children have a small market share in a growth market, 

                  	• stars have an important market share in a growth market. 

               

            

         

         
            Orientation: transactional vs relational 

            Big family offices are transaction-driven. They use the bank, and the banker, to execute their strategies and to source products, to structure club-deals, to get financing and all other sorts of services a bank gives to an institutional client. Such clients choose the products and services through “beauty contests”, i.e. they let the different banks compete for the business. 

            Relationship-driven clients work with a bank because of the relationship with the banker, even if they might get better prices or products with another bank. They do this because they trust the banker and – interestingly – often because they are grateful to the banker, for helping them in the beginning of their wealth creation or during tough times. 

            For the banker it is important to turn the relationship from transactional to relational. You can do this by building a personal relationship with the family officers and/or the owners. However, it is clear that the bankers of the other institutions the client works with are trying to do the same. Ask yourself whether the client trusts your motivation, your integrity and competence. Ask yourself, ‘What more can I do for the client?’ 

            If you are not able to turn the relationship from transactional to relational at this point, give seamless service, surprise the client with your execution capability, reporting and creativity. This will upgrade your position amongst the multiple providers.

         

         
            Case study: from transactional to relational 

            We have seen this many times. For example, we had a client who used our bank because of the credit facilities. He carried on trades with us, borrowed in Japanese yen and bought high-yielding bonds, often from emerging markets. The client, his son or an investment advisor called every other week, just to give us instructions or to ask for borrowing rates. At this point the relationship was transactional. We insisted on the fact that we would like to meet the client and his son regularly, which we finally achieved. After a couple of glasses of red wine with the beneficial-owner, we discovered that they did fancy finance stuff, but they didn’t do it with us, because they used one of the top USA investment banks. Getting closer to the clients through frequent phone-calls and meetings, we found out about their interests in certain structured products and private equity funds. We started to propose ideas in the fields we knew the clients were interested in. We invited them to private meetings with fund managers and finance professors, because what they liked most was to exchange ideas. 

            Creating such social interactions, which were fun and interesting, helped us to shift the relationship from transactional to relational. After a year or so, the clients started to conduct their more sophisticated and high-margin business with us. 

            It is thus possible to alter a transactional relationship. A relational interaction is deeper, stronger and harder to lose.

         

         
            Scope: global vs local  

            Some clients are focussed on their home market; others work in different countries or even continents. Local clients appreciate a deep knowledge of their home market, whereas truly global clients appreciate your international network to help them execute their global wealth strategy. 

            Local clients, each and every time the local market is in a down-turn, have the desire to diversify internationally. Therefore it can be wise to talk to local clients about geographic diversification in the boom times, because, once the local recession bites, it will be too late for diversification. We have experienced this phenomenon with both Spanish and English real-estate tycoons. In some rare cases we were able to make an impact and have the clients diversify, to their great benefit; however in the majority of cases, during the build-up of bubbles, entrepreneurs have difficulty viewing the risks of their narrow strategy and are reluctant to use capital – which generates a high return locally – to diversify into geographies they don’t know and thus feel uncomfortable in. 

            But again, here the banker can make a difference, as when we advised an Indian client, who had all his wealth and more (using leverage) invested in the Indian market. India had a good run, an equity bubble was created and investors, such as our client, were even more inclined to increase their local exposure, chasing performance and increasing risk. We used several simulations, e.g. graphic computer output, to convince the client to diversify globally. The result was a much more stable portfolio, which did not suffer as much in 2008 as a pure Indian portfolio would have. 

            It is important to talk with clients who are strongly connected to a market, especially an emerging market, to consider a global diversification. This reduces risk substantially – as evidenced by history. 

         

         
            Wealth structure: personal wealth vs family wealth vs business wealth 

            Which one of the three is a priority for the client? Which of the three is most important? And which part would the client like to have managed or structured by you? 

            You have to study the possibilities of cross-selling. If you manage part of the patriarch’s money, can you get an opportunity to pitch to his family company CEO or to his brothers and sisters? Can you offer them a special deal, if they also channel corporate finance deals through you? Can you add value to the company through M&A? Can you get the permission to pitch to other related parties, such as in-laws? If you are in charge of the IPO of the family company, can you make sure that a large part of the proceeds will be managed by you? 

            When talking to leaders of successful family companies – who are not in the first generation – you often feel a very strong focus on the family wealth (family business and other family assets), as they are mostly concerned to keep it together for subsequent generations. 

            A prominent CEO and family member of a Swiss private chemical company told us that when he meets people on conferences, he can immediately tell if they are family company guys or not, as family company leaders think long term and think about the preservation of the family wealth pool. He also told us that if they went public, several of his cousins – who are not involved in the running of the company – would get stocks worth USD400m each, and that they would most probably lose that money during their lifetime, thus the family wealth would evaporate. Moreover, this leader made it very clear to us that the wealth is not his, but the family’s, thus, he was an exemplary steward of the family wealth. If only more family companies had leaders like him, their success rate would be even higher.  

            It is important to fully understand where the client sees himself in the cycle and where he actually is; mere assumptions might lead to wrong conclusions. Clients in a phase of transition from wealth-creation to wealth-preservation, or from preservation to passing-on, need a lot of time from their banker to discuss those profound issues, which clearly represent paradigm shifts for the client. 

            The banker who has led clients through such transformations can use his experience to illustrate the process and its pitfalls. 

            As we mentioned earlier, it is important to be aware that this process can take some time, as entrepreneurs and self-made business people will always want to be directly involved themselves. They may understand that empowering the next generation is important, but their being accustomed to taking a leading role may preclude them from letting go. 

         

         
            Old wealth vs new wealth 

            Old wealth is inherited and new wealth is created by the client. A hybrid is the successor of a family that has been rich for many generations, but creates his own successful business and thus increases his own wealth; kind of a self-made man with rich parents. 

            Old wealth is often more complicated to work with, because of their lengthy exposure to money and wealth-management. You as a banker will be exposed to many of their emotions and fears that are connected with being rich and to much of the emotional content of their previous relationships with banks and bankers; whereas the active entrepreneur, representing new wealth, is focused on his business.  

            Those with old wealth are often discreet about their true wealth, as they have – in their history – already been confronted with the dark side of being wealthy, such as being valued because of being rich and not because of their personality, attracting crime, jealousy and treasure hunting in-laws. 

            A third type is the “new rich”, the inheritor of the wealth creator, who has not much more in his mind than to show off his money and to use it as leverage for power. Such clients might be fun to be with for a while; however, here the banker has a special responsibility to coach the client to think long term. 

            Old wealth and new wealth are best analysed by mapping the client according to wealth structure (personal wealth, family wealth and family company), the cycle (wealth creation, wealth preservation and succession) and the family tree. 

         

         
            Non-tax-relevant vs tax relevant 

            Tax relevant assets are assets that have to be seen in the context of other assets and optimised tax structures. Non-tax relevant assets are assets of a client who is tax exempt, e.g. by having a domicile in a tax haven (Monaco) or some advantageous tax solution, like a lump-sum agreement in Switzerland or a resident non-domiciled status in the UK. 

            Non-tax relevant money is much easier to handle than tax relevant, because one can invest with a free mind, without having to check continuously with the tax code of the client. For example, hedge fund investments – in the past – caused headaches in several European countries due to the fact that they were not tax efficient. Hence they had to be wrapped in special structures, e.g. life insurance policies, to be sold to the investor who wanted to diversify by investing in that asset class. 

            Normally legislation adapts to new financial instruments, however adaptations are often late, and that is why investors at the forefront of finance often need special structures to protect their investments from outdated tax situations. 

            As an example, at the start of the German options exchange, which developed into one of the most important globally, German tax law had to be changed so that option trading was no longer viewed as speculation, involving a specially harsh tax treatment; the old German tax code had been prohibitive for hedging through options, as one would have had to pay excessive taxes on the hedge. 

            Similar situations are still present – as mentioned – with hedge funds, and the next financial innovation will first deal with unjust taxes, until the respective tax codes are adjusted, thereby channelling funds to foreign booking centres. 

            Tax relevant assets need vigilance regarding international tax consequences, whereas other assets don’t.  

         

         
            Decision power: concentrated or distributed 

            Think about the persons who have influence. Who are the formal and who are the informal leaders? Who is ascending and who is descending? 

            The most concentrated decision power is found with individualistic entrepreneurs, the families with power most widely distributed are those where there have been a number of generations since the original wealth creation. 

            The power to decide depends on the subject to be treated. Choosing the custodian bank might be the decision of the family officer, however the decision to IPO the family company might reside with the 85-year-old widow of the founder. To be effective, you need to have trusted relationships with both. 

            Food for thought: many family disputes arise from a situation where the patriarch wants to concentrate all the power, even wanting to rule from his grave. As a banker you should challenge clients with that mindset, for the benefit of their family’s future. 

         

         
            Wealth: concentrated or diversified 

            This question is answered by the wealth map. Does the client have one single-stock position and little cash, or does he have a well diversified portfolio encompassing all asset classes? 

            Concentration increases risks, therefore you have to understand whether the client has a solid understanding of risk, whether he wants to diversify or whether – as in some cases – he wants to concentrate further. 

            The diversified portfolio can benefit from optimisations in both risk/reward and tax efficiency. 

            The client with a concentrated portfolio might think, ‘no guts, no glory’, however, examples of concentrated positions, like the silver position of the Hunt brothers, are the most frequent reasons for massive wealth destruction. As a banker, you have to challenge concentrated positions. 

         

         
            Participator vs delegator 

            The participating client co-creates the portfolio together with the banker. He participates in the decisions on how to construct the portfolio and what to invest in. 

            The delegator totally delegates asset management decisions to his banker. Therefore, the banker is responsible for the performance of the portfolio. Normally – in the UHNW space – delegators give money to several asset managers and have them compete with each other. 

            We have one client who has a USD150m portfolio with us that he trades based on a participator mindset, but he has also several discretionary mandates with different banks. Thus with us he is participator, with the others he is delegator. 

         

         
            Broad financial knowledge vs deep financial knowledge 

            It is important to assess the financial knowledge of your client. This may range from the wealthy artist, with no interest in finance to the retired fund manager, who is hard to impress and has an exquisite level of knowledge. 

            It is important to understand the level of knowledge in order to communicate clearly and to offer an adequate service. 

         

         
            Local booking vs foreign booking 

            A client may have different reasons for banking in a foreign booking centre, being either to conceal his wealth or to reduce risk through geographical diversification. 

            An example of one of our foreign booking clients would be a Swiss resident in Monaco holding the majority of his assets through foundations domiciled in Panama, with bank accounts in Switzerland and Singapore. An example of one of our local booking clients is a young active Spanish entrepreneur who has his bank accounts in Spain where he resides and where he runs his profit generating enterprise. 

            Foreign booking in offshore centres is strictly regulated, and it is advisable that the banker has as exact a knowledge of the law as possible. He should also involve lawyers, tax-specialists and the compliance officers when he has doubts. In order to avoid problems in the future the banker has to convey the rules as clearly as possible to his client and has to make sure they are understood. 

            Foreign booking can be useful to diversify against political risks, for tax-planning and to conceal wealth.  

         

         
            Risk profile 

            Due to regulatory requirements all banks have to define a risk profile for their clients. So it is a compliance procedure.  

            We have noticed with many of our clients that holding risky positions which churn out profits generates more greed and automatically, even sub-consciously, the risk appetite of the client grows increasingly large until, if no powerful risk-management is present, the risky position turns into a tragedy. 

            On the other hand, a client who loses money normally becomes more and more risk averse, thus cutting his potential to make money in the future. 

            Moreover, another problem exists, namely that risks are defined by scenarios, especially the chosen worst case. However, what is the worst case? Holding positions in Freddie Mac with the price around 80, the worst case scenario would be considered to be a down-move of 25%. However, during the first half of 2008, it dropped 80% and more. Extreme events happen, but should they be used to simulate scenarios? If we use a scenario that USA stocks drop 75% over the next three years, which is an extreme and unlikely event, we end up with little room for manoeuvre. Therefore, using a profile defined either as aggressive or defensive is probably the best you can do, but keep up a continuous dialogue with your client, especially if you notice a shift in the style of his investments. 

            It is important to always assess the risk in the overall portfolio context. If a client has most of his wealth concentrated in a historic family participation in Ford Motor Company, buying put options on Ford is conservative, not aggressive. This is an obvious example demonstrating that risk profiles make sense only in the overall wealth context. 

            Risk profiles of individual investors change, which is another problematic issue. You can have a client, whose risk profile is very conservative in the morning, but after a long lunch with a couple of bottles of Château Pétrus, his risk profile becomes aggressive. Such mood swings usually don’t exist in institutions, where risk profiles are decided by a committee once every quarter or annually.  

            In most banks three risk profiles exist – remember three is a holy number – namely: defensive (money-market and bonds), balanced (bonds and up to 50% equities), and aggressive (growth, which is biased towards an equity exposure). 

         

         
            Public vs private 

            Is the client publicly exposed? Does he often appear in the press? Does he have known issues with the law? Is he politically active? Or is he totally secretive and discreet? Was he more or less public earlier in his life? What about his family and his partners? Does he want you to talk to him or his advisors frequently, or does he prefer to call you? Does he want to hide his fortune from his family? Does he want to hide his foreign booked assets from his locally booked advisors? 

            Some clients are politically exposed and have to be treated with care. By accepting work with a politically exposed client the banker has to assess the risk to reputation should a scandal develop around the client. 

         

         
            Case study: politically exposed prospect 

            We had a president of a developing and oil-rich country asking us to manage his country’s funds. Such requests – always challenging – have to be checked by the internal due diligence officers. Because the amounts were huge, institutional asset management and top management of the bank got involved. We asked for a clear separation between his family’s assets and the sovereign fund. The bank would – amongst other conditions – not allow the president to make transfers from the sovereign fund to personal accounts or to small, unknown companies. 

            The president and his advisors insisted that the amount to be managed was substantial, billions, and could be increased every year, but that the bank ought to be less restrictive regarding the future transfers of the funds. It was clear that the president wanted the option to move the country’s money to his own or his people’s personal accounts, an option which would force us into a situation that was absolutely not acceptable. After several lengthy meetings, we were really relieved once the president – through his advisors – accepted our definitive ‘No’. 

         

         
            Asset management vs corporate finance 

            What does the client look for? Asset management, corporate finance, leverage or project finance? 

            Clients who are active entrepreneurs or have a big part of their wealth invested in their company need advice in corporate finance. 

            In most cases, UHNW clients have a need for a corporate finance advisory. But many of them already have a strong relationship with an investment bank or a corporate finance advisor and they intend to use their private banker to manage their bankable assets. In such a case, it is important that you show your client that you can add value in the field of corporate finance, too. Brain-storming with your client about the disposal of assets or changing the overall wealth portfolio leads to new insights, deep strategic discussions and finally to a deeper relationship. 

            A family might want to sell part of the company to raise cash for its further development, or they might want to sell it because there is no heir or simply because they need money. Or the family may want to acquire another company for their portfolio. In this context we would like to mention that banks and corporate finance boutiques prefer selling mandates to buying mandates, because selling an asset is straightforward since the asset is known and the seller is firm in his opinion that he wants to sell.  

            Buy mandates are less precise and are often formulated in such a way: ‘Find me a company which fits strategically with my other company’. Then, for the sake of creating goodwill, you approach some companies you feel could make sense for the potential acquirer. You might anger the owners, because they don’t want to sell, and later you might find out that the potential buyer sees some potential shortcomings in the proposed company.  

            That is why buy-mandates are often lengthy and often don’t lead to a transaction. 

            Sell-mandates, on the contrary, are clear. You write a memorandum regarding the asset, create a shortlist of potential acquirers and start talking to them. Once you have created interest, you sell the asset using a competitive bidding process or one based on the preference of the seller.  

            Selling a company to the public through an IPO is always an interesting mandate, because it puts the advisors in the spotlight and generates nice fees. IPOs that are well-timed and with an up-trending secondary market make your client happy but because during an IPO the selling family keeps a substantial participation, a down-trending secondary market can destroy your relationship with the client, even though you have absolutely no influence on the stock price once the company is listed. 

            Corporate finance is about getting deals and managing expectations. Often owners of private companies overestimate the value. Also, some clients want to attach weird conditions to the sale of an asset, for example that it should not go to an acquirer from a certain country or a long-standing competitor. 

         

         
            What does your client seek from investments? 

            Your clients have a variety of options regarding how to use their investments. They may seek predominately credit premium, thus lending money or buying bonds to be compensated by attractive interest payments. Alternatively, they may seek predominately equity premium, thus preferring to buy stocks and indices. Another option for them is liquidity premium, which means they will invest in hedge funds or private equity. Finally, they may opt for alpha
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               , and thus carefully select managers. 

         

         We have found that our clients have a clear preference for one of these. The premium they seek is often correlated to their past experience. A client who has made money with carry-trades involving bonds will naturally have an inclination to invest in bond-strategies, hence he will seek credit premium and alpha. 

         In order to be proactive in the management of the business aspects of the relationship, the answer to what your client is seeking from investments is crucial; it will allow you to propose ideas to your client which are relevant to him. 

         
            Closed social network to open social network 

            You have to study the social network of your client to firstly get a better understanding of him and secondly determine if he has friends that you would like to get to know. However, many clients do not open their social network to their bankers, thus we consider the network as closed. Some clients may want to introduce you to their network, because they feel that you could also add value to their friends or simply because they consider you – after many years of collaboration – as a friend.  

            If the client does not open his network to you, you might want to think of a strategy for how to convince him to do so. One strategy is to introduce interesting people to him, another would be to directly ask him for a certain introduction. 

            Most UHNW clients have an interesting social network – though it is the case that some are very solitary – and thus it is important for you to learn as much as possible about your client, his friends and his enemies. 

         

         
            2. UHNWI Case Studies 

            We have chosen five cases to illustrate certain aspects of UHNWI banking. Specifically: 

            
               	The Europe case explains family values, how to discover the hidden needs of UHNW clients and the decision to set up a family office. 

               	 The Middle East case describes philanthropy, Middle Eastern culture, Islamic banking, asset management, volatility, endowment portfolios, simulation, market crisis and trusts. 

               	The Latin America case examines risks. 

               	 The USA case is about family governance, an internal capital market and the set-up of a family office. 

               	The Asia case is about investment banking. 

            

            With the five case studies from different continents, we intend to illustrate in an easily digestible manner the three aspects of UHNWI banking; strategy, execution and risk management. 

            From a generalised point of view, these three tasks of the UHNW banker can be described as:  

            
               	1.  Strategy: help the client to define or refine his strategy. The strategy has to cover 360 degrees of the family, and thus has to include the family business, all other family assets and the human capital aspect too. 

               	2.  Execution: help to implement this strategy. This includes monetisation, protection and management of the assets, including family business, other family assets and human capital. 

               	3.  Risk: help the family to manage risks. Risk management and mitigation spans from business risk to market risks to intra-family litigation risks. 

            

            
               Investigating strategy, execution and risks 

               Questions are crucial in the advisory business, thus we reformulate the three aspects of advice giving as the appropriate questions: 

               
                  	1.  Strategy. What does the UHNW individual or family want to achieve? What are the milestones? How will we measure success? 

                  	2.  Execution. How do we get to the next milestone? What needs to be done to get there? How do we do it in the most efficient way?  

                  	3. Risk management. What if? 

               

            

            
               Example 1: Europe 

               Some 80 years ago, the founder of a family enterprise had to make a tough decision. His small business, a hardware store in the French province, was not doing well, and year after year it got worse. So he took the painful decision and liquidated his small unprofitable business and moved to Paris. There, once installed, he started to work as a secretary for a lawyer. Later he started his own small business in textiles, which he developed and navigated through a world war, economic depressions and recessions. A quantum leap for the business came with a major contract from the French army and – because of the quality and service – many subsequent public contracts. 

               The founder had two sons, of whom one – Alfred Sr. – was business astute and a risk taker in his younger years. He eventually took a substantial loan and bought out his brother – who worked less hard – paying generously. The bought-out brother eventually moved to Africa, to hunt big game and to cultivate exotic timber, which he exported to Europe and Asia. 

               In the sixties, Alfred Sr.’s business started to take off, and he was able to build impressive wealth, based on real estate investments and developments. 

               Today the family has a Net Asset Value (NAV) of about €1bn, of which €200m is in liquid assets. They have land pockets close to major European cities, which are not accounted for in the NAV, and which will be developed and sold over the next 10 years and will generate additional cash of anywhere between €2 and €3bn. 

               Moreover, they own some estates in France, Europe and Latin America. As pet projects they own two hotels and a restaurant. They are contemplating opening a luxury high-tech hospital, probably triggered by the visible ageing process of Alfred Sr. 

               They also have a collection of antiques and art, especially books and stamps, which have a very special purpose, to be mentioned later. 

               
                  Success factors of the family 

                  When we asked about the success factors of their business they mentioned a few, such as: they had some luck investing, they had been right in their main investment themes, which is buying land outside of developing cities, they did their research themselves and trusted its results, they were only dealing with people they fully trusted, they tried to attract the best talents for key positions in their companies and paid them generously and they hardly used leverage, thus had no difficulties during credit crunches. 

                  So, as with most families, a combination of choosing the right strategy, focusing on execution and some luck was the engine for the phenomenal wealth creation. 

               

               
                  Family tree of the C family 

                  We know Alfred Sr., who has some age-related health issues, but still commands a sharp intellect. Unfortunately, he has difficulties speaking, again due to some consequence of a health issue. We know his wife and all four children, too. 

                  The family’s investment plan and strategy are elaborated by Alfred Jr.; the local real-estate developments and construction company holdings are under the responsibility of the second son, Bruno, some auxiliary businesses are looked after by daughter Charlotte and a philanthropic project by son Daniel. 

                  Alfred Jr. has two children, Bruno has one, Charlotte and Daniel have none. 

               

               
                  Family governance, business decisions and values 

                  We mostly speak to Alfred Jr., who shapes the strategic family business decisions and is therefore the one who needs most strategic wealth management advice. 

                  However, and interestingly, the father has a “moral” veto right regarding new business ventures or investments outside the family tradition. The sons know exactly what sorts of projects the father, Alfred Sr., would underwrite, and which ones he would avoid. Thus, the sons would not present a project to him that they believe he would not agree to. As we will mention later, the decision criteria for investing into new ventures are deeply rooted in the history of the family. 

                  The family businesses, investments, real estate development, internet and construction have basically no debt, because the family wants to be as independent and free as possible. 

                  Alfred Sr. had a bad experience when he took on a massive debt to buy his brother out, a debt which haunted him for many years, and once he had paid back his lenders, local banks, he decided to work with as little debt as possible. He agrees, though, that had he played cleverly with leverage, his fortune could be a multiple of what it is now. 

                  The family values stem out of a paradox. On the one hand, the family has experienced wars in France, suffered hunger, suffered persecution, and even had to leave the country. And on the other hand, the family has made a fortune investing aggressively. 

                  The paradox which defines their business attitude is to preserve wealth, even in the worst scenarios, but still be able to make aggressive investments. It is like the person who would like to buy the flat on the ground floor, to be able to get out quickly in case of a fire, but still wants to benefit from the view from the top floor. 

                  Also, we found out later, the family has twice lost large amounts of money co-investing with friends in projects they did not fully understand, and in which they did not control either strategy or execution. Based on that information, it became clear to us why this family is suspicious of all sorts of complex financial structures, club-deals, even mutual funds, not to mention hedge-funds and the like. 

                  Having suffered persecution and having had to leave France during the Second World War, created the need for transportable wealth. Thus, the family has a collection of rare old-books, valued in the millions, which in case of war could be transported easily and which would most likely not create any problem at a border control.  

                  Imagine a normally dressed person crossing the border, holding a book, wrapped in normal paper. The chances that a border control agent would confiscate that book are quite small, and thus a highly valued book represents an interesting way to transport wealth. Such books could be sold – once out of the war-torn country – for a substantial amount. Perhaps not immediately, but certainly in the long run, this would grant the family new start capital. For the same purpose, the family owns highly valued stamps, which also could be hidden in clothes and so smuggled across borders with ease. 

                  In addition to that transportable wealth, the family has a large amount of gold coins to prepare them for a scenario where the local financial system breaks down, in order to still pay with gold coins, which would always be accepted, for protection and food. Possibly, they suffered from the various currency devaluations before the Second World War.  

                  One other consequence of the hardships suffered by the family and their fear of extreme events is that the family conceals their wealth as much as possible. They live a lifestyle corresponding to a rich, but not mega-rich family. They would – we are convinced – prefer that people would even not consider them rich. In order to try and conceal their wealth they use lobbying towards the press and employ two media consultants to minimise coverage in the media. We could define this as reverse PR, a task which is difficult to execute and where the success is close to impossible to measure. 

                  Another strategy the family uses to conceal their wealth is to use many small independent law-firms, banks and accounting firms, giving specific projects to each of them and thus avoiding the situation where any one big firm has the full picture of their assets. 

                  Alfred Jr., a highly intelligent and educated person in his forties, describes the family’s concerns as follows:  

                  ‘We reckon with catastrophes in the future, such as major terrorist attacks, war or ecological events, and we want to survive them. But we also want to invest – aggressively in emerging economies – to grow our family wealth further; however, we want to maximise control over such investments.’ 

                  Translated into financial language: Alfred Jr. wants to mitigate “tail risks”
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                      in the financial or geo-political arena. But he would still like to benefit from the upside in the economy, the European, where he is heavily concentrated, but also – in order to diversify – in emerging markets. 

               

            

         

         

         
            Family values  

            Families behave in a certain way. Authentic family values are the family inherent mindsets and world views that make the family behave in the way they do. Pro forma family values are values that are stipulated in the family charter, but are not lived. 

         

         
            Hidden needs and our advice 

            It is normally not difficult to detect the obvious needs, such as solid investment performance with a downside protection. However, as in the case just described, the hidden needs, such as a safe haven portfolio outside the family’s home region, transportable wealth, options to leave home for another continent and start again, are only discovered if trust and a strong bond exist between banker and client. 

            Also, as bankers, we must be careful to take such hidden needs extremely seriously. For example, when Alfred Jr. opened up and talked about the family’s fear of a third world war, an answer like, ‘Don’t worry, our analysts think this will never ever happen’, might insult or at least put Alfred Jr. in a defensive mode, and the opportunity to strengthen the bond may be irreparably damaged. Or he could just interpret that we are not able to follow his thought processes and do not merit being his advisors. 

            During our discussions regarding how to manage wealth in extreme crisis, we studied the situation of hyperinflation in Germany and tried to find winners from that situation in order to evaluate whether it would be worthwhile copying their investments. 

            Moreover, Alfred Jr. explained to us that after many nights of deep reflection, he had concluded that the best investments for weathering extreme crises are grateful young and brilliant entrepreneurs. He started immediately to implement a strategy based on that thought, entering as sponsor and coach for some joint-ventures with young entrepreneurs in central Europe.  

            Again, the first step was to understand the hidden needs fully, and because we were the first ones to understand them fully, we were able to develop a deep and trusted relationship. In order to understand the hidden needs, we had to understand the persons and the family history. 

            Once we had the history, needs, and potential touch points determined, we were able to start developing advice and solutions. On the basis of our new understanding of the client, we can now add value to the family in nearly all the dimensions they require, namely by: 

            
               	•  Creating a safe-haven portfolio (physical gold in safes in various jurisdictions, extensive agricultural real estate in other continents) 

               	•  Connecting the family with private equity funds to help finance the development of the additional land-pockets 

               	• Assistance in creating a family office 

               	• Advice regarding succession planning 

               	• Introducing emerging market real estate projects to the family 

               	• Management of the bankable assets 

            

            Our main contact, Alfred Jr., is intelligent and well-informed, and we spend a lot of time discussing ideas and connecting him with experts in different areas. He is a person who seeks learning experiences continuously and has a need to dialogue extensively. He is not able to discuss his family on a conceptual level with the members of the family, and so he enormously appreciates the possibility of using his bankers as a sounding board for his ideas, which he will develop together with us, structure and finally present to his brothers and his father, who, as mentioned before, has a veto-right for new business ventures. He might use the veto if he does not fully understand the business-rationale, strategy and execution of a project.  

            The relationship between us and the family, which was built over four years, now has such a strong basis that from time to time we get an introduction to the families’ friends, which, of course, has an immense value for us as private bankers. 

            What was the best advice we gave this client? We believe it was the suggestion to psychoanalyse his family history and to coach him towards solutions which connect to his family history, creating a congruent wealth and risk-management plan. 

            As always, the key questions to find those crucial hidden needs are: ‘And what else?’ and ‘Can you tell me more?’ You can ask those questions once you have established intimacy in the dialogue with a client, and you will be surprised with their effectiveness. After receiving a first answer you should ask: ‘And what else?’ A client may give plausible, but not completely accurate, reasons in answer to your questions initially. He or she can then be encouraged to provide the real reasons with careful questioning by the banker. 

            Of course, we could have confronted Alfred Jr. with a proposal of a family governance charter and started a discussion. However, we are not sure if we could have got so much depth in our analysis. 

            We believe that this family is representative for Europe, and shows characteristics which we have found in the majority of European UHNWIs. Foremost among these traits is the family history which shapes the values and thus the behaviour of the family. Naturally all families have different histories, which means they all have very different behaviours and this is reflected in their interaction with their bankers. 

            In this case, the major behavioural aspect in the family’s interaction with us is the lengthy process of establishing trust or the relational approach to business; remember, they only do business with partners they trust and have known for some time.

         

         
            Family office 

            We are now working with the family to establish a family office and have a discussion about a family governance charter. However, once the family office is running and trusted, they might change their behaviour from being relationship driven to being transaction driven. 

            Helping a client to set up a family office is always a frustrating task for a banker, because the new family office will most likely take over part of the role of the banker. But this threat should never interfere with the professionalism in advising and guiding the establishment of a family office. In many cases, the banker will even receive an offer to leave his bank and serve as family officer.  

            In the project of setting up this family office the obvious issue is to find a trusted family officer. One who wants to stay in that job for the rest of his life, because for this family a turnover in family office executives could leak information to the outside world and, as we know, they are highly concerned to hide their wealth. 

            Unfortunately, there is allegedly nobody inside the family businesses who is trusted by all family members enough and who has the skill set to run the family office. Also, the family would like to avoid having a family member running the family office. Alfred Jr., who in a way has the role of a family officer already, insists that he would only like to employ one if he could add real strategic value, based on experience and a sharp mind. The other brothers and the sister would like to find someone who could be a counterweight to Alfred Jr., since they are concerned about the weakening of their father, Alfred Sr. 

            Given those parameters, we foresee a tedious process finding the right person, not only because of the family dynamics, but because it is extremely hard to find a person who combines the needed talents and competences to be a family officer, which is also a reason why family officers are expensive, being paid upwards of USD1m per year (2008). 

            Our task as bankers is to walk the family through their thinking, helping them to crystallise the real – and most often hidden – motives of all four brothers, why exactly they want a family office and what they expect, and especially what sorts of conflicts between them they expect the family officer to prevent in the future. 

            Will the other brothers confront Alfred Jr. with their fear that he might become too dominant, that he will advantage his children over the children of the others in terms of strategic position in the business? How will Alfred Jr. react if confronted? 

            If the brothers don’t confront Alfred Jr. with their fears, one way or the other, we as their bankers have to do it, obviously using silk gloves and diplomacy. But we are sure that in the long run the family will profit from an open discussion about their fears in respect to the passing away of Alfred Sr,, the dominant role of Alfred Jr., and the best way to handle those fears and potential sources of dispute. Maybe a family office is not the solution, maybe something more radical is needed, such as a split into four branches, each having a family office. 

            
               The single family office and family officers 

               In the following we refer to single family offices that cater for one family. Multi-family offices service several families and are better described as boutique private banks. The UHNW family has to decide first what type of family office they want to establish, as it can fulfil one of the three roles: 

               
                  	1. Concierge services: 

               

               
                  	 •  Coordination of service providers (private banks, law-firms, accountants, tax-advisors). 

                  	 • Real estate management. 

                  	 • Management of planes and yachts. 

                  	 • Travel and security management. 

                  	 • Coordination of education programmes for heirs. 

                  	 • Coordination regarding medical treatments. 

                  	 • Coordination of ad hoc philanthropic projects. 

                  	 • Counselling of heirs. 

                  	 • Managing family events. 

                  	 •  Often: diplomacy, communication and conciliation between family members. 

               

               
                  	2. Planning and financial management, in addition to the above: 

               

               
                  	 • Strategic advice. 

                  	 • Wealth structuring. 

                  	 • Asset manager selection. 

                  	 • Reporting. 

                  	 • Management of philanthropic projects. 

               

               
                  	3. Investment management, in addition to the above: 

               

               
                  	 •  Asset management, direct investments (in all asset classes), asset allocation. 

                  	 • Implementation of investment vehicles. 

                  	 • Risk management. 

               

               Family offices – in most cases – grow organically into chaotic structures with unclear boundaries between family office and family company and with service levels that every family member interprets at will. 

               Family offices that can be built from scratch are often more efficient, because the organisation is delegated to a family officer, who can establish clear boundaries and rules. The family officer has to perform in his job, because he will be closely judged.  

               The level of expertise and complexity of the job increases exponentially, moving from concierge services to planning & financial management, to investment management. This is demonstrated by the compensation offered for the family office CEO, (2008 figures): 

               
                  
                     
                        	Service
                        	Fees
                     

                     
                        	Concierge services
                        	€150k - €300k, plus bonus
                     

                     
                        	Planning & financial management
                        	€250k - €1m, plus bonus
                     

                     
                        	Investment management
                        	> €2m
                     

                  
               

                

               However, even proposing high compensation, it is difficult to get investment managers because, if they are above average, they are lured to hedge funds, asset management firms and boutique investment banks, where they might make more money and might have a more varied job. 

            

         

         
            Example 2: Middle East  

            In this example the client is an UHNWI from Abu Dhabi, living in Abu Dhabi, Geneva, London and New York. The client’s ancestors were originally from Persia, one of the prominent merchant families who were so powerful in the Gulf region before the discovery of oil. Later, as we know from history, oil income tipped the power from the merchant families towards the ruling families. 

            Even today the merchant families have much power in the region, as they are often the second in the food chain, after the ruling families, to enjoy the enormous amount of wealth created by the Gulf’s natural resources, mainly oil and gas. 

            The client’s father made a fortune, several billion dollars, in construction and investments, foremost in bank stocks in the region and abroad. He used leverage extensively, thus his investment behaviour has to be characterised as aggressive. As a side note, many families who work in construction are very comfortable in using bank loans, as this is standard practice in the real estate development business. Our client worked for decades together with the father, having the role of the diplomat of the business, networking and lobbying for the family company’s projects. 

            The client’s direct family is atypically small for the region and two years ago he inherited the major part of the fortune. In contrast to his father, the client is not interested in growing the fortune persistently, but in creating a structure which will allow him to live well, but most importantly act in the field of philanthropy. Another important issue for the client is to conceal the immense wealth from his sons-in-law. He has three daughters, all married to educated professionals. The client prefers that the sons-in-law perceive him as financially comfortable, but not as immensely rich. 

            The client’s direct family is a branch of a bigger family, an aristocratic family of the region. Interestingly, these aristocratic families do not have a written family charter. What they do instead is that the eldest – in this case an uncle of the client – is the head of the family or clan, and the other members respect him and listen to his advice.  

            Those aristocratic families live their governance structure, and do not need a written family charter to do so. It is obvious that those families have a very long tradition and a very clear respect for the elders. Such traditions have been forged over years, often centuries, and are therefore so much more effective than a family charter and family board of a family that has only recently become important. 

            
               Success factors 

               When we asked the client what was the success factor of his and his father’s business, he – after some moments of reflection – said, on the one hand knowledge and education and on the other hand access to opportunities, in the client’s terms ‘open doors’. The client strongly believes in the value of opening doors for other people and having people who open doors for him.  

               This answer fits very well with the strong philanthropic interest of the client in giving people opportunities, opening doors for them and establishing platforms where less fortunate youngsters can learn. 

            

            
               Expectations 

               When we asked the client what he expects from his banker, he didn’t have to reflect very long, and he suggested the following attributes: trust, politeness, treating information with the highest level of confidentiality, education, and – he emphasised – being able to simplify financial matters. 

               Obviously, simplifying complex matters is the proof of mastery, and hence the proof the banker can be trusted due to his competence. How can the banker achieve such mastery? The basic ingredient is to be informed, updated and know the business, but then most importantly, reflecting consciously how the concepts can be explained, using metaphors, pictures or even stories. 

               Also, being able to explain alternative investments, such as hedge funds and private equity partnerships, in a metaphorical way is a quality appreciated by clients who themselves are not financial professionals. 

               In the Middle East confidentiality is a must. Often, due to the complex nature of the families, clients want to hide their wealth from other family members. Especially in cases where you deal with two cousins, they want both to be sure that you treat all information absolutely confidentially; otherwise they will never consider you as a trusted advisor. 

               As a banker, you also have to be aware that clients will test your confidentiality; they might ask you, referring to the case above, ‘Do the investments of my cousin perform better than mine?’ Such a question is clearly a trap, and you have to tell your client to ask his cousin directly, because you can’t disclose such information. At this stage you can also expand on the banking secrecy and privacy of your clients. 

               Treating information confidentially is a question of mindset. And for the private banker it is a must. Certain bankers have the tendency to brag about their high-profile clients, but that is absolutely unprofessional and will backfire sooner or later. 

               Going back to the basic requests for an ideal banker as suggested by our GCC
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                   client, politeness and confidentiality are matters of character; simplifying finance is a matter of knowledge and artful communication, which has to be trained. 

            

         

         
            Building trust 

            How did we win the client’s trust? We have had two years of regular contact, meetings, afternoon teas and dinners with his wife. 

            One amusing incident that helped us to build a relationship with the client involved classical music. Knowing that the client is a connoisseur of classical music, we tried to invite him to a concert by a famous philharmonic orchestra, which due to confidentiality reasons we will call the XYZ Philharmonic. By a strange coincidence, the client very politely asked if we liked the XYZ Philharmonic, which we said we did indeed. So the client asked us, ‘What are you doing tomorrow evening?’ We said we were free (a banker is always available!) and the client then told us: ‘Well, then come to my house, the XYZ philharmonics will play in my garden.’ You can imagine our surprise! The concert was wonderful, the dinner delicious and the setting in the client’s country house was unforgettable. Moreover, all the other guests were also interesting people to be in contact with. 

            Such anecdotes make the life of the UHNW banker interesting; they add a lot of pleasure to the job. 

         

         
            Financial matters 

            Only after having known the client for years did we start to talk about his financial matters. This is a characteristic which we have often found with Gulf clients, namely the need to establish a personal bond before we could talk private banking. 

            A client who needs secrecy has a very long time horizon, he would like to live from the proceeds of his wealth, but would especially like to sponsor philanthropic projects and would, of course, like to have his succession organised. 

            Having understood where the client is coming from and what he wants to achieve, we showed him some of the well-known and outstanding endowment portfolios, such as the ones from the universities of Yale
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                and Harvard. The asset allocation of Yale Endowment is shown in Figure 2.1. 

         

         
            Figure 2.1: Asset allocation of Yale Endowment, June 2007
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            The question still remains – whether starting today one can replicate the staggering performance of the Yale portfolio.
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                Private equity in particular, which added a lot to the performance to such portfolios over the last 20 years, might be far less profitable over the next decade, reasons being the credit environment and a certain crowding of the markets. However, for a portfolio with a long-term objective, we like a heavy weighting of hedge funds and private equity, even if we cannot be certain that it will lead to the spectacular performance observed in the past. But still, we believe that – with no liquidity constraints – such a portfolio will perform better and will be less volatile than a typical portfolio consisting of stocks and bonds.
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         Moreover, the client is attracted to socially responsible investing and Islamic finance. This interest in Islamic finance is not because of fundamental beliefs, but because of the beauty of its principle-based investing. 

         Because the client has a strong scientific background we were able to profit from showing him the quantitative analysis of different types of portfolios. Quantitative analysis uses Monte Carlo simulation and worst case scenarios to make some statements about the future of a portfolio. With this type of analysis, and the instructive charts it generates, we can show a client how much his wealth will be worth in 10 or 20 years’ time, what the risks are that he will lose more than a certain threshold amount and how his portfolio would have behaved in certain historical crisis scenarios in the list on the opposite page. 

         
            Recent financial crises 

            
               
                  
                     	Date
                     	Crisis
                  

                  
                     	1980s
                     	Latin American debt crisis.
                  

                  
                     	1987
                     	 Black Monday, S&P futures end down some 22% for the day. Contagion to rest of the world. Death of portfolio insurance.
                  

                  
                     	1989-91
                     	USA Savings & Loan crisis.
                  

                  
                     	1990s
                     	 Bursting of the Japanese asset price bubble. Nikkei down 79% between 1990 and 2003.
                  

                  
                     	1992-3
                     	 Speculators attack currencies within the European Exchange Rate Mechanism.
                  

                  
                     	1994-5
                     	 Mexico: speculative attack and default on Mexican debt. 
                  

                  
                     	1997-8
                     	 Asian Financial Crisis: devaluations and banking crises across Asia; Hong Kong down 63%.
                  

                  
                     	1998
                     	 Russian financial crisis: devaluation of the rouble and default on Russian debt. 
                  

                  
                     	2001-2
                     	 Argentine economic crisis: breakdown of banking system.
                  

                  
                     	2000-3
                     	 Dotcom bubble bursts, Nasdaq down 82%, FTSE down 52%.
                  

                  
                     	2008
                     	 USA, Europe: subprime mortgage crisis and hangover from cheap loans, thus massive leverage. Death of the investment banks.
                  

               
            

             

            It is important, though, to explain the methodology and the limitations of such an analysis. Some scholars of finance believe that this type of methodology has no value, because future worst-cases are worse, unexpected and totally different from the historical ones. Hence the long-term forecast of a portfolio is strictly not possible. 

            We have to admit that this point of view is probably the correct one, as proven by the different banking crises, but still, we like to use Monte Carlo analysis to start a dialogue with our clients about “what ifs” and the possibility that things can go badly wrong, and therefore it is better to work with a team of financial risk experts, who have the expertise to hedge risks and have the experience of financial turmoil. 

            Harnessing the interest of the client for scientific thought helped us in the first place to get the client involved and attracted to our way of using a scientific toolbox in our conversation with our clients. This was helpful at that stage, when we still did not have any banking relationship with this client. 

            The client, who is smart and a good negotiator, a characteristic often found in the Middle East, asked the long-standing banking relationship of his father to do similar risk analysis, which they of course were able to provide. 

            But still, we were the ones who drove the client’s thinking in the direction of long-term scenario analysis. 

         

         
            Wealth planning 

            In addition to asset management, we proposed a comprehensive trust structure to the client that caters for his second wish, namely to hide his wealth and succession. 

            The client already had a simple trust structure in place for his philanthropic endeavours. However, we suggested it would be good to find a generalised, more sophisticated solution, and – as an idea – we suggested setting up a special trust owning companies, which would hold most of the client’s assets and have a clear mandate in respect of the donations to the different sponsored philanthropic foundations and the cash available for the personal use of the client. Additionally, the trust will rule over the future succession and inheritance process. 

            We have to concede that we were fortunate that the client did not yet have such structures in place, and together with the quantitative portfolio analysis, we were able to make a difference for the client. By the time of the writing of this book, the client has already a substantial amount of his funds with one of us and we are convinced we will increase that amount or – in banking speak – our share of the wallet. 

            To conclude: we have depicted one of our global clients with an origin in the Middle East. A client that represents certain characteristics of the Gulf UHNWI, such as interest in Islamic finance, family values, sophisticated investments and in this case also a characteristic of the Anglo-Saxon world, namely a deep involvement with philanthropy. 

            Because of the wealth present in the Middle East, competition to attract the UHNWI’s from that region amongst banks is fierce. Therefore it is crucially important to build trust, hopefully to be recommended and to present cutting-edge ideas and real solutions. 

            A further challenge for the bankers is the concentration of wealth in the hands of the ruling and merchant families. 

            Given the economic outlook of that region, we believe that it is an interesting region for the private banker. Signs of over-heating do exist; however, if the GCC can deal with inflation, foremost through un-pegging their currencies from the dollar, and the asset price bubbles, the wealth in the region will most likely continue to grow for many years. 

            Another interesting aspect of the Middle East is its interface potential with Africa, which, as many analysts agree, will be the next and last of the emerging markets. On the one hand, this interface will – if the emerging market story of Africa unfolds – create additional wealth in the region, but on the other hand it will also create vast new investment opportunities.  

         

         
            Islamic Finance
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            Islamic banking is banking based on values, such as honesty, trust, sustainability and integrity. In that sense it has a lot in common with the traditional Swiss private banking culture. 

         

         It is built on principles of risk sharing and win-win. 

         The Sharia culture, while more spiritual than the Swiss banking culture, is also about making business in the best interest of everybody and without harming the environment. 

         In Islamic finance, interests are forbidden, therefore loans and bonds are structured as profit-sharing agreements. Shares in companies that use heavy leverage, e.g. banks which are involved with weapons, gambling, tobacco or alcohol must not be bought. 

         Sharia boards decide on the conformity of a financial product and, unfortunately, there exists no standardisation so far. This is a major challenge for the future growth, especially for Sharia-compliant asset management and Sharia-compliant investment banking. 

         Sophisticated asset management, using alternative asset classes and not only equities, can be especially difficult due to the scarcity of Sharia-compliant hedge funds or simply because of the lack of liquidity of Islamic bonds, so-called Sukuks.  

         
            Ethical or socially responsible investments
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         Ethical investing considers return, but also social impact. Ethical investing is therefore also called Socially Responsible Investing (SRI) and avoids investments in companies and/or countries that engage in the destruction of the environment, don’t honour human rights, but also, like in Sharia-compliant investing, are in involved in the arms industry, tobacco, gambling or alcohol. 

         Sustainable investing favours investments that contribute to ecology, such as alternative energy. 

         Sustainable investing is a very important trend in finance, both for institutional assets of corporations that want to be good corporate citizens and for the growing share of environmentally and socially conscious private investors.

         
            Example 3: Latin America 

            Mr V is remarkable, he is athletic, tanned and incredibly charming. When we first met him in his mansion in the countryside of Brazil, flying in from São Paulo with the client’s private jet to his private airstrip, we planned to stay a few hours; however, he insisted that we stay three days.  

            As usual we asked V what made him so successful and his answer was ‘I have always been nice, very nice, to people, and this has helped me to navigate through society towards wealth. I have also an ability to control my mind, thus my thoughts, and I focus on the positive side, the opportunities.’ 

            V had a charming nature and he was able to leverage this strength. It was not wisdom or knowledge but just social intelligence – the art of bonding with whomsoever and as a result attracting benevolent reactions. 

            
               Domicile and succession 

               Two years ago we structured a Singapore trust for Mr V in order to have his succession organised. He would leave some money to his wife, ex-wives and children, but most would go to the Red Cross. It is always a pleasure to help UHNWI set up succession plans where a substantial part goes to philanthropy or charity. And during discussions about where to help and what cause to support, our understanding of the values of our clients reaches an entirely new level. 

               So far, only in one case have we had a strange request, namely to pass all the wealth of a USA client after his death to his dogs. During this really strange episode, we tried to convince the donator to consider child charities, but it was impossible to change his mind, and a structure was set up to cater for that eccentric wish. In all such cases, we have serious doubts about how long such an arrangement really works.  

               In the late nineties the combination of a political situation and a love affair with an English lady made Mr V leave Switzerland to live in London. He left the Latin business in the hands of his company secretary. He became a resident non-domiciled in the UK, but as tax matters are getting worse under that regime he is looking for a residence in Switzerland again and will go for a lump sum tax agreement with one of the Swiss communities. 

               While Mr V was bored in London, he started to invest his money in a strategy he learned from a friend – carry trades. 

            

            
               Carry trade  

               To carry or hold a high yielding asset, financed cheaply, is called a carry trade. A typical bank’s business is carry trading, using low paying customer deposits or short-term loans to finance some high yielding and often more risky assets. By the way, normally a banking crisis happens when banks can’t refinance to keep on carrying the riskier assets and are forced to deleverage. 

               Carry trades can be straight forward, like borrowing in Swiss francs and buying UK T-bills (assuming an interest differential of 2% and a lending value of the UK T-bill of 90% such a trade could generate 20% p.a., subject to the absence of bad surprises in the exchange rate), or more complex in terms of risks, as borrowing in Japanese yen and buying USA corporate bonds (entailing currency, credit and interest-rate risks). 

               At the time we visited the client at his hacienda in Brazil, his position was hugely leveraged and was far more risky than he thought. Therefore it was a good thing that we had the three days to explain to the client – who was very smart – all inherent risks, and we convinced him to reduce the position. The position we found was as follows: about USD190m own equity and about USD500m loans, mostly in Japanese yen. The USD690m was invested in high yielding – or junk – bonds. Of course such a position had firepower. Every year he would receive a net cash flow of about USD50m, a return on equity in the high teens, nearly 20% 

               On occasion, the client would talk – via the investment bank – directly to the issuer to find out if he could get private placements, with a couple of basis points better yield. On various occasions, he was indeed able to get a position via a private placement.  

               Private placements, basically a contract between the issuer and the investor, have no real secondary market and this is a major disadvantage. But in our case, as the client holds the paper until expiry, he would not suffer through such a reduced liquidity. 

               Getting private placements from issuers is exactly one service that an UHNWI appreciates, a service which only makes sense in that segment. 

               The client had been lucky so far, because somehow he had never had big losses either due to currency moves or through credit events. Clearly his portfolio would fluctuate during the year; however, the client had a mindset of wishful thinking in the sense that a bond would always pay back 100, so he would mentally correct his Net Asset Value for temporary losses in bond positions. 

               He had made some fabulous trades, like buying Russian bonds after the default, and GM and Ford when they were low.  

            

            
               Risk advisory 

               During the three days at the client’s house we were convinced that we should explain again the inherent risks of such positions and have the client reduce his positions or at least buy some protection. 

               For a private banker it is not always easy to convince a client to reduce his leverage, because the bonus system of private bankers is normally linked strongly to the increase in assets, or in jargon: net new money. The easiest way to increase net new money is by having the clients leverage their positions. A reduction in a leveraged position is equal to a money outflow, the worst that can happen to a private banker. 

               It is clear that the bosses of the private bankers do not see the reasons why outflows happen, they just see the figure. 

               However, we strongly believe that we have to act as risk managers for our clients and have to help our clients to find a position that corresponds to their risk profile. The important point here is that the banker has to explain to the client what sort of risks he runs. In our case, the client thought that his positions were without risks, because bonds usually pay 100 at the end, they are uncorrelated and currency fluctuations cancel each other out over the long run, a sort of a reversal to the mean. 

               Conclusion: with this example, one of our Latin American clients, we have highlighted the responsibility of the private banker to be transparent about risks. We can also learn that risks are complex and if not understood, a banker has to use a specialist. 

               A banker has to be ethical and to be aware when his remuneration system clashes with the best interest of the client. Some incentive systems push bankers to recommend a maximum of leverage to their clients, because of the increase of assets, and to sell the bank’s own high-margin products, because of the revenues generated. However, relationships only work in the long run if the banker acts in the best interest of his client. For this reason, with the risks of the positions in mind, we advised the client to reduce the leverage, and as a consequence to create a reduction of the assets in the bank’s book, which might be negative for our own performance appraisal by the bank. But again, the client’s interests are the priority. 

               And because the client is smart, during our three-day session in Brazil we used the convertible bond to explain risks. We like that approach because it is an instrument that includes all sorts of risks, thus all sorts of risk parameters, so-called “Greeks”. It is the outstanding instrument to talk both about credit and equity risks. 

               We usually also talk about currency risks, because currencies have a kind of non-intuitive feature, namely that you always hold a currency. Investing in IBM stocks is much more intuitive, because one reduces one’s holdings in dollars and gets IBM stocks in exchange. With currencies, you trade in and out, but you always hold currency. Then you have this thing regarding the strengthening of the USD, which on some currency charts you see as a line upwards and in some a line downwards. Currencies need some practice. 

               But, as with our client V, understanding currencies and the convertible bond, including the inherent risks, gives you a good idea about finance. That is what we achieved during our session with V in Brazil; we had him think over the enormous risks he was taking and we convinced him to reduce his positions and go for safer bets, giving up some of his cash flow firepower, but giving him much more peace of mind, should an extreme event happen. Such extreme events are also called Black Swans or tail risk.  

               Black Swan is a term coined by Nassim Nicholas Taleb, a trading philosopher. In the Middle Ages, it was clear that swans were white. This truth prevailed for many centuries, until black swans were noticed in China. In this sense, the expression refers to a completely new situation never seen before, like the stock market crash of 19 October 1987, where the S&P 500 future made around a move of 20 times standard deviation, an incident that should not even happen once in a trillion years. 

               Transparency is important and it helps to build trust in relationships between clients and UHNWI bankers. It is important to give correct information to the clients in respect to risks. However, this is not always done, because understanding risks is complex and many bankers don’t. Even if they do understand, many can’t convey them in an illustrative way.  

               Also, given the huge losses banks suffer from time to time on their trading books, it can be assumed that many banks are not capable of assessing tail-risk themselves. 

               Moreover, sell-side firms push bankers to sell certain products. The product guys have an incentive to understate the risks, and because the banker has to sell those products in order to get his bonus, he has an additional incentive to play down the product’s risk. 

               A typical example is found in all sorts of structured products of the family of the reverse convertibles. Such products include a short put position, the very position option specialists consider the most dangerous. 

            

            
               Short put 

               The short put bites in extreme events, therefore the first lesson for the aspiring options trader is: “Beware of the short put”. The short put position is a position which gives small cash flow in exchange for a big risk in case something should go wrong. A short put position on a stock pays the premium; however, in case of a crash of the stock, the holder of the short put can be forced to buy the stocks at a pre-crash price level. Selling insurance premiums, e.g. CDS and Catastrophe bonds, is conceptually also a short put. 

               The meeting with V in Brazil was special, because we ran an ad-hoc risk management workshop for him. However, the detailed information regarding risks strengthened the trust of V in us even more, because V recognised us as competent in financial theory, transparent about the dark side of his leveraged positions and acting against our interest, because we suggested that he should reduce his leverage. 

               Continuously reducing leverage was a gift from heaven for the client, because otherwise he would have been wiped out in the autumn of 2008, during the spike of the Japanese yen and the downgrading of many of his bonds. 

               After that ad-hoc workshop in Brazil, V now normally tends to ask us about the latest discoveries in finance, and we have engaging discussions about financial theory. 

               But apart from that, we always like to meet with V, because he has always a story to tell, or a joke, or he introduces us to his friends. He usually invites us to his important parties, such as his 80th birthday, at his house in Cannes in the South of France. What was amazing at the birthday party was that V had invited people from all echelons of society, and for some who could not afford to fly in from London or Brazil, he even paid for their plane tickets. At the birthday party we met the local police chief, the owner of the bakery and V’s boat mechanic. Of course, we also saw other entrepreneurs and wealthy persons, even two other clients of ours. 

               One of the many things which V did well was never to let his wealth become an obstacle to his social life. He did not fall into the trap of many UHNWIs, namely becoming isolated and subsequently becoming a victim of being surrounded by the wrong people. 

            

            
               Traps for the UHNWI 

               
                  	• Isolation and/or being surrounded by the wrong people. 

                  	• Family disputes. 

                  	• Wealth erosion due to family growth. 

                  	• Bad planning regarding tax and succession. 

                  	•  Heirs not up to task. Either because parents have a lack of knowledge how to prepare their children to successfully take over or because this preparation is neglected – due to urgent business matters – until it is too late. 

                  	•  Bad investment risk management combined with excessive leverage. 

               

            

         

         
            Example 4: USA  

            For our USA case study we will examine a company where the four partners are all between 70 and 80 years old. For 40 years they have been working together and they have made a fortune estimated in excess of $10bn. They usually bought companies in distress, turned them around and sold them. Some investments went well, some failed. 

            They landed their big coup during the S&L crisis when they bought a couple of construction and real estate companies, merged them and expanded. They also had holdings in retail firms and a bank.  

            Today, their conglomerate consists of the real estate holding companies, the construction companies and a private equity fund. 

            They say that their success stems from the fact that they complement each other so well, solve conflicts fast and feel like brothers. Two years ago, they had the idea to pass on this brotherly feeling to the next generation.  

            
               A very unusual merger 

               Having successfully executed company mergers, the four partners asked themselves, ‘Why not merge our four families?’ The four of them, all determined business people, would not let the project stay at an experimental stage. 

               They knew that if they were successful with this family merger their empire could continue, otherwise it would break apart. They had the takeover of a big financial institution in mind, thus they needed the credit lines only the conglomerate could get. 

               When in the beginning the idea of merging families sounded weird to us, we had to agree with the partners, after only a quarter of an hour of explanations it made sense and most importantly sounded feasible.  

               We determined we had to tackle the following subjects: 

               
                  	•  Merge the family, create a strong bond between the family members. 

                  	• Create a family charter; in this case, more like a “clan charter”. 

                  	• Create an internal market for the participations, or capital market. 

               

               The desire to merge the families was clear to the generation at the top; however, does the next generation buy into it? Or do they just say yes to the project because they understood that they had to comply, since the money was in the hands of the elder relatives? 

               Given the importance of the endeavour, we assembled a group of specialists to assist the family. We included a specialist in family governance, a psychologist with world class expertise in conflict resolution, a consultant in team building and a lawyer, who was amongst the most experienced in setting up family charters. 

               At once we started the family vision workshops – embracing all members – with the purpose of formulating a family vision. The result was the following: 

               
                  ‘We are a family. We were founded on the trusting relationship between A, B, C and D. We believe that friendship is as strong a bond as family blood. We want to grow the family business for the benefit of the members, but we also want to do good in the world. We want to create a clan that can survive many generations.’ 
               

               Once the family vision was formulated, the family followed up on their wish that an internal market for participations should be created, that nobody should be forced to stay if they did not want to, but also family members who behave against the charter should be obliged to put their shares up for sale. 

               The important points in the family charter are: 

               
                  	• We feel as a family. 

                  	• We trust each other. 

                  	•  We will take great care in doing common projects, in order to cement the one family spirit. 

                  	•  We enjoy the success of the other members and care for the weaker members. 

                  	•  We celebrate the success of our members openly and discuss problems openly. 

                  	• We create an internal market for the participations. 

                  	•  Members should not be forced to hold participations if they don’t want to. 

                  	•  Members who do not behave according to the charter can be forced to sell their participations. 

                  	•  We will engage in setting up a world class philanthropic foundation. 

               

               Such a charter has to be seen as a concretisation of the family vision; however, it is still quite philosophical. Where it gets concrete, where utmost precision has to be used, is in the set-up of the internal market of participations, especially regarding the subject of the forced buy-out. 

               The forced buy-out is so critical because the elaborated formula has to avoid a situation where one member can – in the long run – gain control by forcing the others out. Therefore a clause was invented, namely to liquidate, should only members of two of the families exist at some time. This means that one can be forced out, but not the third one, because then the conglomerate would be liquidated and divided. 

               In this case, as you can imagine, most time for this project was spent defining the issues, then talking about the risks. Implementing the solutions, once reached, was much faster. 

            

            
               Defining governance issues 

               
                  	• Who gets what? How is the ownership distributed? 

                  	• Who is in control, and how is this control exercised?  

                  	• Who leads? Who manages? 

                  	• How are conflicts resolved? 

                  	• How are control and ownership passed on? 

                  	•  How much should be allocated to the different projects and asset classes? 

                  	• What are the tax implications? 

               

            

            
               Defining risks 

               
                  	•  How might we lose our reputation? What can we do against it?  

                  	•  How might we lose so much money that we would be forced to terminate our endeavour? How big a safety margin do we have? 

                  	• What’s the downside of our investments? Can we hedge? 

                  	•  What challenges do funding, liquidity or credit risk pose? Can we insure?  

                  	•  What might go wrong in management? Control? Operations? What processes/structures have to be implemented to eliminate/reduce such downfalls?

               

            

            
               An ongoing process 

               As for now, the project works fine, but we are all aware that it is an ongoing process. The families have been challenged through the discussions about the internal capital market and the governance. 

               But so far, no real external shock has been experienced by the new family, hence we do not know how solid the structure really is, but we also know that this solidity is getting stronger with time. 

               Already now, the conglomerate is – luckily – very much engaged in business decisions, as they are contemplating taking over a top-20 bank, which is facing some problems due to the sub-prime crisis. 

               As with all projects, we have seen with this highly complex project that most time was spent discussing and structuring relationship matters between the different individuals and families, or to express it more bluntly: aspects of power. Once the families had a vision, what had to be structured were the rights and obligations of the members. 

               Such a project is fascinating, it is like creating a new country, you discuss citizenship, wealth, expansion, defence, government and politics. 

               During the entire process of creating a new family out of four families, it was important to take a wide view because, as with all political discussions, a tendency to get lost in details always threatens, and one has to have the courage to frequently ask the involved parties to step back and have a look at the big picture. 

               In this case, the big picture was: a merger of the four families will enable the conglomerate to continue with strength. 

               
                  Family governance 

                  Family governance is often implemented by a formal family charter or constitution and regular family assemblies. A family board has the aim of helping the family achieve their vision. 

                  The family constitution should therefore define first of all the family vision and the family values. Then it has to address the transfer of ownership, the employment of family members in the family company, the management of the family company, the role of the family office, philanthropy and conflict management.  

               

               
                  Governance structures 

                  
                     	• Ownership and legal structure. 

                     	• Boards and committees. 

                     	• Family office organisation. 

                     	• Guidelines regarding:weath 

                     	• investments, 

                     	• employment of family members, 

                     	• information barriers and confidentiality, 

                     	• role of family members and in-laws. 

                     	• Risk management concept including contingency plans. 

                  

               

            

         

         
            Example 5: Asia 

            
               Introduction to Lady A 

               We knew Lady A through an introduction. Again and again we have to emphasise how important it is to do a good deed for your clients so that they will introduce you to their friends. The client who introduced us to Lady A was satisfied with the way we helped him to think through his succession issues and introduced him to an international law firm who could structure it. We believe that the introduction was made because our client and Lady A’s friend felt that she was contemplating the restructuring of her wealth. 

               Lady A was wealthy because her parents, Chinese people living in Hong Kong, amassed a fortune, had only two children, Lady A and her elder brother, and they had each inherited half of the fortune. To be specific, the parents made money through trade, industry, investments and real estate speculation in Hong Kong.  

               In addition to the industrial and real estate investments, the parents bought a small bank headquartered in the UK in 1960. This bank had branch offices in Hong Kong and Bahrain. In order to grow the bank, over time they sold participations and reduced their holding to 35%. They sold first to family and friends, later to institutions, from which they expected synergies. The wealth of the parents, which was divided between the two children, also included an impressive art collection and luxury real estates on the French Riviera, in the Swiss Alps, Paris, Hawaii and New York. The parents, who died two decades ago, stipulated clearly which part should go to the brother and which part to Lady A. 

               Interestingly, Lady A inherited all the 35% bank shares and her brother inherited the industrial holdings. The cash, art and their family wealth was divided; however, Lady A always thought that her brother got the far better half. It is probably true that the industrial holdings were at least worth twice as much as the participation in the bank. Over the following decade this perception caused a deep rift in the relationship of the two, to the extent that the two of them are not on speaking terms anymore.  

               The bank bought by her parents had developed nicely over the years – it was profitable and as a result saw its value increase. Moreover, the bank generated a nice dividend stream for Lady A. During the beginning of 2000, one of the shareholders, a commercial bank, bought – via a share swap – some other shareholders out and accumulated a stake of 48%. During the process the commercial bank also approached Lady A to buy her 35%, which she declined. The commercial bank channelled some business to the bank, but was never intrusive regarding management issues, thus it was a welcome shareholder. 

            

            
               The offer 

               Later, the same commercial bank, after a new CEO appointment and the obligatory change of strategy, decided to dispose of this minority holding of the bank. Lady A was asked whether she wanted to buy this block of shares. This is when she asked for a meeting with us. 

               It became clear that Lady A has an outstanding business acumen, turning her real estate holdings, bank participation and other wealth into a global investment company, that is professionally run, well governed and has an interesting participation scheme for the executives, allowing them to make as much money as in an investment bank. Thus she was able to attract top talent to her extended family office. 

               Before discussing the purchase of the bank shares with her other advisors, she wanted to have a preliminary discussion with us, as she understood well that for her executives such a purchase would always be welcome, as gearing up would enhance their potential upside. 

               Let’s explain. Her three top advisors, the CEO, the CFO and the top legal advisor, all hired from top institutions, got a percentage of the profits of her family office. If the family office engaged in leveraged transactions, the profitability potential would be enhanced. Thus the three top people could become rich. On the other hand, if the strategy did not work out, they would probably lose their jobs, but not their money. The only person losing real money would be her. Such remuneration schemes, which are similar to a call option, help to align management and owner, but also provoke extraordinary risk taking. 

               Lady A is intelligent, profit-oriented, tough and fast. Her attention span seems to be very short, she talks fast and switches subjects frequently, which sometimes makes discussions with her difficult. When we talked to her, we understood that she was emotionally inclined to buy the bank’s majority, because it was so important to her parents and she felt excited, imagining being the majority shareholder and president of the bank in the future. On the other hand, she was worried that she would not have enough cash to buy the stake and would concentrate her risks too heavily. 

               The stake of 46.25% of Bank Family was offered by Bank Commerce to Lady A for a price of £450m. Thus valuing the entire bank at £1bn. But how was the stake of 46.25% valued by Bank Commerce? 

               Bank Commerce knew that for Lady A their stake had the highest value, as she could forge a blocking majority owning it. Thus Bank Commerce, we believe, took an average of three valuation methods and added a premium for the blocking majority and rounded the result. 

               She had real estate valued at £150m and about £120m in bankable assets that could be used as collateral for the purchase. The art-collection – of rare Chinese Jade statues – valued in excess of £50m could also be pledged. 

               In respect to the Jade collection, we would obviously abstain. A bank can – through its Art Banking – value collections; however, to use them as collateral for financing is tricky, banks tend to give very low lending values, which is often received by the clients as an insult. Thus it is better to abstain. 

            

            
               The financing need and the structured finance solution 

               Basically, Lady A needed £480m, with the following collateral: £120m of bankable assets, £150m in real estate plus obviously (35% and 48%) of Bank Family’s shares, valued at £830m. Such a straight loan would be 2.3 times over-collateralised. However, there are some caveats: the real estate was in Asia, where real estate is highly volatile. Moreover, the bank, valued at £1bn, could also change quickly in value, depending on the market, but also on the bank employees’ reaction to having Lady A as majority owner.  

               Thus, over a five-year period, the likelihood that the collateral would fall below the value of the loan is significant. But again, to explain that view to Lady A would be complicated, as she would estimate the risk that the value of the bank stake alone drops below £480m as extremely miniscule.  

               Thus we had to think of something else – structured finance. Together with our investment bankers we wrote the following letter: 

               ‘Following our discussions, we are pleased to outline our initial thoughts to assist you in financing the purchase of 48% of the shares of Bank Family currently held by Bank Commerce. 

               If selected by you as a partner in this transaction, our investment bank would apply its market leading expertise to structure an efficient financing package and, most importantly, develop a Strategic Refinance Plan which would aim at a rapid repayment of the financing through increased revenue generation and capital optimisation with Bank Family itself. 

               
                  Indicative financing plan 

                  It is our understanding that the purchase price of 46.25% of Bank Family shares would be in the order of £450m, valuing the bank approximately at £1bn. We also understand that you already own an additional 25% of the outstanding shares. By combining these two amounts of shares, it would be possible to develop a cost-efficient structure as outlined below: 

                  Financing party: Special purpose vehicle (SPV). 

                  Assets: 

                  
                     	• 48% of Bank Family shares purchased from Bank Commerce. 

                     	• 35% of Bank Family shares purchased from you. 

                  

                  Purchase price:  £830,000,000, broken down as follows: 

                  
                     	• £480,000,000 for the purchase from Bank Commerce. 

                     	• £350,000,000 for the purchase from you. 

                  

                  The SPV would finance the purchase of shares in the following manner: Financing amount: £830,000,000, collateralised by 83% of Bank Family shares 

                  Notes to be issued:  

                  
                     	• Junior notes: £350,000,000 purchased by you. 

                     	 • Mezzanine notes: £320,00,000 purchased by our investment bank. 

                     	• Senior notes: £160,000,000 purchased by our investment bank. 

                  

                  
                     Final maturity: 10 years. The notes would be repaid through the receipt of cash flows from Bank Family as a result of the increased revenue generation and capital optimisation. 

                  
                     Indicative cost: The average cost of the mezzanine and senior notes would be in the range of Libor + 3.75%, depending on the successful implementation of the capital relief and revenue optimisation measures at Bank Family. The junior notes would not carry an interest charge and would benefit from all the excess revenues within the SPV. 

                  
                     Voting rights: Holders of the junior notes to hold the voting rights of Bank Family. 

               

               
                  Strategic refinancing plan 

                  The source of refinancing of the SPV’s liabilities will be the revenue generation of the SPV’s assets, namely the Bank Family shares. This can be in the form of dividend flows or share buy-back programmes. As cash flows arrive, the debt will be repaid in the order of seniority. 

                  The cash flows necessary for the refinancing of the loans will be derived from the increased efficiency of Bank Family’s capital structure and its ability to generate an increased EPS. Based on the information we have collected to date, we have identified a number of possible initiatives, including: 

                  
                     	•  Utilisation of securitisation techniques to boost return on capital for the business. 

                     	•  Monetisation of the value of real estate and land through sale and lease-back initiatives. 

                     	•  Review of risks covered by reserves and the analysis of possible restructuring of capital relief through the hedging of these risks. 

                     	•  Review of capital charge on credit risks currently borne by the bank and possible restructuring of these risks (or potential sale) to reduce capital employed. 

                     	•  Increase revenues from the lending and securities portfolios through the utilisation of new efficiency enhancing credit products. 

                     	•  Rebalancing of the mix of capital through the use of subordinated debt instruments. 

                     	•  Development of products to be distributed to Private Banking clients that would achieve additional commission income. 

                  

               

               
                  Next Steps 

                  Based on the information reviewed to date, we are confident that we can develop an attractive financing proposal in close co-operation with you and the board of Bank Family. We would be delighted to work with you to develop a detailed financing proposal and look forward to discussing with you the concrete framework for such a project.’ 

                  As you can see from the letter, we would not only give advice regarding the structuring of the financing of the purchase, but also advice regarding the optimisation of the bank itself. 

                  Bank Family was a client of our investment bank, which created additional problems. Bank Family was using parts of our bank-for-banks platform, a platform which allows smaller banks to outsource many tasks, especially regarding trading and back office. 

                  Because we advised Lady A in respect to an acquisition of Bank Family and Bank Family was a client of our investment bank, we had to be careful not to jeopardise the relationship with either Lady A or with Bank Family. We handled this issue by informing the management of Bank Family early – with all transparency – that we were working for Lady A in order to find a solution to her financing needs for buying Bank Commerce’s block of shares. In such situations, it would be a catastrophe if one of the parties got the information via indirect channels. 

                  The information issue was even more complex in this case. The fact that our investment bank did several bond and subordinated debt issues for Bank Commerce and was still making a market in some of them, meant we also had to be vigilant about information barriers. 

                  In such a case, how are information barriers preventing potential harm? Imagine that the M&A team of our investment bank would leak information to the bond traders, that Bank Commerce was selling its participation in Bank Family for a rich price and would use the proceeds to strengthen the balance sheet. The bond traders could establish a long position, in detriment to the less-informed sellers of those bonds. Therefore, working in M&A, especially at a leading investment bank, one has to be utterly careful about confining information. 

                  
                     
                        Information Barriers 
                     

                     Investment banks usually conduct corporate finance (or M&A advisory) and trading, i.e. trade and research equities, fixed income, foreign exchange, metals and commodities. 

                     As such they work for both investors and issuers and it is exactly here that the information barriers, “Chinese walls” or “fire walls” have to be hermetic. 

                     Moreover, as investment banks advise in takeovers, it is clear that information regarding such transactions has to be treated with absolute secrecy because it might have a material impact on the price of the targeted company, and thus could generate enormous profits for insiders and losses for outsiders.  

                     For this reason, investment banks have heavy compliance structures and regulate carefully the interaction between the different divisions and teams. 

                     

                  

                  As we were able to put the financing together, Lady A, through one of her holding companies, bought Bank Family. In the end, we did not use the structure proposed in the letter, instead we organised and participated in a syndicate of three banks, who underwrote a straightforward collateralised loan. This was possible because Lady A was able to take a generous mortgage of £120m on her real estate in Asia, thus reducing the risk substantially. The collateral was now 240m cash plus 712m in Bank Family shares against a loan of 450m. Moreover, Lady A, was willing to pay Libor plus 225 BPS. 

                  On completion of the deal, Lady A was named Chairwoman of the board of Bank Family. Unfortunately, in her early months at the helm of the board she took some unfortunate decisions, and half of the management team left. It was clear that Lady A had some cultural issues when dealing with the English bankers. In spite of that management turnover, some new board members and a new CEO, Bank Family was doing well, thanks to the bankers, who gave good service to their clients, and because markets were thriving, and the bank could sell more and more high margin products to their private client base. 

                  We understood that Lady A was tormented by the dialogue difficulties she had with the bankers and management. Moreover, it was clear that the turnover in key position holders had to stop. Otherwise, the bank might start to lose its reputation, the trust of its customers and consequently profitability. 

                  Even though there was some turnover at the management level in the first years, the senior bankers were loyal to the bank and the bank had a strong franchise and was active as a leader in certain niche markets, all of which made a strong investment case.  

               

            

            
               Flipping the asset 

               Because in autumn 2006 valuations for banks like Bank Family were very rich, we approached Lady A to suggest she should contemplate a partial sale of Bank Family. Our argument was that as she owned 71.25% of Family bank, she was by now Chairwoman of the board and valuations were up, she might sell a stake, pay back some of her leverage and still keep an influence in Bank Family. We didn’t mention that we knew she was suffering from her difficulties to align management and keep them on board. 

               First, Lady A interpreted our approach as opportunistic and not in especially good taste. She was upset that we suggested she should sell something that she had been fighting so hard to get in the first place and that was so dear to her and her history. We surmised that she must have thought of selling her participation, since she had been spending so much time and effort, without success, on influencing the bank’s senior management. 

               We were able to explain to her that we really had her best interest at heart. We told her that valuations were extremely rich and that they would certainly not stay on such high levels. We also told her we could imagine that the high degree of leverage could harm her in a downturn, and that we wanted to protect her from such a risk. 

               Some months later, Lady A called us to tell us that she was in favour of the idea, because she thought that in the long run it was not healthy for the bank to be controlled – through a large majority – by her, and that she was ready to sell up to 40%, and maybe later even up to 51% if terms were good. We understood, too, that she was suffering from the continuous discussions with key employees at the bank and that she was tired of the constant travelling between Asia and Europe. 

               As the bank was now valued at close to double, she would also have made a fabulous profit in only a few years. If we were able to auction the 40% block or sell it in the open market at double the purchase price, Lady A would realise a profit in the order of £400m. We were very happy about her decision, because we thought that lowering her exposure in Bank Family and reducing debt was the right thing to do.  

               We had three options, namely: 

               
                  	1. IPO 

                  	2. Sale to trade buyer 

                  	3. Sale to financial sponsor 

               

               Often, when we are not sure whether we can maximise the price of the asset to be sold via an IPO or a sale, we engage in a dual track, which means that we prepare both options and decide only towards the end whether the stake will be sold to a buyer or buying consortium or whether it will be placed in the market via an IPO. 

               In this case, too, we took the route of the dual track, which has the advantage that the competition between sale and IPO maximises the price, but, as a disadvantage, requires a high level of attention and resources. During such a dual track process, one has to fix the milestone where the final decision will be taken between sale and IPO. 

               We decided to set that milestone after the second round of bidding in the sales process and regarding the IPO after the first analyst and marketing presentations. 

            

            
               Dual Track Process 

               The dual track process is a process where an investment bank runs a sale and an IPO in parallel. 

               The steps for a sale are: 

               
                  	• Due diligence 

                  	• Document preparation 

                  	• Marketing 

                  	• Bidding process (several rounds) 

                  	• Closing 

               

               The steps for an IPO are: 

               
                  	• Due diligence 

                  	• Document preparation 

                  	• Analyst presentation 

                  	• Marketing 

                  	• Pricing, allocation and listing 

               

               Running both in parallel slows the process down, requires more resources and is more costly. However, it makes sure that the price for the seller is maximised and that all avenues have been tested. 

               When the investment banker who was in charge of the sales process was collecting the first bids, a bidder with a strong cultural fit emerged. Cultural fit was crucial, as we had to stop the management turnover and needed to keep the bankers committed, especially as we knew that they were getting annoyed by the continuous management changes.  

               The bidder offered an excellent price, and therefore we decided to slow the dual track process down and work exclusively on that possibility for four weeks. 

               We had of course to ask ourselves whether a pure financial sponsor could pay more, whether the bidder could be pushed to pay more or whether we should continue the competitive bidding process. We decided – as mentioned above – to push the bidder with an aggressive timetable and with the threat to re-initiate the competitive bidding after four weeks if we were not satisfied with the process. 

               Moreover, we added an earn-out structure to improve the bid further. 

               The bidder employed vast resources to conduct his own due diligence, based on the data room we provided. As there were no major surprises – surprises are always bad – during the due diligence, we started to negotiate the terms of the deal. 

               To cater for Lady A’s emotional attachment to the bank, it was decided that the name would always include certain parts of the original name, at least for 20 years, and Lady A would be granted a board seat and the position of honorary chairwoman. 

               The terms we agreed upon were as follows: 

               
                  	• Total value: £2,200 million. 

                  	• Price and Percentage: 40% for £880 million. 

                  	• Consideration: cash. 

                  	• Buyer gets call option for additional 11% at same price. 

                  	• Drag/tag along rights. 

                  	• Future dividend policy was fixed for the next five years. 

               

               The result of the exercise was positive, the bidder was pleased with his acquisition, the bank was able to establish calm and increased business and Lady A got several benefits as well. 

               With hindsight we were lucky not to go the IPO-way, because all listed bank shares tanked during the credit-crisis of 2008-9. 

            

            
               The new commitment 

               Sadly, Lady A developed a cancer a couple of months after the completion of the sale. Even as the treatments seem to work, she was traumatised by the fact itself. She relocated to the USA now and lives close to one of the famous clinics. Her son now lives in Paris. 

               We worked with Lady A to find a solution for her philanthropic project. Philanthropy probably took centre-stage for her after her disease, the disconnection with her son and the availability of cash. 

               Lady A transcended the idea of leaving a legacy by having a bank carrying her own name into the idea of creating philanthropic work that would make sure that she would be remembered. 

               We had some experience in establishing philanthropic projects, thus we coached Lady A on the basics, but then put her in contact with specialists. 

            

            
               Complexities of philanthropy 

               The philanthropist wants to give and to leave a legacy. In respect to giving, the philanthropist has to decide how much he wants to be involved, whether he wants to institutionalise the giving, via a foundation board and some clear rules and regulations. Moreover, he has to think about how he wants to measure the impact of his donations and/or the efficiency of the benefiting NGOs.  

               In respect to legacy, the philanthropist has to address the question of perpetuity, both in respect to funding and governance. 

               And the happy end of the story: as Lady A was grateful for our continuous availability, she remunerated us by entrusting us with the management of most of her bankable assets and some liquid assets linked to her philanthropic foundations.

            

         

         
            3. About Wealthy Families 

            Wealthy families are already complex in the first generation – the wealth-builder and his spouse. How much has the spouse to say? What does the spouse own?  

            Our clients have taught us to be respectful to their spouse and children and to include them in our thoughts about strategy. Grown-up children, or a family where the ownership and power is in the second, third or n-th generation, represent an utterly complicated structure. Over the generations families tend to fall apart. Wealth can be a glue to hold the members together or it can be a repellent that drives wedges between the different members or branches. 

            We divide wealthy families into two groups, the business family and the financial family. The business family has most of the wealth linked to a company, which often carries their name, and family members are involved in the company. The financial family, on the other hand, has diversified wealth, often after the family company was sold or opened through an IPO. 

            
               The family business and the family in business 

               Family businesses matter. 60-90% of the world business is done by family businesses. Of the French CAC-40 index companies nearly half are family controlled. 

               IMD, the eternally top-ranked business school, which has a dedicated chair for family business, uses the following definition:  

               ‘A family business is a business controlled or influenced, through ownership, private or public, by one or several families with the intention of passing it on to the next generation.’ 

               Or in other words, a business that is not inherited from your parents, but borrowed from your children. 

               Studies show that listed-family controlled companies out-perform listed non-family controlled companies, something to keep in mind when choosing an investment. Family businesses are interesting for corporate financiers under the perspective to either sell, list or conduct mergers and acquisitions. 

               The private banker has to keep corporate finance in his mind, but also has to understand the family in business. 

               Business families are to be seen as owners of a business rather than owners of assets. 

               It is crucial to understand who owns the business and who manages it. For example, it is possible that the aunt of the CEO is the biggest shareholder. In that situation, who decides? Maybe the aunt has a confidant. Maybe the CEO does not like it if you talk to the aunt.  

               Entrepreneurial families have taught us they appreciate that their banker conducts in-depth studies of the industry sector where the family-company operates. Often, family members send you the latest annual report with pride. Study it and comment on it. Keep on top of the news related to the company. 

            

            
               The financial family 

               A financial family is a family that has its wealth diversified and a large part in liquid assets. They are owners of assets, not of a business. 

               
                  Case study: Lack of family cohesion due to absence of an operating family business 

                  The father, or patriarch, a prominent business man who is on several prestigious boards of companies in Switzerland, has built up his wealth from scratch. He has three children, whom we know all very well. Up to last year we had the feeling that the family was harmonious, that decisions were made based on consensus and that the patriarch had passed the power on to his sons. 

                  Then with one of the sons we went to a conference about private equity in China, and during the second evening the son opened up, saying that they have serious disputes in the family. Especially, he accused his father of having sold all the businesses when his sons were still very young and turned the entire wealth into liquid assets. 

                  This meant that they didn’t have a family company any longer. Such a family company would have created a common goal, cohesion within the family. Now they just have liquid assets in several banks all over the globe, €250m with us, and invest them according to their – often changing – investment thesis.  

                  The investment process itself is a catalyst for uneasiness between the brothers. Basically, the eldest brother, who also runs a hedge fund and who sits 18 hours a day in front of a Bloomberg screen, generates investment ideas and discusses them with his father. If the father likes them, he submits them to the investment committee, which includes all brothers, but is chaired by the father. In contrast to a family company, a family portfolio does not create a family identity. It does not align the brothers to pull in the same direction and it does not create a daily occupation for the brothers. 

                  During the dinner in Singapore we felt how deeply the youngest son regretted that his family didn’t have a family business any more and was condemned to try to survive as a financial family. 

                  We learnt from that open discussion that once the children are grown up and the family wealth is passed on in liquid assets, the financial family will have difficulties finding a common identity. The financial family does not have limitations to divide the wealth and doesn’t prevent everyone going in a different direction. This reminded us of the fact that couples without children divorce much more frequently than those with children, due to the common goal, the education and wellbeing of the children. The same thing happens with a family that has or does not have a family company to create a common mission. 

                  We suggested to our client to think in terms of asset pooling structures, a fund of their own, with different share classes, so that they could fully access institutional services, have enough financial weight to get excellent rates, but still have different share classes for each of the sons. Moreover, such different share classes are not considered a conglomerate, which is to say that if one share class goes bust, the others are not harmed. 

                  We would also hope that the son can motivate the family to go for such an asset pooling, because we would then have all assets of the family in our bank. Time will tell. 

               

            

            
               Family complexities and the typical family setup 

               UHNWI stands for Ultra-High Net Worth Individual. However, most UHNW clients are entire families, where the banker, in the simplest case, has one contact person, hopefully the patriarch, and in the most difficult case has to execute a balancing act between all the different branches of the family, family members and in-laws, lawyers, consultants and family officers. 

               An individual has values; a family has some shared values, but also many sources of disagreement. Families have dominant members, members with hidden agendas, and family harmony can be anything from great to not-so-great, and is often volatile. 

               The difficulty of understanding a wealthy family stems from the complex relationship of tangible and non-tangible assets. Typically, we can differentiate between: 

               
                  	•  Human capital, e.g. the heirs, to be developed by education and training. 

                  	• Family business. 

                  	•  Other family assets and projects, e.g. the historical family castle, philanthropic foundations. 

               

               Of all the different aspects, clearly the human capital factor, the members of the family, is the most important, most difficult to understand and the generator of unlimited sources of problems, but also – if in harmony – the basis for wealth preservation and family prosperity. 

               Ideally, all family members are bright, hard-working, open-minded and consensus driven. Unfortunately, this is rarely the case. We feel this is the moment for the reader to think about his own family, especially  past conflicts and their resolution. As we have conflicts in our own families, it goes without saying that a family that owns an exceptional fortune has the potential of family conflicts magnified. 

               Why is there so much emotion in a family? We believe, using a metaphor, the emotional energy is generated as it were in a high-pressure cooker, the adherence to the family being the steel walls of the cooker, which are unbreakable, just as it is impossible to leave a family. 

               In contrast to a family, a company is different, as it has much more permissive or soft walls, and thus high pressure can’t build up. The walls are permissive, because unhappy employees may leave and underperformers are fired. 

               However, in a situation where the individual can’t leave the group easily, emotional energy, like pressure in the cooker, builds up to much higher levels. 

               When analysing family conflicts, we should not be naïve about the dark side of human nature. Humans are capable of brutally egotistical behaviour, and this can lead to sibling rivalry and a thirst for power within the UHNW families. Sources of problems are conflict-prone parent-children relationships, usually a power-struggle between generations, sibling-rivalry and in-laws. 

               Regarding one major source of problems, namely in-laws; we would like to mention the case where we had a client who had a suspicion of the hidden agenda of his new brother in-law. After many rounds of discussions between the two, this suspicion was confirmed. The client’s sister was so deeply in love with the man, and so the client would have been unable to convince her of this hidden agenda. As it became clear that the new brother-in-law had one main interest, namely money, the pragmatic solution that emerged was to pay the new in-law to disappear, which was acceptable to him. Luckily for the family, the in-law and the sister had no idea of the massive wealth of the family, and thus the payment was reasonably small. 

               But what would have happened if the new in-law had refused? Would they have spoken to the sister? In-laws are new members – in a certain sense – to the human capital of a family. New members with higher qualities than the already existing members raise the average of the family, and vice versa. In the above case, the new brother-in-law would have dramatically lowered the quality average. This sounds logical; however, in practice wealthy families are normally descended from some extraordinary people, and thus a new member is far more likely to lower the average of human capital than to raise it. 

               The lack of quality in the human capital of a family is fatal and therefore it is the foremost challenge to a family, simply because families have difficulties surviving periods of bad decision-making and long-standing disputes. Human capital can be improved. The foresight, intelligence and character of the family’s members can be influenced through education in the broad sense, which should be the main point of the agenda of every family. 

               Working as a banker for the richest, you come across many tragedies stemming from a flaw in the character of the heirs or because a founder or patriarch cannot let go and does not involve his successors early enough, or because the patriarch was simply too busy in developing his business, and neglected the education of his sons. 

               
                  The single successor, no possibility to benchmark 

                  Surprisingly, in cases of a single heir, we often see the strongest conflicts between owner and heir, simply because the heir has so much emotional leverage and the patriarch has no alternative and no other children to benchmark the behaviour. The heir – in such cases – has a clear understanding how far he or she can go before the owner gives everything to a charity.  

                  We had one such case, where the – already retired and relocated– patriarch asked us to employ his only daughter, in order to shape her character. In exchange for this highly valuable service, giving the daughter a job and a platform for her professional development, we received a nice sum of money to manage. Once the daughter was on the bank’s payroll, the patriarch urged us on several occasions to apply pressure on his daughter, to turn her into a hard-working and responsible citizen. We did this; however, the daughter, in her late twenties, who had missed the crucial attention and education from her parents, was a difficult case. Especially because she knew that her parents would not live forever, they were already old, and she would get the entire estate. Moreover, she would always manipulate her parents to give her big cash allowances, for a big apartment, nice cars and holidays.As we had been asked, we tried to motivate the daughter by showing her examples of other hard-working and creative heirs, but also by trying to give her clear rules. When she constantly broke the rules, we threatened to fire her. She took this in a very relaxed way, continued to break the rules, and we eventually had to let her go. Surprisingly, the parents switched sides rapidly, accusing us of not taking care of her, and withdrawing the assets entrusted to us. 

                  This clearly showed the dilemma of the parents: they wanted us to compensate for their failure to educate their daughter, asking us to be tough with their only child. However, they could not change the situation. The parents are the helpless victims of a continuous manipulation by their daughter, but somehow they can’t get out of the dynamics of manipulator-victim. 

                  Did they have any options? We strongly believe yes. They could have shut off the flow of money to their child, creating a need for her to work for herself. They could have created an irrevocable trust, which would release the funds to the child only late in her life, or if she reached a certain benchmark, e.g. an MBA plus a CAIA. 

                  For their psychological health, it would also have been helpful if the parents had engaged strongly in a charity furthering the education of unfortunate children to create additional meaning to their life, and had not been manipulated by their daughter, who was the single destination of their love, their only hope and purpose. 

                  In all such cases the banker is – if he is trusted – in the middle of the disputes, and has to act as a conflict manager, which mostly needs a high level of courage. In such inter-generational conflicts, the banker has to be diplomatic, but he should try to coach both generations towards possible solutions. 

                  In the above case, good coaching questions could have been, to the parents: What do you think is best for your daughter in the long run? How could we achieve it? How could we get her become responsible? What type of model would you like her to give to her own children?  

                  Good questions, to start a dialogue with the daughter, would have been: What would fulfil your life? How could you become less dependent on your parents? What would you like your children to remember you for? What professional successes would make you proud? 

                  We strongly believe that in all intra-family conflicts, we, the private bankers, have to act as facilitators or coaches who can make the parties think in new directions. We should be prudent in giving advice, although we can explain from our experience how other families have resolved similar conflicts. Solutions only work if they have been developed – sometimes with our help – and thought through by the client. 

                  Educated families are of course aware of the potential conflicts within families; however, this awareness must be transformed into a family governance structure that minimises the risk of future conflicts. Here again, we as bankers can play a role in helping the family to think through future scenarios and to agree upon a way to solve conflicts and communicate with each other. 

               

               
                  In-laws, out-laws? 

                  Who does not know that in-laws represent a special challenge to every family? In the case of the UHNW family, the significant wealth does not reduce the suspicion about the in-laws. Most family charters have a very clear exclusion of the in-laws, such as not allowing them to participate in the family board. Family members seem to hate it when an in-law starts to express his opinion about traditional issues of the family, e.g. the use of the various holiday homes, and the in-laws have to fight an up-hill battle for proving that they are married to a family member for good reasons and not bad ones. 

                  Of course, in a small family the in-laws are integrated much faster and involved in the family affairs more easily, because they have fewer suspicious family members to convince. 

                  In theory it would be ideal if the family made a decision on how to cope with the in-laws independently of their character, say on a conceptual level. However, what we experience is that families – in most, not all – cases make rules on how to deal with in-laws based on their good or bad experiences. 

                  It is clear that a family charter can either include or exclude the in-laws in the family decisions. But in any case, they can’t exclude the influence of the in-laws. Therefore it is important for a family to empower the next generation early and teach decision-making skills. 

                  We had a case where the parents had two daughters, one married to a brilliant man, who was likely to run the family company in a couple of years, and one daughter, who was married to a bon vivant, with a tendency to live above his means. Clearly, the difference between the in-laws, the parents’ support for one and the conflict with the other, started – initially – to separate the two daughters and then later the entire family.  

                  The situation became so highly conflictive that we were asked by the parents to help to structure a buy-out of one daughter. Unfortunately, you will never know whether the bought-out daughter will come back one day and challenge the transaction, but at least for the moment we were able to postpone the risk of a fight within the family and the end of the family company. 

               

               
                  Divorce 

                  A divorce is usually a dramatic event; and when a lot of money is involved – as in the case of our UHNW clients – it doesn’t make things less difficult. Issues which you should be aware of are pre-marital agreements and the jurisdictions involved. Many UHNW couples have different nationalities, thus the financial outcome can be totally dissimilar according to where the divorce is filed, even to the extent that pre-marital contracts are ignored. 

               

            

            
               Introduction to the major challenges 

               Being ultra-rich is not easy. First one has to create the wealth and second, once wealthy, one needs to preserve the wealth. Third, one has to find a purpose for the wealth in order to keep the family together. 

               The classical threats to wealth-preservation in the family are: growth of the family and dilution of the wealth; lack of capable heirs; inability of the founder or patriarch to let go; all sorts of disputes often stemming from the family members vs. in-law dynamic; but also tax and lack of diversification. 

               
                  Human capital: Can the founder let go? Are the heirs up to the task? 

                  
                     Human capital: the patriarch (or matriarch) 

                     The patriarch of the family is the leader of the family. Now, as we all know, there exist different leadership styles, and they are all encountered in families as well. The leadership of a family is more challenging than the leadership of a company, because one cannot hire and fire members. Maybe this is the reason why in families we often notice a rather authoritarian style. The paradigm shift for the patriarch occurs normally when he becomes aware that he should hand over control, and during this phase the authoritarian style is often replaced by a coaching style. 

                     In the tragic case that the patriarch can’t let go, his authoritarian style might become extreme, leading to the situation where the heirs do one thing and tell the patriarch another thing, a phenomenon also widely observed amongst long-time political rulers. 

                     Because the patriarch is alone, like any leader at the top of an organisation, he can benefit a lot from his banker, if a trusted relationship exists. Therefore it is crucial for the banker to ask – if he feels trusted – about family politics. Due to the fact that the banker has exposure to various families, he can give the patriarch substantiated advice, and most importantly, he can help the patriarch to ask the right questions regarding the political makeup of the family and help him structure his thoughts and find solutions or methods to employ to mitigate potential future disagreements. 

                     Good questions to ask the patriarch are: Who would you like to step into your shoes? Do we do enough to prepare the next generation of leaders? On what criteria should your successor be chosen? Who chooses? How can we best pass on your values to the next generation? Which are the values that you would not compromise? Why? Will you empower your successor? Will you give him freedom? When is the best moment to hand over power to the successor? How has the transition to be performed in order to get the optimal result for the family? 

                     But again, it is – from the patriarch’s point of view – easy to pass on values; however, to pass on assets and control is much more painful for many patriarchs. With good questions and caring hand-holding, you will be able to help the patriarch during that process. 

                     Be courageous, ask the tough questions, too; the family will thank you later. 

                  

               

               
                  Succession realities 

                  The majority of UHNWIs don’t have their last will professionally structured. This experience has surprised us throughout our practice. The reason is that the patriarch doesn’t want to think about and address the issue; and the future heirs – or the next generation – don’t dare to confront the powerful patriarch with the issue. Talking about death and succession is unpleasant, even if chaos and unnecessary taxes menace.  

                  We had a case where the patriarch was about to die within a month. His wife and children were sharply divided over how to treat the situation. The wife and the daughter were of the opinion that they should conceal the fact of the fast approaching death from the patriarch. The son wanted to give his father a chance to enjoy his last days knowingly, to be able to say bye to his friends and thus felt that his mother and his sister were betraying the father, stealing from him the chance to leave this earth according to his deepest desires.  

                  As bankers, we felt challenged to mitigate in this dispute. We spoke to psychologists, who were specialised in death and treating terminally ill persons. As we understood from our conversations with those specialists, there was no definitive answer. We spoke to the son and he finally gave in to the view of his mother, not because he felt she was right, but because he wanted to end the discussion, which could in the end disturb the dying father even further. 

                  
                     Human capital: the successors 

                     Beside the patriarch, the successors are the crucial human capital. In theory the heirs are motivated and skilled enough to go to the best business schools, have work experience and hold positions of responsibility in outside companies, are hard-working, open-minded persons and they adhere fully to the family values. 

                     Smart families try to get there; however, this is not always easy. As bankers, we can lend a helping hand by engaging in a dialogue with the heirs, explain experiences, good and bad, which we have had with other families. We can also assist the heirs to go to dedicated next-generation seminars, either conducted by banks or business schools. We can also create a workshop for the successors and tailor an education path – using in-house and external providers. 

                     There are cases where the patriarch expects too much in this respect from his banker, and then it is often difficult to explain that if the patriarch has missed too many opportunities to educate his successor we as bankers can’t make up for this. 

                     In all cases of dispute between father and children, it is of the utmost importance for the banker to stay impartial. We have the tendency to take more and more the position of the successors as the strength of the patriarch wanes. However, in order to remain trusted advisors for the family, we have to stay impartial and facilitate the conflict resolution between generations. 

                  

                  
                     The three-generation problem 

                     A well-known fact is that it is not common for a wealthy family to stay wealthy over three generations. Many sayings, like “from shirt sleeves to shirt sleeves in three generations,” exist on the apropos. 

                     In order to study the phenomenon, researchers have analysed family companies and have found – published in different studies
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                         – that only around 15% of family businesses last beyond the second generation. That is one-in-seven. The same studies show that only one-in-four family companies survive one generational shift. Even if the family company as such does not survive, the family wealth can survive somehow, although the wealthy family is transformed to a group of wealthy individuals. 

                  

               

            

         

         
            Dilution 

            Wealth dilution within a family happens because owners pass away and their wealth is divided amongst the heirs. Ideally, the wealth of the family grows faster than the family itself, a situation which is very seldom observed in the long run, but could resolve the dilution effect.  

            Basically, the dilution effect can be solved by passing on a concentrated amount to a specified heir, often the firstborn, instead of equal amounts to all heirs. But today this way of passing on family wealth is often seen as unjust. 

            However, even if to begin with an equal amount is passed onto each of the heirs, after only two generations the wealth distribution might not look equal at all. This situation is illustrated in Figure 3.1. 

            
               Figure 3.1: Unequal dilution after two generations 

               
                  [image: ]
                  

               

               As you can see, in the third generation of this family, there is a difference between the holdings of the family members up to a factor of four, as one inheritor has 25% vs another, who has only 6%. Such differences are highly relevant during crucial decision processes that are voted by the family and can lead to disputes, as in the case above 4 cousins can decide on the future of all 9 cousins. 

            

         

         
            Disputes 

            The reasons for dispute can be multitudinous; in our experience they are most frequently based on sibling rivalry, producing the most destructive emotions, especially jealousy. Often those destructive emotions have been suppressed for decades, have never been resolved and then during the succession process they surface; during which the family members are confronted with the past through a lot of history-related content attached to the estate to be divided. 

            Psychologists have told us that siblings, during conflicts, treat each other according to early childhood emotional states and experiences. Unresolved conflicts and resentments can go off with utmost violence. The outsider – not knowing about the content of such unresolved issues – has difficulty understanding them and thus is often unable to mediate between fighting siblings. Such fights are value-destroying, as in the example of the Ambani brothers of India, or can lead to fierce, but in the end constructive, competition between the brothers, resulting, as in the case of the Dassler brothers of Germany
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               , in world leading companies. The Dassler sons eventually divided the parent’s local shoe manufactory, to create as off-spring the world famous Adidas and Puma.  

            Sibling rivalry is usually based on early trauma, setting into a mindset: and thus is extremely hard to transform. Just imagine, the Ambani brothers started fighting in 1986 and still are, as witnessed by the following excerpt from the Gulf Daily News. 

         

         
            “South African mobile phone group MTN and India’s Reliance Communications called off talks aimed at creating a top-10 global telecoms group, saying they could not reach a deal. 
         

         
            MTN – sub-Saharan Africa’s biggest mobile phone group – and Reliance Communications, controlled by businessman Anil Ambani, started exclusive talks on May 26 and the deadline had been extended to Monday. The extension, announced on July 10, came after a claim on shares in the Indian company by Mukesh Ambani, brother of Reliance Communications chairman Anil Ambani. 
         

         
            A deal would have created a $66 billion emerging markets telecoms giant with operations in about two dozen countries and around 120 million subscribers.” 
         

         
            Gulf Daily News, 19 July 2008 

         Another recurring issue is divorce, the loyalty of the children to their mother and the relationship with the new wife of the father. As an illustration we could mention Mr Murdoch and his family, where the dispute is about the control of his company News Corp. between the children of his first marriage and those of his second. Moreover, there is obviously an issue between the actual wife and the former wife. 

         As private bankers, it is difficult to protect your clients from future family conflicts; however, you can help them to structure their family business in a way that will give it a chance of surviving such conflicts. Conceptually you would professionalise the family company and hold it through a trust and fund structure, which would allow disgruntled family members to put their participations up for sale without jeopardising the business. 

         It is often helpful that you discuss the possibility of family conflicts with your clients, in order to engage in heart-to-heart discussions with their children and/or siblings and thus have them try to deal with unresolved issues before it is too late. 

         
            Tax 

            Every business family, every financial family and every UHNWI is well advised to optimise the tax situation, especially in view of a succession event. 

            The risk here is that a succession case takes place, the fortune is badly structured and the heirs pay large amounts of money to the tax-authorities, or the UHNWI sells an asset, and again, because of a less than ideal structure, he pays a tax he could have avoided. 

            The optimisation of the tax situation goes hand in hand with the structuring of the wealth. 

            Structuring wealth through the use of trusts, fund structures and companies is both challenging and interesting. It is clear that the private banker should have experience in that domain; however, he can never attain mastery, especially when working globally. 

            For that reason the private banker has to involve third party providers – normally law-firms – who deliver the in-depth knowledge about the different legislations and how they work together, the double taxation treaties.  

            The experienced private banker has his network of such third-party providers and knows who to use for what type of set-up. 

         

         
            Lack of diversification 

            Diversification is good. It reduces the risk of losing substantial amounts fast. However, big wealth is created fastest with concentrated positions, e.g. Google. 

            Concentrated positions are bets and are therefore risky. An example of an accident is the Hunt brother’s position in silver. 

            The private banker should be able to generate a scenario analysis of the position of the client. He should – based on that simulation – be able to suggest ways to diversify the assets. There might be certain cases where the client wants or is obliged to hold a concentrated position but would still like to transfer his risks. 

            If such concentrated positions are a quoted single stock, especially with derivatives, hedging is straightforward. If the stock is not quoted or does not have derivatives or has no borrowing availability to short-sell, then a proxy hedge could be envisaged, thus factor modelling the stock (country and sector) and hedging according to those factors. However, be aware that the proxy-hedge has no guaranteed outcome because it is based on mathematical models, basically correlations, which are assumed to be stable, but unfortunately often break in the worst moment. 

         

         
            Isolation 

            
               Case study: succession and asset management 

               We experienced the following case in America. An entrepreneur listed his company, thus the wealth creation became public. About nine months after the listing, he was diagnosed with a dangerous cancer and he died within six months. His two daughters, aged between 43 and 45, both divorced, inherited the entire wealth, basically cash, some real estate and a share in the listed company, totalling about USD300m, of which 200m was company shares. 

               Before the listing of the company they lived according to their father’s wishes, being careful not to show off the wealth; however, with the process of listing the company, the wealth of the family became public.  

               The two daughters, who had jobs with minor responsibilities at their father’s company, were getting the impression that their boyfriends were mainly interested in their wealth. With the death of their father and the new responsibilities, they started to isolate themselves.  

               Later we understood that they stopped taking the initiative to go and talk to people, but there were people who would try to intrude into their lives, some with success, and they became in a way their trusted advisors, especially one, a distant cousin. Those advisors made the two ladies invest in projects, which – it seemed to us – had the usual result that the advisors somehow made a lot of money, but the ladies lost or were left with an illiquid participation in some sort of a private company. 

               We insisted on visiting them a lot, but without any result for a long time. Finally, observing the pace of the outflows of cash from the two accounts, we told them that we absolutely had to see them, using a white lie, telling them of the future change of some banking legislation and the urgent need to sign some documents. We felt that this was the only way to have them agree to a meeting. 

               We – as usual – rented a suite in a hotel in order to receive them. It did not matter to us whether we would see the two together or one by one; however, importantly, we wanted them to be without advisors or friends. About one hour later than agreed, we heard somebody knock at the door. 

               The older sister arrived first, with one of her boyfriends or advisors, who quickly took the lead of the conversation and explained to us all the great projects he helped her to invest in. Based on our experience with people, we had an uncomfortable feeling with the advisor, as we felt he wanted on the one hand to shield her from us and on the other to explain how much better his advice was for her than our bank’s. They left some 45 minutes later. What now? We were convinced that in the best interest of the client we had to see this lady or her sister alone. 

               So we phoned the younger sister, telling her we had something very private to tell her, that we needed to see her absolutely alone and the sooner the better. It worked; we met her at her home that same evening. 

               It took us a long time to get her to talk. In her society, the rich don’t commit errors, everything has to be fine, business should be great and so forth. Based on this pretending-mode, she would never ask anybody seriously for help; however, she trusted the same people as her sister, basically distant relatives, who, after the IPO and the death of their father, started to show up with an increasing frequency. 

               After the second bottle of Laurent-Perrier Rosé Champagne, we convinced her to let us draw up a personal balance sheet for her. 

               We were shocked to see that she had not only withdrawn money from the account with us, but also that she had sold a big part of the shares of the now listed family company. She told us that her sister had done exactly the same. The balance sheet showed us that 80% of her wealth was invested in private ventures with her friends/advisors. We told her that these investments were probably not safe and that we – just for our accounting – would value them at 0.  

               With tears in her eyes, she seemed to start to understand. She opened up, and during several hours she explained that, because in her social circle she had to pretend that she made smart investments, she felt that she could not ask anybody about her investments.  

               She was so relieved to be able to talk to us about the situation, and for the first time she had somebody who would understand her worries and confusion. She had no idea what to think about all the huge investments she had made in private companies. She had been told that the investments were doing fine; however, she had her doubts. To her dismay, she had absolutely nobody to talk with about this.  

               For a private banker it is important to understand the dark side of wealth so that he can ask the right questions to coach his client, to have him open up and to have him accept that the situation is bad and that it needs remedies. 

               Once the younger sister was ready to accept that things were much less rosy than she had thought, she helped us to start a dialogue with the elder sister. 

               The first step we proposed was to shield the wealth that was still available, about 15-20% of what had been left to her at the death of her father. We then involved a very sharp lawyer to start the process of liquidating the private equity investments, hoping to be able to get back another 20% of the original 80%.  

               Through this experience we learned how fast money can disappear and how difficult it is for a person once she is isolated and/or surrounded by the wrong people to cut through such a problem and to find somebody to talk about the situation who would be able to coach her towards a solution. 

               We are also convinced that it takes a lot of courage to confront a client with the dark side of wealth in order to help that person to get out of a bad situation. It helps a victim of wealth when he or she understands that other wealthy people have similar problems, and it helps him or her to learn about mechanisms fit to overcome them. 

               Peer networks, for example Tiger21
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                  , are a good solution for making wealthy people talk to each other about their investments, challenges and fears. Family business networks and their events are also appreciated by many entrepreneurs for establishing contacts with people who might face similar challenges, with the aim of learning something from each other. However, when a person is in the “pretending-mode”, pretending that she is happy, her life fulfilled, the investments soaring, she will avoid facing problems, will not take losses, always hoping for a turnaround in the stock, and if she doesn’t have a private banker or lawyer challenging her, she will run the two risks of wrong advice and loss of wealth. 

            

         

         Such persons are likely to pretend happiness more and more as the situation gets worse and worse. 

         Here the caring private banker can make a huge difference. But he does need courage.  

         To confront a person with her reality, we suggest the “ToGrow” coaching model, in this case with the twist of asking in depth about the perceived reality, asking about feelings, asking for examples, using analogies, and so forth.

         
            ToGrow coaching model 

            The ToGrow coaching model is a structure of questions used in coaching. 

            
               	To: What is the specific topic we need to elaborate?  

               	G: What is the goal? The dream? 

               	R: What is the reality? 

               	O:  What are the options for closing the gap between goal and reality? How can that gap be closed?  

               	W:  Way forward, i.e. what is the best option, how and until when will it be implemented? What are the Must-Win-Battles? 

            

            In such situations it is important to be prudent and polite, asking for permission to probe through such personal questions. 

            We believe that only through a courageous, but polite, coaching approach, can we get the client to reflect about his situation, the people that surround him, and whether he suffers from isolation. 

         

         
            Bad advisors 

            Isolation often goes hand in hand with the appearance of bad, but often dominant advisors. As the isolated UHNWI shies away from social contact, the few persons still close, including the advisors, become even more influential. The resulting situation, an isolated person surrounded by bad advisors, presents a tough challenge to the private banker, namely to be able to plant doubts in the world view of the client so that the client opens up to new ideas and to new advisors. 

            The situation is challenging, because the dominant advisor will do everything he can in order not to lose his control over the victimised client, which might go as far as to close the banking relationship with you. But again, here you need clarity, courage and diplomacy. First you have to make clear that you act in the best interest of the client and that you take a risk by doing this. You have to establish this understanding, otherwise your efforts will not work and you will lose the competition with the bad advisor. 

            We have not yet seen an entire family isolate themselves from the world; however, we have seen dominant patriarchs who have fallen victim to isolation, which has the same devastating result as if the entire family were isolated. 

         

         
            Setting up an advisory board 

            In order to limit the bad advisor risk, we suggested to one billionaire family to set up an advisory board. The patriarch understood our concerns regarding the issues of relying too heavily on a certain world view, in their case the world view of the Chief Investment Officer of the family office. 

            We thus proposed the idea of setting up a high level board of advisors, which should meet in person once every quarter and have a conference call once a month. The mix that we suggested was half academics, half practitioners. 

            The help by the bankers, by tapping into their network, to set up such an advisory board is highly appreciated by the client, as he recognises the importance of enlarging the base of experts in order to generate ideas, evaluate risks or discuss investment themes. 

            In practice, though, it is difficult to keep such an advisory board alive. The practitioners tend to ask you for favours in return for being on the board, tend to short circuit in order to deal directly with the family; and if they do not perceive the exercise as a win-win, they eventually drop out. 

            But in any case, setting up an advisory board, even if it works for only a short time, enlarges the world view of the client significantly. In addition, this service strengthens the bond with the client because the client can see the banker is thinking in terms of their best interests. 

         

         
            Case study: Psychology – guilt 

            Our next case study involves two sisters. They flew in from Zürich and we met them in the bar of the best hotel in Geneva, the des Bergues, one evening around eight o’clock. We had a limousine pick them up at the airport and bring them to the hotel. 

            They were of Chinese origin, but they grew up in Europe and the USA. Many years before they had lost their mother in a tragic accident. A couple of months after that, the father developed cancer, and died six years ago. Before his death, he established a trust structure where he put most of the money, and which should be released to the daughters only 25 years after his death. The trust would pay each daughter $20,000 a month, plus $100,000 at Christmas, and the numbers would be adjusted with inflation. Moreover, he gave each daughter 10 million to invest. Those 20 million were managed by the father’s closest friend. 

            They came to see us because the father’s friend was getting older, unfortunately with his intellectual capabilities degrading quickly. We were surprised when we met them in the lobby of the hotel. They didn’t wear any make-up, were dressed very casually. The elder was open and fun, the younger in a rather depressed mood. 

            They explained that they wanted us to give a crash course to the younger sister, because up to now the elder had taken care – as well as she could – of the financial matters, but she felt it was too great a responsibility to also take care of the younger sister’s accounts, even if that activity only consisted in giving instructions to the bank where to send money and to talk to the father’s friend who managed the two smaller accounts. 

            We spent the entire evening questioning the sisters about their use of money, their expectations, needs and risk appetite. We could then define and explain to them an improved portfolio structure for the trust, a portfolio which had so far a balanced profile, i.e. half in equities and half in bonds. We suggested a portfolio with far fewer bonds, equities and – as the most significant change – an allocation of 50% invested in alternatives, in this case hedge funds and private equity. 

            The elder sister had to leave the next morning for New York, but we met the younger sister again in order to explain to her our reporting and the bank’s services in general. 

            During breakfast, we asked her about her life. Her parents wanted her to become a classical dancer, so she had to go to a very demanding school, which she stopped immediately after the illness debilitated her father. Then she went to Africa to help AIDS infected children. We asked why she did this, and she opened up and started to tell us that she had begun to psychoanalyse herself, because she did not feel happy and had the feeling that something was wrong with her. The psychoanalysis, which had already gone on for two years, with sessions twice a week, did not bring the desired result, so she stopped, then went from one psychological treatment to the next, trying to work through her big problem: guilt. She felt guilty that she had so much money while other people were starving. 

            What could we do as private bankers? How could we help her? It would not have been fair to her to tell her that we had a solution, because we did not. However, what we could do was to coach her during that morning, by asking her questions about the meaning of the fortune she inherited. We asked her, ‘What should you do to get over your feeling of guilt?’, ‘How could you transform your guilt into joy for yourself and for others?’, ‘How can all this money help you to grow personally?’, ‘How can you – with the help of this money – make a difference?’, ‘How could you take responsibility for the money your parents left you?’ and ‘What can you learn from this?’ 

            During one morning, we felt that – with the above mentioned questions – we were really helping her as much as years of therapy because we know that the therapies that work best are based on answers the patient finds herself. That is why the coaching model works so well and we like to apply it whenever we get stuck in a conversation and we, both the advisor and the client, need to think out of the box. 

            We met the younger sister again two weeks later, and she showed us the draft of a project plan and the script of a movie she wanted to produce. The movie was about a person she met, with no financial means, but a strong willingness to fight for his people, collecting money, going to schools and winning a bursary to study at the best law school of his country, still with the aim to become the advocate of his people. We recognised a big change, instead of being absorbed by her own feelings and life, she was now talking about the hero in her script. 

            On the financial side, we knew that we had to help this person to understand the concepts, help her to understand the importance of investing vs spending and always keep her funds invested according to the appropriate risk profile, which will move from conservative to moderate risk according to the deepening of her knowledge in finance. 

            We learned a lot from this client, especially that it is important to speak with expert therapists who treat wealthy clients, just to get an idea of all the problems inherited wealth can generate and to get some idea how to go about those problems. The client was by no means mentally ill, she just had a trauma which is related to her wealth. 

            It is important to develop a sensibility and empathy for those types of problems, even if we have not experienced a substantial inheritance ourselves. We believe that many very rich persons suffer from psychological problems such as guilt, questions regarding the meaning of life, and difficulties with integrating into society. 

         

         
            Do we know what families need to do? 

            
               The simple answer 

               Do we know what families need to do? Yes, we do. Grow the family business and/or wealth. Treat human capital with the utmost care, which means that all family members should have access to the best possible education. Involve the next generation early via special projects, such as philanthropy. Work on the family values and strengthen the sense of belonging together. Establish a family charter and live it. Resolve conflicts early. Give the family business and the family itself a meaning. 

               This is all common sense, but just for this reason it can be difficult to implement. We all know that in order to lose weight we have to eat less and more healthily and exercise as well. But human nature interferes.  

               Families implicitly know what to do, it is the advisor who has to remind them of that fact. He does this best through coaching, asking the right questions. In any case it is worthwhile to study research about successful families and about families at war.  

               To benefit from research on families in business, families and their advisors should study how other successful families have lived through succession and conflict; or how they developed the family charter. 

            

            
               Toolkit for successful families, stipulated in the family charter 

               
                  	• Vision for the long term. 

                  	• Clear family and business governance. 

                  	• Philanthropy to give a meaning to the wealth. 

                  	•  Succession planning, including platforms to train and test the successors. 

                  	• Development of human capital. 

                  	• Establish procedures for conflict resolution. 

               

            

            
               About research in the domain of family business and business families 

               The idea of research in the domain of family businesses and business families is to study several UHNW families that have survived for more than three generations and to develop a compelling hypothesis for why this is the case. Moreover, we can study several successful families in business and try to detect common traits, which will give us the basis for defining key success factors. 

               Well, there are several problems with such an approach, the two most common are the retrospective or descriptive approach and the so-called survivorship bias. 

               
                  Retrospective vs. prospective 

                  The difficulty in economics is the following: the researcher looks into the past – retrospectively – and tries to find patterns, or a hypothesis. In hard science such a hypothesis is tested. Unfortunately, this testing, which would allow one to evaluate prospective statements, is not possible in economics and social sciences. 

               

               
                  Survivorship bias  

                  Survivorship bias is simply the – often overlooked – fact that in a sample of successful families today, you will not see the ones that have failed yesterday.  

                  Normally, researchers in the subject of success look at successful people, then they try to find common features amongst them and explanations why they are successful. Especially in leadership, a topic loved by business schools, one finds a myriad of such researches. A hypothesis is stipulated, for example: great leaders have a vision. Then many examples of great leaders who had a vision are cited. But what happened to all the unsuccessful leaders that ruined their small business, but who had a vision?  

                  When we look at research about successful families or individuals, we find a lot of causality; however, we know that life is highly random, hence we believe that much of such causality is present in the research, because it makes up good stories. 

                  What we would like to emphasise here is that you have to take the research about successful families with a grain of salt. First of all, it is quite a new branch in business research, and it seems to us it is often flawed by both the survivorship bias and the narrative fallacy. Our family clients have taught us that they understand the above mentioned caveats well.

               

               
                  How families can nevertheless benefit from the research 

                  For a family it might add value to think about the success and failures of other families, like case studies at a business school, but applying findings from one family to the other has really to be done with the utmost care. 

                  It might be fascinating to dwell on family histories and generate hypotheses about how and what a family needs to do to survive as a financial or business family. And it is certainly useful to contrast the families that served as research subject with one’s own family. 

               

            

            
               The role of the advisor 

               Again, it is up to the family’s advisor to remind them that they implicitly know what they have to do and that each family has its own challenges and idiosyncrasies. 

               The expert advisor knows how to unlock this implicit knowledge by asking the right questions about perceived tensions, risks that those tensions may turn into conflicts, the gaps between the vision of the parents and the children, cultural gaps, succession issues and control. 

            

            
               Endnotes 
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         Part II: UHNW Banking

         

         
            4. Introduction to UHNW Banking 

            Private bankinthe g is about trust and partnership. Trust is established by solving the client’s problems with his best interest at heart, by assisting him to manage risks, by a professional attitude and through competence. Partnership is formed between the banker and the client by aligning the interests. The banker has to genuinely feel like a partner in growing and protecting the client’s wealth, and that is what the client wants, as many of our clients have explained. 

            This idea of partnership sets the stage for the further discussion. 

            Ultra High Net Worth Individuals are human first, and wealthy second. As humans they have special challenges they want to discuss with a person of trust who can increase their comfort, by giving them the security that issues such as investments, wealth protection and succession planning are handled professionally. They will then worry less about such things and can put their energy into other projects. 

            Typically, an active entrepreneur wants to focus on his company, not on the nitty-gritty of his succession planning. A wealthy philanthropist wants to focus on his actions, not on the details of his stock portfolio. The banker helps the client to focus on realising his dream. The banker helps the client to see the risks on the journey towards his dream. As such, the private banker can be compared to an optical device applied by the client. 

            For example, you might need to help the entrepreneur to get to liquidity in order to grow his business and the philanthropist to protect his source of funding. Or you may have to direct the client’s funds towards wise investments; you have to shield the client’s fortune from dangers. 

            You have also to give to your UHNW client the security that his succession is structured and will – hopefully in the very far future – be executed with care. 

            The UHNW client wants ideas from his banker and often facilitation for networking, two activities which need creativity. Novel ideas and access to people who could offer something interesting to your client are amongst the most valuable services Private Bankers can provide.  

            
               The banker’s focus 

               Our clients have taught us that only a focused banker can earn the privilege of being their banker.  

               It is probably true that the single most important factor for success in any activity is focus. Focus could be described as the goal you hold in your mind’s eye at this very moment, e.g. for you it is learning from this book. Concentration is the ability to exclusively work on one task at a time, not following or acting on interrupting thoughts, e.g. for you it means consciously reading this sentence. Focus and concentration go hand in hand. 

               As a private banker you have to service your clients and expand your network. Therefore, ideally, your focus is on servicing your clients beyond their expectations, generating more business from them and getting introductions to their friends. 

               We know that in today’s world, with Blackberries and mobile phones, it is extremely hard to keep your focus and concentration during long periods of the day but research has shown
                     
			[27]
		
                   that single-mindedly focused on one task at a time is far more productive than multi-tasking. We suggest that you organise your environment in such a way that it supports focussed and uninterrupted work. 

               What should the UHNW banker’s focus be? Based on an idea of Stephen Covey
                     
			[28]
		
                  , we want to share with you our favourite chart in our favourite format. The chart, shown in Figure 4.1, is about urgency and importance, the format is the 2x2 matrix
                     
			[29]
		
                  , a box divided into four boxes, or quadrants, in a force field.  

               
                  Figure 4.1: Banker’s focus: Quadrant I, II, III and IV 

                  
                     [image: ]
                     

                  

                  The matrix explains that you are torn between urgent and important tasks, or in the force field created by the two forces, importance and urgency. 

               

            

         

         It is generally accepted that the more you can focus on Quadrant II the more successful you will become. For the private banker Quadrant II encompasses the deepening of the relationships with his clients and the extension of his network. Highly important activities, which are often lost sight of in the daily fight and hassle. 

         Private (investment) banking is in Quadrant I, stating that you have to work in a responsive way on the client requests and on the execution of your client’s wealth strategy.  

         In Quadrant III are the urgent and non-important tasks that get thrown at you; unfortunately they are often generated internally. You know the ones we mean. 

         Quadrant IV are the focus killers, like email ping-pong, web-surfing and many more. 

         As you see, the 2x2 matrix is easy to understand; moreover, due to its simplicity it is immensely powerful. Its basics are the two forces – in our example urgency and importance – and the four quadrants.  

         Usually, the four quadrants are named, and we would suggest naming them as follows for the importance-urgency matrix:  

         
            	Q I:  Client service 

            	Q II: Growth 

            	Q III: Internals 

            	Q VI: Time and focus killers 

         

         The importance-urgency matrix helps you to focus on what matters for long-term success and to avoid losing time. 

         In order to spend your time, your most precious resource, mostly in Q I and Q II, you have to understand what clients want from their bank and what deepens client relationships. You need to know what has – under any circumstances – not to go wrong and what develops the relationship further. Think in terms of the game “Snakes & ladders”, up or down.  

         You have to be aware of the fact that you have only two key resources: 

         
            	1. Time 

            	2. Access to people 

         

         Use your time and your network wisely, it makes all the difference. 

         
            Universal model of private banking 

            Just like the client, the private banker wants to grow and protect his business, thus the banker has first to establish, then to protect his reputation with utmost care. 

            
               It takes 20 years to build a reputation and five minutes to ruin it. If you think about that, you’ll do things differently. 
            

            Warren Buffett 
            

            The best way for growing your business is indirect sales, that is referrals given by satisfied clients. Simply stated, to protect his business, the private banker has to keep his clients satisfied. Half of our satisfied clients have helped us with referrals and introductions. 

            As in most of the advisory business, the only sales approach that works well is the indirect approach, i.e. you open an account or start a business relationship with somebody to whom you have been recommended. 

            The client wants advice regarding his strategy to preserve and grow his wealth, implementation of his strategy and risk management. The client also wants fresh ideas, and access to interesting people and networking opportunities. Moreover, clients often use their private banker as a confidant, and they want a person with good conversation skills, so that they can enjoy their discussions with their private banker. 

            Therefore we can depict the relationship with the following model. 

            
               Generalised model of private banking 

               The private banker wants: 

               
                  	• Trusted client relationships 

                  	• To be relevant to the client 

                  	• Indirect sales 

               

               The private banking client wants:  

               
                  	• Client advocacy 

                  	• Relevant advice 

                  	• Professional execution and working, integrated solutions 

                  	• Risk management 

                  	• Access to specialists and – sometimes – to peers 

                  	• Fresh ideas  

               

               Trust is the bridge between client and banker. 

               
                  Trust builders 

                  
                     	•  Transparency regarding risks and costs, e.g., regarding structured products, M&A mandates, hedges, structured financing. 

                     	• Competence; you know what you are doing.  

                     	• Reliability; you follow up. 

                     	•  Integrity, you have values, your actions reflect them and you hold your promises. 

                     	•  Transparency regarding your motivation, i.e., instead of product pushing acquire a win-win mindset. 

                     	•  Respect toward competitors, no bashing of your previous employer or the other institutions your client works with. 

                  

               

            

         

         
            Schematic view of UHNW banking 

            UHNW banking, like all private banking, is about caring for your client. Obviously banking for the UHNW adds some more challenges, due to the size of the wealth, the number of options and the bargaining power of big fortunes.  

            The UHNWI needs are broad and complex. The needs of the UHNW clients are covered by different service providers and often their own family office. How the bank, the family office, the lawyers and the accountants are organised and who has the lead in providing the service changes from case to case. 

            UHNW banking is basically HNWI banking (wealth engineering and asset management) plus private investment banking. Following from that we get a broad palette of services you might want to offer your UHNW client. 

            
               UHNW private banking = traditional private banking (investments, wealth-structuring) + private investment banking (corporate finance, M&A, prime brokerage, co-investments) 

               

            

            
               Sell-side/buy-side 

               Investment banking often refers to sell-side banking, whereas asset management refers to the buy-side. Looking at sell-side and buy-side from the client’s perspective, we can simply say that if cash flows towards the client and he reduces assets or control, the client is on the sell-side, and vice versa, if cash flows from the client and he increases assets or control, he is on the buy-side. 

               The sell-side is normally transaction-oriented and private banking relationship-oriented; therefore the combination of both, sell-side and buy-side, as happens in UHNW banking, is often challenging. It is challenging because sell-side bankers focus on the individual transaction, want to execute it, but do not often care about the long-term relationship, whereas private bankers are sometimes not pushy enough to get a transaction done because they are too worried about the long-term implications, fearing that the proposed transaction will go bad. That is why the UHNW banker has to use his wisdom and experience to manage both sell-side transactions and buy-side asset management with harmony. 

               It is important to have an overview of all the services that could be relevant to your UHNW client. We divide those services into four buckets, namely: wealth structuring, asset management, risk management and other. 

            

            
               The service universe 

               Wealth structuring: 

               
                  	• Formalisation and implementation of family governance 

                  	• Succession planning, trusts, foundations 

                  	• Tax optimisation 

                  	• Corporate finance in respect to family businesses 

                  	• Use of leverage

               

               Asset management: 

               
                  	• Portfolio construction 

                  	• Manager selection 

                  	• Access to exclusive investment opportunities, club deals 

               

               Risk management: 

               
                  	• Hedging of market risk  

                  	• Monitoring and mitigation of credit risk 

                  	•  Monitoring and mitigation of operational risk, including legal 

                  	• Monitoring and mitigation, risk to reputation 

                  	• Insurance 

               

               Other:  

               
                  	• Banking transactions 

                  	• Assistance in health matters 

                  	• Assistance in personal security management 

                  	• Lifestyle 

                  	• Education of next generation 

                  	• Philanthropy 

                  	• Family stewardship 

                  	• Concierge services 

               

               Confidentiality, open architecture
                     
			[30]
		
                  , i.e. the access to products from a variety of providers, and reliable service are key. Confidentiality about the client relationship has to be guaranteed by the advisor and the service providers. All client data has to be protected and no leaks can be allowed. 

            

         

         Those services should be delivered independently, the service provider being the banker, the family office or a law firm, based on the highest professional standards. The service has to be customised, reliable and delivered with long-term client satisfaction in mind. It’s best if the solutions are not stand-alone, but integrated in the big picture of the client. 

         The advice in general has to be independent, that is with the clients’ best interest in mind and not the service provider’s, which leads to open architecture. Our own products should never be pushed onto a client, products should be chosen in respect to performance and risk, banks should not force bankers to push their own products. 

         Risk management has to be thorough and reporting consolidated, two things that are often difficult to implement. Consolidated reporting may or may not be desired by the client, and if he wishes to have a consolidated report, which is the basis for meaningful risk management, the problem often becomes IT-related, allowing the different data feeds to be integrated into one risk management/position tracking system. 

         Ideal delivery and context:  

         
            	• Relationship: trusted; think (T=C+R+I)/S
                  
			[31]
		
                
            

            	• Advice: independent, innovative and relevant 

            	• Confidentiality: absolute 

            	• Service: personalised, reliable and for long term 

            	•  Solutions: bespoke, integrated and if required divided in simple, practical action steps. 

            	• Risk management: differentiated: market, credit and operational 

            	• Reporting: consolidated 

         

         
            Service quality: snakes and ladders 

            We are sure you know the board game “Snakes & ladders”. It is a game played with a dice, where if you get onto a field with a snake, you fall back and if you get onto a field with a ladder you advance. The player who first reaches the last field, normally field 100, is the winner. 

            We could also have named the pair essentials and tragedies, but we prefer snakes and ladders. 

            Clients who use a bank have taught us that they want first of all, and unconditionally, the basic tasks to go right, e.g. transfers, reporting and trade executions. If such basic things go wrong, you land on a snake and your relationship with your client or prospective client receives a blow. 

            On the other hand, the points associated with ladders bring your relationship forward. They are must haves.  

            It is important that you keep your focus continuously on the snakes and ladders, so that you can develop your reputation. 

            Private banking in the UHNW space needs additional skills. We mentioned earlier as a metaphor that UHNW private banking is traditional private banking plus private investment banking. Investment banking activities include asset sales, fund structures, prime brokerage, capital induction, club deals, going public of family companies and going private of family controlled public companies. Since investment banking activities are conducted by virtual teams, the UHNW banker needs leadership skills to effectively run such virtual teams, most importantly keeping them together, on track and motivated. 

            
               Snakes and ladders  

               Snakes: 

               
                  	• Bad performance 

                  	• Bad risk management 

                  	• Basic things go wrong 

                  	• Confidentiality is broken 

                  	• Frustration of not understanding 

                  	• Communication is abstract, next steps unclear 

                  	• No follow-up on promises 

                  	•  Wrong risk procedures lead to margin calls and other liquidity problems 

                  	• Unilateral changes in bank policy that harm client 

                  	• Co-ordination between different specialists falls apart 

                  	• Relationship manager leaves 

               

               Ladders: 

               
                  	•  Private banker shows he is reliable in addition to being competent, polite and educated 

                  	• Basic banking services work flawlessly 

                  	• Private banker offers clear and practical advice 

                  	• Open architecture  

                  	• Flexibility and fast decision process for non-standard requests 

                  	• Proactivity in presenting relevant ideas (structuring, investing)  

                  	• For UHNWI: effective private investment banking offered 

               

            

         

         
            About beliefs and behaviours 

            We mentioned in the introduction that we were searching for excellence in two dimensions: behaviour and clarity of mission. 

            Here we introduce you to the five behaviours that we associate with excellence in private banking. As indicated in the above list of snakes and ladders, there are many behaviours that are a must-have, like politeness, being able to prioritise, being punctual, following up and many more. We consider those an absolute necessity.  

            If you think of it, behaviours are based on beliefs, therefore in order to change or adapt behaviours you have to alter your beliefs. You will adopt the behaviour to prepare thoroughly for your client meetings if you believe that preparation prevents poor performance. On the other hand you will not prepare thoroughly if you believe that you can improvise. Behaviours and beliefs are strongly linked. 

            In the following we describe the beliefs that lead to the detected high-performance behaviours.Our UHNW clients have taught us that their challenges are complex and often paradoxical, generating dilemmas; however, we believe that they can be mapped. From this follows our behaviour to strive for clarity. We believe that the world’s speed of change is ever accelerating and therefore we know that we have to be vigilant for change, especially for change in the worldview of the client, the market paradigms and the geopolitical context.  

            To make it easier for your clients, you also have to strive for clarity in defining your personal brand. What makes you different as a private banker? Gain clarity and be vigilant about change.  

            As private bankers we want excellent relationships with our clients. Our belief is that when relationships turn sour, normally it is due to something we did not handle well. Therefore, we act with the consequence in mind, intentionally creating a positive consequence. We call that behaviour intentional consequence. 

            For example, if we procrastinate and consciously or unconsciously delay a difficult phone call, we have to ask ourselves whether the delay is helpful or whether it has negative consequences.  

            UHNW clients are powerful; therefore it is not easy to be assertive for the banker. However, we believe that we develop a better relationship with our clients if we are transparent and express our views and wants openly. Therefore, we – using a term from fixed income – upgrade our assertiveness one notch above the level we would normally operate at. We need to develop a thesis about the optimal next action for the client, and thus invest in preparation. We defend our thesis with carefully thought-through arguments, but stay open to new information and better arguments. The thesis is not us; if the client rejects our thesis, he does not reject us. Not being able to advocate an opinion decreases our value as advisors, thus: upgrade assertiveness one notch and articulate opinions openly. 

            Expert private bankers work on their communication styles. The belief behind this behaviour is that we should consciously improve the interaction between ourselves and a client, to the great benefit of both. Energetic conversations allow us to stay in a resourceful state, therefore the result of the communication will be better and the relationship strengthened. 

            Expert private bankers, last but not least, continue learning and improving their skills. We believe that the world around us changes, therefore we have to adapt and learn. We have to continuously learn about new solutions that can benefit our clients; we have to improve our communication skills in order to be able to explain with clarity the consequences of choices to our clients. There is no time-out to learning new skills or updating your knowledge, you should always be looking to learn, update and improve. 

            We like to view UHNWI private banking as a craft. There is some science and a lot of art involved. You will get better with experience. Difficult clients will be your best opportunity to grow and become better; be grateful to them. 

            As mentioned at the very beginning, private banking for UHNWIs is about servicing your client; thus primarily caring for your client, not for your bonus. Your mindset has to be “win-win”, your motivation should be the value added to your client.  

            Of course the UHNW bankers have to make some money in the process. We believe that the less you think about the money you or your institution makes and the more you think about the success of your client, the better it pays off for you.

         

         
            Service universe: monetising, asset management, wealth structuring 

            
               Figure 4.2: The three components of the UHNW banking service universe 

               
                  [image: ]
                  

               

               Keep this image in mind , it will help you to understand what services your client needs at that very moment and so it will help you to focus. You have to think through whether the client needs more structuring advice or asset management or plain execution, including the monetising of assets.  

               We continue by including the respective toolbox for each one of the three components of the service universe. They summarise the tools and processes you have at your disposal to deliver the service, i.e. how you manage the assets, how you structure the ownership and how you apply corporate finance to your UHNW client. 

            

            
               Asset management toolbox: investment guidelines 

               Asset allocation and rebalancing between: 

               
                  	• Equity premium 

                  	• Liquidity premium 

                  	• Credit premium 

                  	• Alpha 

               

               Through different asset classes and instruments. 

               
                  Instruments 
               

               Direct investments in: 

               
                  	• Assets (real estate, commodities, rights) 

                  	• Private or public equity 

                  	• Private or public debt and debt/equity hybrids 

               

               Delegated investments: 

               
                  	• Hedge funds 

                  	• Long-only funds 

                  	• Private equity funds 

                  	• Fund of funds 

                  	• Asset management mandates 

                  	• Club deals and partnerships

               

            

            
               Wealth structuring toolbox 

               Ownership structures: 

               
                  	• Companies (operating, holding, other) 

                  	• Trusts 

                  	• Foundations 

                  	• Funds (QIF, SICAV etc) 

                  	• Life insurance and other wrappers 

               

               Connected via: 

               
                  	• Equity ownership 

                  	• Loans 

                  	• Contracts 

               

               And cash flows through: 

               
                  	• Dividends 

                  	• Interest payments 

                  	• Contributions 

                  	• Royalties 

               

               Benefiting from: 

               
                  	• Special tax conditions 

                  	• Double taxation treaties 

                  	• Special legal environment 

               

               Booked at: 

               
                  	• Accounts at banks at specific booking centres 

               

            

            
               Corporate finance, M&A and monetising toolbox 

               Corporate finance: 

               
                  	• Optimisation of capital structure and capital usage 

                  	•  Equity and debt issuance, including derivatives, ABS and hybrids 

                  	• Restructuring 

                  	Leveraged finance: 

                  	• LBO financing 

                  	• Acquisition financing 

                  	• Bridge financing 

                  	Mergers & Acquisitions: 

                  	• Seller advisory 

                  	• Buyer advisory 

                  	• Cross-border transactions 

                  	• Merger of equals 

                  	• Shareholder value protection 

                  	• Leveraged transactions 

               

               Monetisation: 

               
                  	• Sale to trade buyer or financial sponsor 

                  	• IPO 

                  	• Collateralised loan

               

            

         

         
            5. The Mission of the UHNW Banker 

            The UHNW banker has three basic tasks: 

            
               	1. Giving strategic advice 

               	2. Implementation of:  

            

            
               	 • Wealth structure and plan 

               	 • Monetisation and corporate finance projects  

               	 • Asset management  

            

            
               	3. Risk management and asset protection 

            

            
               Strategic advice  

               
                  The wise man bridges the gap by laying out the path by means of which he can get from where he is to where he wants to go. 
               

               J.P. Morgan 

               
                  No problem can be solved until it is reduced to some simple form. The changing of a vague difficulty into a specific, concrete form is a very essential element in thinking. 
               

               J.P. Morgan 
               

               Strategic planning is based on the diagnostic tools mentioned earlier, namely the lifecycle and the three circle model.  

               Having those models in mind, you need to discuss and define what the UHNW client wants to achieve and then take your time to propose a solution that gets the client to his goal. 

               During the planning phase, asking and listening to your client is probably the most important thing, always with the lifecycle and Three Circle model in mind, which will help you to structure the received information. Based on your input, you propose an articulation of the vision, a possible structure and an action plan. 

               After a – hopefully – creative loop of proposals handed in by you and after feedback from the client, you should get to the implementation of either wealth structuring or asset management aspects, or both. 

               
                  Conversation about strategy 

                  You want to add value to your client, therefore you have to be able to engage in a strategic wealth discussion.  

                  Help your client to define his wealth strategy or help him to define a sub-strategy for a specific issue, such as growing the family business. 

                  The message you should convey to the family leader is this: 

                  He, the family leader has to understand that, in order to earn his leadership status, he has to be able to understand the reality as it is, that he has to interpret the reality in the context of the family and family business and, as a leader, he has to show the way forward. 

                  The strategy is about choices, what to start, do more of, do less of or abandon. It is about actions and tactics and it has to be agile and adaptive. 

                  To be able to use strategic thinking in respect to wealth, you have first to define: What would the win look like? What are the must-win-battles? What are the battles to avoid? Who is the enemy/what are the obstacles? What are the options? What are the risks inherent in the different options? What decisions are to be taken? 

                  Ideally, and simplified, the win is a significant and growing fortune, a happy family and a legacy. This leads to the definition: wealth strategy is about establishing a plan for how to grow, protect, use and pass on wealth. 

                  The wealth strategy, the long-term plan to achieve the wealth goals, implies choices, hence often difficult decisions. Once the strategy is established, it will show us what to focus on, which activities to continue and which activities to abandon. 

                  The wealth strategy is about what one wants to achieve with one’s wealth and how. It is important to ask the UHNW client about his wealth strategy, first, to find out whether he has any, and second, to find out the level of detail of the strategy.  

                  The best outcome of this investigation is that the UHNW client has not thought a lot in terms of wealth strategy and thus the banker can be helpful on that general and explorative level, which is about the definition of values and the resulting philosophy about wealth, business and the family. 

                  Many UHNWIs have not explicitly defined their wealth strategy, because they have it in the back of their mind in general terms. Again, this is good, because it gives the banker the opportunity to add value by putting those long-term wealth questions in front of the client and thus helps the client to learn about his own thinking and nature. 

                  For an entrepreneur who is in the wealth-creation phase, such a wealth strategy discussion is quite close to a life strategy discussion. A question to the reader: do you have a well defined life strategy? And if not, how much would you appreciate a consultant who could help you to define your life strategy? 

                  Of course, such a life-strategy is never carved in stone. But defining the life and/or wealth strategy is a useful exercise that generates deep reflection about one’s life. In order to make the discussion useful, you have to drill down and challenge the client; otherwise you will not help your client to clarify his thought process. 

                  For the UHNW advisor the end goal in this process is a client who will be grateful for wealth coaching received, will increase business and recommend him to his friends.

                  
                     Corporate finance in the context of wealth strategy 

                     As mentioned earlier, most UHNWs have personal wealth, family wealth and business wealth. Regarding business wealth, the client needs advice from his banker in the domain of corporate finance. 

                     The UHNW who has his wealth concentrated in a family company has 8 strategic issues he should think about and discuss with his banker. They are: 

                     Long term: 

                     
                        	• Succession 

                        	• Control issues 

                        	• Wealth protection 

                     

                     Short and medium term: 

                     
                        	• Liquidity  

                        	• Enhancement of core business 

                        	• Strategic acquisition 

                        	• New corporate capital 

                        	• Valuation 

                     

                     Corporate finance often also builds the bridge between family company and wealth in the context of monetisation, which may be the sale or partial sale of the UHNWI’s interest in the family company. 

                  

                  
                     Asset management in the context of wealth strategy 

                     The parameterisation of the asset management process has to be based on the underlying wealth strategy of the client. What we mean is that the volatility, liquidity and shortfall risk has to be defined in accordance with the long-term wealth strategy of the client.We often see clients who concentrate their wealth far too much, or are too far to the right on the efficient frontier, thus have too high a volatility that does not correspond to their desire for long-term financial safety. 

                  

                  
                     Long-term wealth goals 

                     Based on Maslow’s pyramid, it is often assumed that UHNW individuals don’t worry about simple survival. But this – like so many other assumptions about the UHNWI – is not correct. True, most don’t, but there are some who do. This is often because of experiences of hardship or trauma in the family’s or individual’s history. Therefore it is so important to engage in dialogue and make an effort to understand the beliefs of the client. Understanding the beliefs of the client will help you to understand his behaviour, risk tolerance and the benefits he is looking for. 

                     The list of different long-term wealth goals is long, it often includes: preserve, grow, beat inflation, have all family members enjoy the abundance, use wealth as a tool to keep the family together, do good, make a difference in the world, create a legacy, or as hinted above: having enough to survive the next crisis. 

                     Long-term wealth goals are closely related to the values of a person or a family. As an advisor it is important to listen for dissonance between the two. Such dissonance will guide you to subjects the client has to think through and clarify. 

                     We would not suggest that you use a predefined questionnaire regarding long-term wealth goals or values, but we suggest that you spend a lot of time with the client to get that information piece by piece during intimate conversation. 

                  

               

            

            
               Wealth structuring and planning 

               
                  The hardest thing in the world to understand is income tax. 
               

               Albert Einstein 

               Wealth planning refers to tax, residence, protection and succession. 

               
                  Tax 

                  The succession of personal assets may be taxed. Investments may be subject to income and capital gains taxes, wealth to wealth tax, and these are all taxes that can be minimised with proper planning. Tax is a function of residence, thus a change of domicile must always be considered as an option. 

               

               
                  Succession 

                  Without a succession planning structure, assets will be distributed according to the default succession laws of the relevant country (country of domicile). This might lead to an unwanted outcome, disagreements and delays. 

               

               
                  Asset protection and preservation 

                  Wealth planning might protect assets from personal creditors, as assets can be held through trusts or similar structures. Wealth can be preserved from mismanagement or loss by immature or negligent successors, again through a trust with a defined distribution policy. 

               

               
                  Confidentiality 

                  Structures can prevent unnecessary disclosure of international assets during lifetime or during the succession process. 

               

               
                  Wealth structuring 

                  Wealth structuring is a process of optimisation of: 

                  
                     	• Safety  

                     	• Privacy 

                     	• Tax burden 

                     	• Succession 

                  

                  These aims are met using:  

                  
                     	•  Specific jurisdictions in order to benefit from specific tax laws and double taxation treaties. 

                     	•  Specific ownership structures, e.g. funds, trusts, foundations, wrappers, in order to optimise privacy, the succession process and the tax burden. 

                  

                   See also the wealth structuring toolbox. 

                   Combining the above, a structure can be built that optimises any of the four goals, safety, privacy, tax burden and succession planning. Sometimes a structure allows maximising all four, but more often compromises have to be adopted.

               

               
                  Booking centres 

                  Today it is possible for most UHNW clients to keep their assets not only with banks of their own country, but also with banks in other jurisdictions.  

                  Different financial centres have different advantages and disadvantages. 

                  In financial jargon such financial centres where assets can be kept by reputable banks are called booking centres. 

                  
                     Popular booking centres: 

                     
                        	• Bahamas 

                        	• Canada 

                        	• Gibraltar 

                        	• Hong Kong 

                        	• Ireland 

                        	• Jersey 

                        	• Luxembourg 

                        	• Malta 

                        	• Monaco 

                        	• Singapore 

                        	• Switzerland 

                        	• USA 

                        	• UK (London) 

                     

                     As an UHNW banker you need to know the pros and cons of those centres in order to guide your client to the optimal solution. It would be wrong to include in this book those pros and cons, because they change regularly as the different financial centres compete with each other and new regulations are implemented continuously. The ideal booking centre for your client also depends on what your bank or platform can deliver in each of them. 

                     The booking centres we have used the most in the past are the Bahamas, Hong Kong, London, Luxembourg, Singapore, Switzerland and USA. 

                  

               

               
                  Important issues regarding wealth planning  

                  Clients may ask their banker to be creative in tax planning, helping them to evade taxes or to create secret funds. We advise most strongly against such practice, because it will turn against the banker in the end, either because he has broken the law and his career is in jeopardy or because – through the complicity with the client – the banker may be forced into doing more and more creative transactions. 

                  At the writing of this book, a case where a Swiss Banker, Birkenfeld, helped a USA citizen, Olenicoff, to evade taxes is all over the press. Now as it turns out, the client states that it is the banker who is responsible, giving false advice and leading the client into a criminal situation. This International Herald Tribune article, published on 18 September 2008, shows just how bad things can get for bankers who cross the line. 

                  
                     “UBS, the Swiss banking giant, has been sued by one of its former top private banking clients, Igor Olenicoff, as the U.S. government investigation into its offshore services unfolds.  
                  

                  
                     “The lawsuit accuses UBS, a small Swiss company, and two private companies based in Liechtenstein and their employees, of luring Olenicoff into becoming a client and a participant in a deceptive investment scheme intended to cheat the U.S. Internal Revenue Service of millions of dollars in taxes. 
                  

                  
                     “In his lawsuit, Olenicoff said he was the target of a plan by UBS, the world’s largest private bank, to seek out and sign up wealthy Americans who wanted to put their money offshore into a Swiss bank. 
                  

                  
                     “Olenicoff, who was born in Russia and emigrated to the United States decades ago, has an estimated net worth of $1.7 billion. Using offshore accounts is not illegal for U.S. taxpayers, but hiding income in so-called undeclared accounts is. 
                  

                  
                     “William King, the lawyer who filed the complaint, said his client ‘was basically misled by the bankers he trusted.’ ” 
                  

                  
                     International Herald Tribune, 18 September 2008 

               

               
                  Compliance 

                  Bankers may be asked to accept money that has dubious origins. Not only does the character of the banker compel him to refuse such demands, but also the culture of the institution he is working with. An extraordinary case is Riggs bank – now closed – of Washington. Riggs was a bank that had ties with the highest level of society in the USA, worked with diplomats and catered for the needs of their countries. 

                  Here follow some excerpts from a New York Times article about Riggs bank. 

                  
                     “Riggs Bank, which for years billed itself as ‘the most important bank in the most important city in the world,’ now finds itself the most scrutinised bank in the most unforgiving city in the world.  
                  

                  
                     “The scrutiny of the bank involves accounts it held for Gen. Augusto Pinochet, the former Chilean dictator, and for the Saudi Arabian Embassy. It comes at a time when several new books and the documentary Fahrenheit 9/11 have put a spotlight on the kingdom’s ties to the Bush administration. The sources of about $700 million in cash and investment accounts at Riggs Bank owned by the African nation of Equatorial Guinea or some of its leaders are also being examined, at a time when American companies have been courting that oil-rich nation to secure petroleum sources outside the Middle East.  
                  

                  
                     “At a meeting with regulators at the headquarters of Riggs Bank two years ago, Barbara B. Allbritton, a Riggs board member, was offended that the bank had to end its relationship with a valued client, General Pinochet, according to the report and testimony at the Senate hearing. 
                  

                  
                     “ ‘In 1994, top Riggs officials travelled to Chile and asked General Pinochet, a notorious military leader accused of involvement with death squads, corruption, arms sales and drug trafficking, if he would like to open an account at Riggs Bank here in Washington,’ Senator Carl Levin, a Michigan Democrat, observed in the hearing. ‘Mr. Pinochet said yes.’ 
                  

                  
                     “When regulators asked Riggs in 2000 for a list of its accounts controlled by political figures, the roster provided by the bank did not include General Pinochet’s name. Shortly after the Observer article was published, the bank – in a move that it acknowledged last week was improper – changed the name on accounts of the general and his wife from “Augusto Pinochet Ugarte & Lucia Hiriart de Pinochet” to “L. Hiriart &/or A. Ugarte,” ensuring that searches for Riggs accounts named “Pinochet” would draw a blank. 
                  

                  
                     “By October 2002, when Mrs Allbritton voiced her resentment to regulators about losing General Pinochet’s business, another problem was about to engulf Riggs. In November, Newsweek magazine reported that the Federal Bureau of Investigation was examining Saudi Arabian Embassy accounts at the bank in connection with the September 11 attacks. 
                  

                  
                     “When regulators began scouring the Saudi accounts in January 2003, yet another media report raised questions about the bank’s behaviour. The Los Angeles Times reported suspicious activities in Riggs accounts controlled by the government of Equatorial Guinea, and a questionable relationship between a Riggs executive and that country’s leader, sparking another regulatory examination of the bank’s intersection with a dictator. 
                  

                  
                     “Although the country’s dictator, Teodoro Obiang Nguema Mbasago, had a long record of amply documented human rights abuses, he also presided over a wildly lucrative oil boom that Western companies coveted. Riggs began dealing with him in 1995, and by this year the country had become the bank’s largest client, with accounts of $700 million. 
                  

                  
                     “According to federal investigators and the Senate report, that service mirrored what the bank provided General Pinochet: massive, no-questions-asked transfers of cash into offshore shell corporations that Riggs created. 
                  

                  
                     “Some of the millions of dollars that went into Mr Obiang’s personal accounts came from oil funds established to benefit Equatorial Guineans, according to the Senate report. Last week, Senator Levin noted charges of corruption and abuses against Mr Obiang and berated Riggs’s relationship with the dictator as “abominable.” 
                  

                  
                     “Joe L. Allbritton continued to tell regulators that ‘the bank had no intention of closing the E.G. accounts.’ 
                  

                  
                     “Matters soon escalated beyond Mr Allbritton’s control. Shortly after he dug in his heels, the accounts were closed. Not long after that, Riggs was fined and then, last week, was sold.” 
                  

                  
                     New York Times, 1 July 2004 

                  Both cases, Birkenfeld and Riggs, show that money corrupts; additionally we would emphasise that criminal bankers get found out, destroy their careers and most probably they will sleep badly during all their years at the “funny payments” department.  

               

            

            
               Corporate finance, M&A and monetisation 

               As mentioned earlier, UHNW private banking could also be called private investment banking because, as with investment banking, it involves complex deals, structured lending, corporate finance and corporate transactions.  

               While it is true that asset management makes a difference in the long run, investment banking deals often change the life of a client on the spot. Liquidity events, events where assets, such as family companies, are sold for a premium, are the events that trigger changes in the world view of the client, and it is often the first liquidity event that makes entrepreneurs feel wealthy. 

               A client needs investment banking know-how and technology in order to generate a liquidity event. 

               Many UHNWIs are entrepreneurs or have concentrated positions in their family company. Such family companies are involved in the typical corporate finance and M&A activities: they might be sold, restructured or merged. Families might acquire companies from institutions, the market or from another family; family companies can be made public via an IPO, or quoted family companies might be taken private. For this reason the UHNW banker should have an understanding of corporate finance and the basic investment banking transactions. He must also have access to specialists who can execute such a transaction. And he must understand the opportunities of such transactions in order to be able to pick them up for his clients.We know that the UHNWI owning a family company, is confronted with the following questions:  

               
                  	•  Is the succession organised? Who will take over after my retirement? 

                  	• In what circumstances would we exit? 

                  	• Who controls the shares and the votes of the company?  

                  	• What is the company worth? 

                  	• Are the company’s shares liquid? Can liquidity be improved? 

                  	• How do we protect our interests and wealth? 

                  	• Shall we conduct a strategic acquisition? 

                  	• How can we optimise the core business? 

                  	•  Do we need new corporate capital? Should we open to outside investors? 

                  	• Should we increase/decrease leverage? 

               

               Investment banking, corporate finance and M&A is a vast business area, but still, you should be able to understand the questions above and the tools an investment bank uses to address them. 

               So let’s look at each of them in detail: 

               
                  Is the succession organised? Who will take over after my retirement? 

                  This question refers to the general UHNW succession planning. In the perspective of corporate finance, the patriarch could think of having the management participate through equity ownership, thus creating a sensation of ownership and alignment, hopefully guaranteeing a prosperous future for the company. 

                  Other succession strategies that could involve corporate finance are a sale or listing, in order to distribute cash or listed shares to the heirs. 

               

               
                  In what circumstances would we exit? 

                  A strategic question. The answer could be linked to succession, valuation and performance. As family company owners, how important is it to pass on the company or to pass on liquid wealth? An interesting case study would be to compare the two Swiss-based companies Serono and Firmenich, both highly successful, of which one was sold, the other carefully kept in the family. 

               

               
                  Who controls the shares and the votes of the company?  

                  This is a question to be answered for owners of minority shareholdings in large listed corporations, in order to understand how to forge a controlling or blocking consortium. 

               

               
                  What is the company worth? 

                  Valuation is an integral part of corporate finance, more art than science, and always of interest to the entrepreneur who founded the company or the heirs of a private company.
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            Valuation techniques 

            
               	•  Discounted cash flow (DCF): a rigorous corporate finance approach establishing a fundamental value; however, it depends on a myriad of variables and assumptions, of which probably the most difficult to assess is the WACC, the weighted average cost of capital. 

               	•  Leveraged buyout analysis (LBO): calculates the value as a function of how much a financial sponsor could pay for the company. Due to the importance of financial sponsors, e.g. private equity firms, this number is used as a benchmark. However, as with the DCF, it depends on assumptions and variables, e.g. sales growth. 

               	•  Comparable companies: standard technique used by analysts to estimate a trading valuation; however, it depends on finding traded comparable companies and on the health of the stock market, and as such, this valuation can show a significant difference to DCF and LBO valuation. 

               	•  Precedent transactions: estimates in most cases a takeover valuation; however, it reflects the idiosyncrasies of such precedent transactions, like the specific needs of the buyer or the scarcity of the asset. 

            

         

         
            Are the company’s shares liquid? Can liquidity be improved? 

            Family members owning their family’s shares normally prefer liquidity, which means that they can sell, i.e. monetise, their holdings. The preferred way to guarantee a certain amount of liquidity is to list the company, the second best way, for a privately held company, is to create an internal market.  

         

         
            How do we protect our interests and wealth? 

            This question refers to take-over protection and valuation enhancement.  

         

         
            Shall we conduct a strategic acquisition? 

            Refers to strategy, involves M&A regarding buyer advisory and acquisition financing. 

         

         
            How can we optimise the core business? 

            An investment banker can give advice based on his experience and use finance tools to enhance the efficacy of the company’s capital. 

         

         
            Shall we exit from non-core businesses? 

            Involves M&A, seller advisory and – in case of an IPO – requires equity capital market specialists to execute the process. 

         

         
            Do we need new corporate capital? Should we open to outside investors? 

            Corporate capital could be found via equity, debt, hybrid instruments, or a combination. The issuing of such instruments could be private or public. 

         

         
            Should we increase/decrease leverage? 

            This question refers to risk, as high leverage implies a high risk that the company or project fails. Investment bankers can add value by their experience and the application of benchmark ratios. 

            All the above questions need advice from the private banker and the investment banker; plus from tax planners and lawyers. 

            All investment banking activities are intertwined, we believe that it is helpful to divide them into three parts:  

            
               	1.  Corporate finance, which – simplified – concerns the debt and equity of a corporate balance sheet.  

               	2.  Mergers and acquisitions, basically buying, selling and defending companies from hostile takeovers.  

               	3.  Monetisation and reinvesting, as entrepreneurs or their heirs seek to turn their assets into cash during a certain stage in their cycle. Monetising and reinvesting of assets relies on tools from M&A and corporate finance. 

            

            Corporate finance and M&A refers to the investment banking tools, monetising and reinvesting to the motive of the client. 

         

         
            Private investment banking 

            The work we do most frequently as UHNW bankers in the field of corporate finance and M&A for our clients is: 

            
               	• Going public of the privately held family company 

               	• Sale of the family company 

               	• Acquisition of a company 

               	• Transactions to minimise tax burden 

               	• Valuation, in order to grant a collateralised loan 

               	• Partnering and capital raising through our UHNW network 

            

            As you can see, all the above transactions involve rather the owner of the company than the management, thus they belong to the realm of the UHNW banker. 

            Other typical corporate finance transactions, such as debt issuing and restructuring, are mostly done by the CEO and CFO of family companies, thus seldom involve the UHNW banker. Such transactions are often channelled directly to the investment banker or law firm. 

            As an UHNW banker, you are best served if your client incurs a liquidity event, such as a sale or IPO, because then you might get a mandate to manage the newly generated liquidity. 

            In UHNW private banking, the transactions that we see most are transactions relating to monetisation, restructurings to optimise the long-term tax situation of a client and strategic acquisitions.

         

         
            Leading the deal team 

            We have often experienced that working with a team of investment bankers creates an issue regarding leadership. Investment bankers work on transactions in deal teams, and such deal teams usually have a leadership structure that functions well. As the private banker brings the deal team to the table to discuss with the UHNW client or his family officer, he has a crucial role; however, a role that does not necessarily warrant the leadership for the deal team. It goes without saying that we prefer to take up the role of the leader; however, if we notice that the investment banking deal team has a strong leader, then we prefer to delegate the leadership to him, but subject to the condition that we are always in the information loop and that all contacts with the client are coordinated through us. 

            It is important that such leadership issues don’t interfere with the quality of the work delivered and don’t weaken the relationship between the UHNW client and his private banker. 

         

         
            Corporate finance, debt and equity 

            Are you proficient at reading a balance sheet? An annual report? If not, it is highly recommendable that you read a good book about the subject.
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         As you know, a company’s capital consists basically of debt and equity. It is equity issuance, so called IPOs, that generates liquidity for the entrepreneurs and makes people rich. Such liquidity events are always welcomed by the private banker of the entrepreneur or entrepreneurial-family. Therefore it is crucial that you understand what sort of company makes a good candidate and how the IPO process works. We explain both in the boxes below. 

         You should also understand what the objectives of a successful IPO are, namely, a maximal price and the highest possible quality of shareholders; and after the IPO or aftermarket, liquid trading, analyst coverage and a stable, rising price. 

         
            IPO candidate 

            Your client’s company is a good IPO candidate if it: 

            
               	• Has a minimum level of sales or profits. 

               	• Is growing fast. 

               	• Has a track-record for both management and company. 

               	• Has an established market position. 

               	• Has the need for additional long-term capital. 

            

         

         
            The IPO process 

            Objectives: 

            
               	• Maximise price. 

               	• High quality of shareholder base. 

               	• Aftermarket liquidity and price development. 

               	• Pre-preparation. 

               	• Strategic consulting regarding business plan. 

               	•  Application of capital market standards to accounting and reporting.

            

            Phase 1: Preparation (6-10 weeks) 

            
               	• Due diligence 

               	• Draft of prospectus 

            

            Phase 2: Regulatory review and investor education (3-6 weeks) 

            
               	• Refine investment case 

               	• Presentation to analysts 

               	• Publication of research 

               	• Investor education 

               	• Presentation to sales force 

               	•  Milestone: definition of price range, based on investors’ feedback 

            

            Phase 3: Marketing and selling (3-6 weeks) 

            
               	• Distribute prospectus 

               	• Roadshow 

               	• Book building and pricing 

               	• Milestone: Pricing and allocation 

               	• Milestone: First day of trading 

            

            Phase 4: Stabilisation and aftermarket 

            
               	• Market making 

            

         

         
            M&A 

            Mergers and acquisitions, as the name implies, is the field of buying, selling and merging companies. M&A teams execute, but can also be involved in order to deliver a fairness opinion regarding a transaction.  

            The six basic tasks of M&A for UHNW bankers are: seller advisory, buyer advisory, merger of equals, cross-border transactions, shareholder value protection and leveraged transactions. We will explore each in turn below. 

            
               1. Seller advisory 

               An exclusive seller representation is required in order to initiate the sales process, which basically includes due diligence, marketing, auction and closing. Good M&A advisors harness an arsenal of tactics to maximise the price, of which most are used in setting up the timetable and the details of the auction. 

               Other services include, as mentioned above, fairness opinions and the review of strategic alternatives, including spin-offs. 

            

            
               2. Buyer advisory 

               Buyer advisory evaluates the target, structures the transaction – using SPVs for example – and structures the offer – being either friendly or less frequently hostile. Moreover, financing for the transaction can be organised. 

            

         

         
            The sale process 

            Objectives: 

            
               	• Maximisation of sale price 

               	• Certainty of sale 

               	• Speed 

               	• Confidentiality 

            

            Preparation phase: Due diligence and preparation (4-8 weeks) 

            
               	• Prepare vendor due diligence 

               	• Preliminary valuation 

               	•  Stapled financing, if required (investment bank organised financing for potential buyer) 

               	• Offering memorandum 

               	• Shortlist of potential buyers 

               	• Confidentiality agreement 

            

            Phase 1: Marketing (3-6 weeks) 

            
               	• Contact buyers on shortlist  

               	• Hand out offering memorandum and procedures letter 

               	• Draft sale contract 

               	• Solicit and appraise initial indications of interest 

               	• Choose small group of potential buyers 

            

            Phase 2: Buyers investigation (5-10 weeks) 

            
               	• Visit and due diligence of potential buyers 

               	• Data room access and site visits 

               	• Solicitation of final bids 

            

            Phase 3: Negotiation (1 week) 

            
               	• Appraise final bids 

               	• Negotiate with remaining potential buyer(s) 

               	• Sign sale contract 

            

            Phase 4: Financing and closing (4-6 weeks) 

            
               	• Obtain approvals 

               	• Structure financing (e.g. syndication) 

               	• Definitive close  

            

            
               3. Merger of equals 

               Some experts state that a merger of equals has never existed, it is always a camouflaged takeover. A fair point. In so-called merger of equals, valuation, structuring and social issues have to be addressed by the advisors. 

            

            
               4. Cross-border transactions 

               Legal, administrative and tax (e.g. flow-back) issues have to be addressed. Issues that often conceal surprises and imply political risks have to be mitigated as much a possible. Investing in certain countries, like China, is relatively simple; however, to take a profit home is far more challenging. 

            

            
               5. Shareholder value protection 

               Advisors have to evaluate potential and unsolicited offers; and if needed, hopefully, be able to provide a “white knight”. In case of hostile takeover attempts, the advisors have to defend the company. 

            

            
               6. Leveraged transactions 

               Leveraged buyouts and recapitalisations of companies need investment banking technology for evaluation, structuring and access to funding. 

               In mergers and acquisitions you need strong nerves. We have included the case study of the Uniland transaction in Spain, which shows that family disputes can lead to unforeseen outcomes. The cement company Uniland was owned by Catalan families, of whom one separated and sold their stake to the Irish company CRH through holding companies, in order to allegedly circumvent pre-emption rights. This triggered the desire of the remaining families to sell their shares at an auction. 

            

         

         
            Spanish court freezes CRH’s Uniland funds 

            CRH has not been able to get its hands on a €1.37m special dividend from Corporacion Uniland, the Spanish concrete manufacturer in which it controversially bought a 26.3% stake late last year for about €300m.  

            A Spanish court has allowed Uniland to freeze the dividend into an escrow account pending the outcome to the legal dispute over the stake acquisition, which the Catalonian group claims was carried out fraudulently.  

            The case is expected to come before the Barcelona Commercial Court this month, after Uniland began a legal action in early February to force CRH to relinquish the shares it had acquired in two phases.  

            In the first, certain shareholders in Uniland sold about 6% of the group’s share capital to three holding companies – Sagarra Inversiones SL, Freixa Inversiones SL and Wimec AG Zug – which, in turn, already held a 20% stake. CRH then acquired these holding companies.  

            Uniland claims that this indirect purchase by CRH was ‘carried out fraudulently and in violation of the companies’ articles, since it contravened the pre-emption rights of the company itself and of its other shareholders’.  

            CRH rejects these allegations, saying it and its Spanish legal advisers, who had guided them through the transaction, are ‘absolutely satisfied that it was above board’. It has vowed to defend itself vigorously in court.  

            From the Sunday Times, 2 April 2006 

         

         
            Monetisation and reinvesting 

            A client might want to generate liquidity from his assets. The simplest way would be to take a loan against the asset or to sell it. 

            If your client has decided to monetise an asset, you have to check the feasibility and then manage the expectation of the client in respect to price, duration of the process and sometimes difficulties during the negotiations. Normally UHNW clients are smart business people, hence they understand that in certain market environments monetisation is not easy. 

            Often we have received requests to structure loans against art collections or greenfield land. 

         

         
            Case study: client need for liquidity 

            We had a client who needed liquidity to inject into one of her family businesses. Through her family officer, she asked whether we could give her a loan with the huge land reserves of her family as collateral. The money she needed was about $400m and she had a valuation of the land reserves of $980m. She offered her $75m stock portfolio as additional and liquid collateral. She would pay 2% over Libor. Thus the loan would be heavily over-collateralised, nearly 3-to-1. 

            We rejected the business and arranged some meetings with more aggressive lenders for her family officer. The reasons we didn’t want this business were basically the difficulty of executing in case she did not pay back and the subsequent difficulty of selling the land. 

            We thought it would be a risk to our reputation to execute, because of the prominence of the client. Moreover, the land reserves were valued by an independent company, such as Richard Ellis, but again, a valuation is purely theoretical. If the client was unable to pay back, that would mean that there was probably a recession in her country, and thus the greenfield land could become impossible to sell or to use as a collateral for a mortgage. 

         

         
            Case study: IPO of Baviera 

            The IPO of the Baviera clinic in Spain was well timed and allowed the company founder Dr Julio Baviera to monetise part of his participation and to turn it into a liquid and bankable asset; included is a quote from Reuters. 

            ‘Spanish ophthalmologist and plastic surgery group Clinica Baviera set a maximum price of 19.62 euros a share for its initial public offering set for April 3, it said on Monday. 

            The price is at the top end of a price range indicated by Clinica Baviera, giving it a value of 320 million euros ($424.7 million). It will set the exact price on March 30, when it will also disclose exactly how much will go to institutional investors. 

            Clinica Baviera, founded in 1996, is selling up to 41.33% of its capital in the IPO. Its clinics made 58.6 million euros in revenue and 21.1 million euros in EBITDA (earnings before interest, tax, depreciation and amortisation) last year. It plans to open another eight centres this year. 

            The company is controlled by the Baviera family and doctors who founded the clinics. In 2005, private equity group 3i bought 30 percent of the group for about 40 million euros.’  

            MADRID, March 26 (Reuters) 

            Before the IPO, the entrepreneur and his partners had some stock in a non-quoted company, which – for a company in the start-up phase – is good, because the partners can’t sell and are thus aligned 100% with the growth of the company. However, at a later stage, when entrepreneurs wish to exit, or other investors wish to enter, a quoted company is a far better structure. Unfortunately, once public, requirements towards the company change, like transparency and responsibility towards the minority shareholders. Some entrepreneurs abstain from going public, just because of the restriction of freedom caused by listing the company and adhering to the rules of the market regulator. 

         

         
            Business model optimisation 

            As a corporate financier, you should be able to advise your client on how to enhance his business model, for example: 

            
               	• Maximise working capital efficiencies 

               	• Increase capital efficiency, e.g. through sale and lease-back 

               	• Consider bolt-on and strategic acquisitions 

               	• Consider partnering with a financial sponsor or trade partner 

               	• Incentivise key employees through stock option plans 

               	• Idea generation in general 

            

         

         
            Asset management  

            The UHNW client might use your bank as a custodian, as a fund manager or as a selector of managers. He might also want to take his investment decisions himself, though on the basis of your advice and research. Before you implement the investment process, it is crucial to optimise the tax burden by choosing the optimal structure for holding the assets.  

            The optimal structure depends on the portfolio construction, e.g. if a large part of the assets are hedge funds or private equity, certain wrappers might reduce the taxation substantially. 

            In the following we discuss specific topics regarding asset management and investing from the point of view of the UHNW banker. 

            
               David Swensen’s view 

               David F. Swensen is the manager of Yale Endowment. He has a crystal clear opinion about asset management, both for institutions and individuals, both described in two must-read books.
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                   His track record should entice portfolio managers to study his views. 

            

         

         The key concepts from his book are as follows: 

         
            	• All that matters is portfolio construction and rebalancing. 

            	•  Market timing (buying bottoms and selling tops) and security selection (buying GS, selling JPM) will most likely fail to provide any additional returns. 

            	•  Core asset classes are domestic equities, foreign developed market equities, emerging market equities, government debt papers and real estate. 

            	•  Alternative asset classes (absolute return, real assets, private equity, divided into venture capital and buy-out funds) should add to portfolio diversification and return enhancement. But they are difficult to achieve in practice. Alpha is very difficult to generate, to say the least. 

            	•  In general fees charged by active managers are too high for little, if any, value added. Therefore, it is better to buy index-products than actively managed mutual funds. 

            	•  History shows that a portfolio – for the long run – should have a strong equity bias. 

            	•  Alignment by the investors and the issuer or manager of the product is crucial to determine returns and risks; for that reason, corporate bonds are neglected. 

         

         
            Table 5.1: David Swensen’s proposed portfolio for USA based individual investors 

            
               
                  
                     	Asset class
                     	Percentage allocation
                  

                  
                     	Domestic equity
                     	 30%
                  

                  
                     	Foreign developed equity
                     	 15%
                  

                  
                     	Emerging market equity
                     	 5%
                  

                  
                     	Real estate
                     	20%
                  

                  
                     	USA Treasury bonds
                     	15%
                  

                  
                     	USA Treasury inflation protected securities 
                     	15%
                  

               
            

         

         
            Performance of asset classes 

            
               Historical performance bonds vs equities 

               According to Ibbotson Associates
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                  , a key source of historical performance data, the multiples generated by investing in different asset classes is as follows: 

            

         

         
            Table 5.2: Multiples generated by investing in different asset classes, from Ibbotson Associates (USA Securities: Dec 1925-Dec 2005) 

            
               
                  
                     	Asset class
                     	Multiple
                  

                  
                     	Inflation
                     	11
                  

                  
                     	T-bills
                     	18
                  

                  
                     	T-bonds
                     	71
                  

                  
                     	Corporate-bonds
                     	100
                  

                  
                     	Large cap stocks
                     	2658
                  

                  
                     	Small cap stocks
                     	13706
                  

               
            

             

            Based on the information in Table 5.2, an investor should, if he is aiming for long-term success, invest predominately in equities. 

            Unfortunately, we do not have access to a similar high-quality database for real estate or commodities, because absolute-return strategies and private equity as asset classes are hardly documented or impossible to document with such a long history. To our knowledge, the first hedge funds emerged only in the 1960s, thus there is no way to go back before the great crash of 1929. 

         

         
            Use of lending  

            
               If you would know the value of money try to borrow some. 
            

            Benjamin Franklin 

            Lending comes into play when clients want to leverage their positions. It can be done with collateralised loans, so-called Lombard credits, repos or swaps. You would use the best possible alternative to optimise between costs, legal requirements and potential execution. 

            The questions for the banker are: At what spread will you give the client a loan? Does the client understand the bank’s procedure to assess the assets? Does the client understand that the bank can drastically reduce the lending value of a bond, should the bind be downgraded? Will margin calls be treated professionally by the client or will they cause bad feelings?  

         

         
            Use of derivatives 

            The value of a derivative contract derives from a formula. It is a contract between the issuer and the buyer of the contract and so credit risk exists, in the sense that it might be possible that in the case of a credit event the issuer will not honour his obligations, as in September 2008, when many investors were burned by derivatives issued by Lehman. 

            Derivatives are important and useful tools, they can be used to protect; however, as Warren Buffet says, they can become weapons of mass destruction. Derivatives, through their non-linear payoffs and because, again, of the counter-party risk, create challenges for risk management. 

            The flexibility of derivatives allows you to create any sort of payoff for your clients, you can use them to hedge or proxy-hedge his positions, roll over profits or create tax efficient structures, like in the following case, a massive transaction of about €3.5 billion: 

            Spanish property magnate Manuel Jove is buying up to 5 per cent of BBVA (BBVA.MC), prompting Spain’s second biggest bank to reiterate its opposition to shareholders building up large stakes. Jove, who made his fortune in property, said on Tuesday his purchase worth about €3.2 billion ($4.4 billion) in BBVA – long spoken of as a potential takeover target – was a ‘permanent, financial investment’. 

            BBVA welcomed the deal which had earlier been revealed by Reuters after a source familiar with the operation said Jove was buying an issue of structured notes convertible into shares in the bank. ‘We’re happy, and as he’s said himself, his investment is financial and stable, but that he has no intention of getting involved in management,’ a BBVA spokesman said. ‘This deal doesn’t change the way we see corporate governance nor our opposition to establishing core shareholder groups (within the company’s capital),’ he said. 

            The first sign of the move came when Swiss bank UBS (UBSN.VX) said it was selling around 3.2 billion euros ($4.4 billion) of notes exchangeable into 174 million BBVA shares. The whole of issue was bought by Jove. Jove made his fortune in real estate, building his firm Fadesa FAD.MC into one of Spain’s main property groups before selling his 54.6% stake last year for 2.2 billion euros. 

            As explained by Reuters, Manuel Jové, a highly successful Spanish entrepreneur, sold his company Fadesa for about €4 billion. Due to several reasons – tax optimisation among others – he decided to partially reinvest the proceeds from the sale, acquiring 5% of the Spanish bank BBVA, through equity-linked mandatory exchangeable notes. 

            In Spain favourable tax treatments are granted if proceeds from a sale of an asset – including capital gains – are reinvested in another company, subject that the stake exceeds 5%. 

            With this derivative transaction, a mandatory exchangeable medium term note, Mr. Jové was able to increase his stake in BBVA to over 5%, thus getting the tax relief on his capital gains resulting from the Fadesa sale, however, with much less own capital than €3.2 billion. 

            Madrid (Reuters) Tuesday 24 July, 2007 

            The mandatory exchangeable note was designed as a bullish call-spread with a delta-one exposure between 85% and 120% of the initial price of BBVA stock.  

            Without the creative use of derivatives, a bull-spread mandatory convertible, this deal and the resulting tax-optimisation would not have been possible. 

            Derivatives are wonderful tools for creating pay-offs, managing risks and optimising wealth structures and portfolio risks. You have to be sure that the client understands all implications of the derivative contract he enters into, such as legal details regarding the settlement and counter-party risk. You also have to make sure that the client does not over-pay the derivative contract. 

         

         
            Investing 

            The aim of investing is to gain a premium over the risk-free rate. The performance of the portfolio is a function of the allocation between the four different sources of investment returns: asset risk premium, credit risk premium, liquidity risk premium, and manager premium or alpha. 

            All of those four sources of premium are the investor’s bet to win more money by taking a specific risk. 

            
               
                  Model of all investing 
               

               Investing is deploying money to gain a premium over the risk free rate. Risk premia are sourced in different asset classes. 

               The consequence of investing in different asset classes is that the allocation into the different asset classes is primordial. 

               It is thus the goal of the investor to gain a premium over a theoretical portfolio, which represents all asset classes and is weighted according to their size. 

               

            

            
               	1. Asset risk premium: the premium gained by investing in assets that are not risk-free, but appreciate or depreciate, e.g. stocks. 

               	2. Credit risk premium: the premium to gain extra cash flow by lending money to debtors with default-risk, e.g. corporate bonds. 

               	3. Liquidity risk premium: the premium to invest in illiquid assets, e.g. private equity, art, real estate. 

               	4. Manager premium, alpha: the premium gained by choosing an asset manager with above-average skill. 

            

            There are no miracles: a good allocation to the different premium is crucial, all premiums command risks and this has to be understood by the investor. 

            And regarding risk: what seems too good to be true, probably is too good to be true. Abstain from opaque strategies and business models. 

         

         
            Behavioural finance and how to lose money investing 

            
               Individuals who cannot master their emotions are ill-suited to profit from the investment process. 
            

            Benjamin Graham 

            Behavioural finance has proven that investors act as humans and not – contrary to the quant models – as rational profit seeking robots. It can be summarised in this way: cutting profits and letting losses run, instead of the rational opposite.  

            Behavioural finance has proven that investors, like your UHNW client, are over-confident, over-optimistic, have limited attention and are prone to herding behaviour, and thus create booms and busts. They are loss averse, overreact to information, make decisions based on gut feeling or rules of thumb, rather than on rational analysis. Their decisions are influenced by the way the problem is presented to them. In short, humans are humans, even in investing and they have to be careful not to get hurt by being too human and not rational enough. 

            Again and again we observe the same culprits for losing money: 

            
               	•  Cutting profits and letting losses run, thus over-confidence, over-optimism, loss aversion, framing.  

               	•  Concentration instead of diversification, thus over-confidence, over-optimism. 

               	• Chasing performance, thus herding  

               	• Believing in a story that is too good to be true 

               	• Over-extension through leverage, thus over-confidence 

               	• Investing in instruments not fully understood 

               	• Forgetting about extreme events, herding and over-confidence 

            

            Behavioural finance has to be understood especially well by the private banker, because he works with persons, not with institutions. The banker needs courage to warn the client when he sees him approaching a behavioural trap; therefore the banker has to be the rational counter-weight to an investor who is overly optimistic. 

         

         
            Risk management  

            
               The revolutionary idea that defines the boundary between modern times and the past is the mastery of risk: the notion that the future is more than a whim of the gods and that men and women are not passive before nature. 
            

            Peter Bernstein 

            Risks that your client should be aware of and should manage are: 

            
               	• Credit risk, including counterparty risk 

               	• Market risk, the ups and downs of assets 

               	•  Inflation, which in the long run might deteriorate the lifestyle of the family members 

               	• Legal risk, such as a lawsuits or legal uncertainty
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               	• Tax risk, through wrong implementation of a wealth plan. 

               	•  Family related operational risk, like dilution, disputes, illness, accident 

               	• Fraud risk, e.g. Madoff 

            

         

         It is optimal if you can be part of the client’s risk management. Certain aspects can be monitored and acted upon (credit risks, counterparty risks, market risk), others can be mitigated by insurance or derivatives, still others by the establishment of a family governance structure.  

         
            Risk monitoring 

            In order to be able to manage risk, the client or his advisor must have an overview of the investments and credits, the assets and liabilities. 

            Some banks offer systems to their clients – often in combination with global custody – that allow a consolidated view of the positions and risk-factors. 

         

         
            Global custody 

            Global custody is a service many banks provide, which allows the client to hold all of his global assets at one bank, even if managed by different asset managers, and the global custodian is able to prepare a consolidated report. Consolidated reporting is important for analysing and mitigating the total risk of a client’s portfolio. 

            Due to the complexity of generating consolidated reports and the low cost of global custody for the client, it was a preferred solution for family offices. However, because of the latest credit crisis and bank problems, and clients seeking risk reduction by dividing their assets between different banks, new ways are envisaged, for example, using several custodians, of whom one receives the portfolio data from the others and thus prepares a consolidated report for a marginal additional cost. 

            For clients who use global custody, or different asset managers, of whom one is associated to the custodian bank, it is obviously extremely important that information is not leaked between the global custody team and the asset management team. 

            In any case, consolidated reporting is the basis for risk management that makes sense. 

         

         
            Risk management after the credit crisis of 2008 

            For a long time most street smart investors, but few academics, knew that markets follow cycles of boom and bust and are inherently unstable. Mainstream academics followed – at least until the credit crisis of 2008 – the mainstream economic theory, that is, the Efficient Market Hypothesis. 

            The Efficient Market Hypothesis basically states that markets are efficient and therefore always tend to reverse to a state of equilibrium. This idea leads to a simplistic mathematical treatment and to a false sense of security. 

            Risk managers and regulators use risk assessment systems based on the Efficient Market Hypothesis, systems which can be gamed easily by smart traders and investment banking officers.  

            We advise you not to use the efficient market’s mean/variance framework to assess risks, but to consider markets as unstable. 

            Unstable markets follow booms and busts. 

            Also be aware that many experts have an interest in painting markets as less dangerous than they actually are, because they combine wishful thinking with the interests of the financial industry. 

            Moreover, analysts look at companies from a micro-level and get to macro conclusions by summing up the micro-pieces, but you always ought to ask yourself what happens to companies if the credit contracts, and how the individual companies can pull each other down, creating a negative spiral. 

            Our advice is to always consider a scenario with a contracting credit market.

         

         
            Risk management after LTCM, Amaranth and Bernie Madoff 

            To keep a long story short: when investment strategies deliver more than they theoretically should, be careful. 

            LTCM
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                made far more money than it should have according to its strategy. Investors were blinded by that and didn’t ask why. Amaranth
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                was the same, as was Bernie Madoff. Madoff continuously delivered better and more stable returns than his peers, and thus kept investors happy. On the other hand, nobody understood how he made the money. His explanation – a sort of arbitrage – was not accepted by options traders, as it could never have generated that sheer amount of cash that flowed into his customers’ accounts. Moreover, Bernie Madoff insisted on being custodian of the assets and clearing the trades himself, tactics fit to conceal positions. 

         

         Investors in his funds, many of them professionals, who claimed to adhere to strict due diligence procedures, were fooled for many years by what Mr Madoff described – hours before his arrest in December 2008 – as a big lie. 

         Our advice is to abstain from a strategy if you don’t understand how the profits are generated.

         
            Our summary on risk management for the UHNW client 

            Consider regarding structural risks: 

            
               	 • Family disputes are always a possibility. 

               	 •  Envy towards the UHNW client might generate unfair attacks. 

               	 • Aggressive tax planning is often too aggressive. 

               	 •  Only a transparent and consolidated (think: global custody) risk assessment is helpful; and advisors have a tendency to underestimate risks. 

            

            Consider investment risks: 

            
               	•  If the results are too good to be true, they most probably are. 

               	•  Abstain from an investment strategy if you don’t fully understand it. 

               	• Credit cycles can contract. 

               	• Experts and analysts often get the big picture wrong. 

            

            Consider personal risks: 

            
               	• Illness and death are a possibility. 

               	• Security.

            

         

         
            6. Building the UHNW Business 

            Believe us, satisfied clients love to recommend their bankers. Be patient, don’t push and you will get more referrals than you have ever dreamt of. Asking directly for referrals might work in some cases; but keep in mind that this has to be done in a delicate way. We prefer to give a client an outstanding service and let him decide when he will introduce us to which one of his friends. There is no doubt, however, that in the world of providing service, indirect sales work best. 

            We have a client who told us at the very beginning of our relationship that he is aware we know that he is connected to the most powerful people in the commodity business. But he would never give us a referral, thus we should not ask for it and not entertain any false hopes. For us it was not clear why he was so adamant about this point; we thought that maybe his previous bankers were pushing him too hard. 

            Fine, we never asked, never touched the subject. 

            To our surprise, after 18 months of excellent service, the client introduced us to one of his former business partners. We were invited to the prospect’s family office, where we could enjoy a first class collection of contemporary paintings and had the opportunity to pitch for business, which we finally got. We thanked our client for the introduction, but of course, didn’t ask him for another referral. After that, we continued to offer him and his former business partner the high standard of service we set ourselves. A year later, again and out of the blue, the phone rings, the client and another of his high profile friends is on the line, using the loudspeaker on the phone. The conversation was short, the client did the selling; the next day we opened a new account. 

            To grow your business you need referrals. We believe that they should come naturally. If the client trusts you, your integrity, motivation and competence, he will promote you. 

            
               
                  Our private banking model 
               

               Client wants: added value and trusted relationship. 

               Banker wants: trusted relationship, increase of share of wallet and indirect sales. 

               

            

            
               About winning a client 

               To make things clear: we do not believe in magic closing formulas or sales techniques. We have been through many top sales seminars, sponsored by our employers, as they – especially until 2007 – focused mainly on asset gathering, thus needed bankers who were able to attract and convince as many UHNWIs as possible. 

               Core ideas that we encountered in all seminars were: listen to the client, be empathetic, know how to handle objections, know how to present your services, be persistent and build emotional currency. This is all true, of course. 

               However, selling a long-term advisory relationship to a powerful individual or a group of powerful people requires more than the above. 

               What works for us is what we call the sales spiral. We try to deliver as much complimentary work as possible, creating a positive spiral, until the prospect suggests beginning a business relationship.For example, if we know that a prospective client is interested in a special subject, we will send him articles, books, videos or invitations to events relevant to that topic. If we know that a prospective client is developing a start-up business, we try to introduce him to people who can give new information about the prospective client’s idea, or we connect the prospective client to a venture capitalist. If we know that the prospect is considering buying or selling an asset, we assist him in finding a potential buyer or seller. 

               We do all the above for free and in most cases the prospect suggests – after a while, or using the image of the spiral, after a couple of rounds – starting a business relationship. 

               If we feel that we have put a lot of effort into trying to convince the prospect to open an account with us, and it does not happen, we express the thought that we would be grateful, happy or excited, if he could make the decision to start working with us. 

               In respect to objections, we always try to put ourselves in the position of the client, and we try to imagine the potential objections the client might have, and we address them proactively. For example, if we’re talking to a client who has a longstanding relationship with a banker at another institution, we speak about it, we ask him, ‘Do you fear that changing the bank would hurt the feelings of Mr X?’ 

               If we feel that the prospect does not give us the true reason why he hesitates to work with us, we disclose to the client that we feel he has additional doubts that he is not sharing with us. We might say, ‘We feel that you are not convinced about starting to work with us. Is there a reason which you have not mentioned so far?’ or ‘What could we do to convince you?’ 

               Thus, the sales process that works for us is the sales spiral, which is continuous complimentary work, and honesty about our feelings regarding the prospective customer’s possible actions and reactions. And again, the best sales argument is a recommendation by a friend of the prospect, thus the best sales power is leveraging the outstanding service you give to your existing clients. 

               
                  Sales spiral 

                  Circle-in on the prospective client through regular work for which you do not charge fees, for example: 

                  
                     	•  Giving relevant information, engaging in dialogue, asking for relevant information. 

                     	• Sending articles/books that the client might find interesting. 

                     	• Invitation to relevant events. 

                     	• Brokerage of contacts, i.e. providing relevant introductions. 

                  

               

            

            
               The sales spiral and existing clients 

               The concept of the sales spiral, i.e. pro-bona work, is also extremely valuable in respect to existing clients. Sending the client an interesting article or presenting a business opportunity keeps you in the client’s mind; and on the day when the client wants to make an extraordinary transaction, he will offer the opportunity to you first. 

            

            
               Enabling networking 

               Clients appreciate it if you put your network at their disposition and you act as a broker of contacts and networks. For example, for a client’s health problem, it is valuable if you can provide a contact to Mayo Clinic’s department of international medicine. For a client’s security concerns, it is appreciated if you can put him into contact with a top security consultant.  

               But most importantly, families often trust families more than institutions – you can add value to your clients by introducing them to each other. That is pro-bona work par excellence, as mentioned above under the concept of the sales spiral. 

               Often business families prefer to work with other business families. They trust another family more than an institution, because business families in subsequent generations are concerned with continuity and reputation, whereas in institutions executives often change, thus making relationship building difficult. 

               We had a case where a Swiss client, third generation, wanted to invest in India. For her this was a dream, or even more, an obsession. She had been travelling extensively to India, discovered many projects, but did not feel comfortable with any of them. When we learned about her goal, we set up a meeting with a similar family in India, whom the Swiss lady would probably never have met otherwise. Because the Indian knew that we could recommend her, and the Swiss lady knew that we could recommend the Indians, a predisposition for trust was established even before the first meeting. This contact resulted in a first joint business and hopefully some others. 

            

            
               About revenues 

               Revenues in private banking are recurring and non-recurring (one-off). Recurring revenues refer to revenues that are linked to the client who has an account with your institution, such as custody fees, asset management fees and flat-fee commission arrangements. Non-recurring fees are linked to the set-up of a structure, like a trust or investment fund, or are linked to transactions, most frequently corporate transactions with the aim of monetising the client’s assets, e.g. IPO of the family company. 

               
                  

                  

               

            

            
               Impact of revenues/costs on performance 

               Bad advice, tax or corporate, and bad asset management are the highest cost a client might incur. This has to be emphasised. In contrast to bad asset management, fees are calculated with ease, and always give certain clients a subject to haggle about. Smart clients understand that you and your bank have to earn some money, too, and they understand that if they press the bank too hard, they will suffer a weakening of service quality. Smart clients understand that the relationship with their banker has to be based on a sound business, too. It has to be well-balanced. 

               It is clear that the revenues of the banks are paid by the client and count against performance. It is also clear that a client is happy to pay 1% if the portfolio has achieved a growth of, for example, risk-free rate plus 5%. However, if the portfolio managers hardly outperform the risk-free return, which does happen, then the client is rightfully upset if he pays 1% to the portfolio manager. 

               The client pays and expects value. If no value is created, why should the client pay more than the custody fee? The custody fee is charged to keep and handle his assets at the bank and is usually minimal. 

               Management fees for good asset management are money well spent. For example, you pay a management fee of 1% to a bad manager who has averaged 4% growth per year over the last 10 years. At the end you will have 1.8 times your initial investment. If instead you pay 50 basis points, or 0.5%, you would have 2 times your initial investment after 10 years. Thus, there is a difference by halving the management fee, namely instead of having 20 million for 10 million invested after 10 years, you would have 18 million. In absolute terms 2 million is a lot of money, but in relative terms, 20% less in 10 years is not all that much. 

               Asset management performance and good tax advice is so much more important than low fees. As an example and in comparison, if you gave your money to Warren Buffet who averaged 24% compound per year, you would end up with 120 times your initial investment. Your 1 million would be now 1200 million. What we would like to show you with this example is that you should focus on finding the best asset manager for your client and he will be happy to pay you handsomely for that. But don’t ask for a hefty management fee if you don’t beat the benchmark. 

            

            
               On negotiating fees 

               Negotiating fees is a necessity. UHNW clients have negotiating power, because they usually work with several banks, therefore compare and have them compete. You know your threshold level where you would rather not take the client and you know your target level. In most cases, you will find a balance between the two. Keep in mind clients are happy to pay for good service, so during the negotiation focus on the service you deliver and the benefits for the client. 

               Explain to the client, probably he knows it anyway, that fees that are too low will not be advantageous for him, as you focus on the relationships that pay for your efforts. In any case, always agree that you will revisit the fee structure within a year or so. This is helpful, because some clients want you to agree to low fees against a promise of business volume, which might never come.

               
                  Case study: an account with no fees 

                  This client made his fortune as a partner in a hedge fund, specialised in merger arbitrage. We have a strong personal relationship with him, we like to exchange thoughts about the economy, trade deficits and the fluctuations of the dollar against the yen. 

                  The client told us that he would like to have some of his money with us. We estimated his wealth to be anywhere between $50million and $75million. He told us that we would most likely not make any money with him, because he needs execution and is used to paying institutional rates. However, he added that he has an extensive network and that he would give us introductions to his close rich friends. 

                  Should we take that deal or not?  

                  As it is never easy to open an account, we recommend to take any opportunity to get assets, because this establishes a professional relationship and you can show your client how good you are. Moreover, you always have the possibility of telling the client that you agree to the rock-bottom fees, but that you would like – after a year or six months – to sit together with him and re-discuss.  

                  UHNW clients understand that you have to make a living, that if they press you too hard, you would not give them the best service. So normally, a client would accept the proposal to run a trial and re-negotiate after some time. In this particular case, there was the opportunity to win additional assets, get introductions and get the opportunity to establish a professional relationship, which in turn might generate additional business. 

               

            

            
               The trusted advisor dilemma 

               
                  The uninformed speculator regards the broker as his friend and is soon over-trading. 
               

               Jesse Livermore 

               We don’t know if the term “trusted advisor” was coined by David Maister and his colleagues, the authors of The Trusted Advisor
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                  , or if the term already existed before in the professional world. In the book, a must-read, the trusted advisor is defined as an advisor that has a strong personal relationship with the client, and obviously, is trusted. 

               Maister and his colleagues have even developed a formula for understanding the drivers for trust. They say that trust is the sum of credibility, reliability and intimacy divided by self-centredness. It is a smart formula that tells you clearly what actions to take to become a trusted advisor: build your credibility, deliver, create a personal relationship and keep the client in the centre, thus talk (or better listen) about the client and not about you. 

               Trust in general is what banks and financial advisors sell, therefore banks seek to develop their high-level private bankers into trusted advisors. Banks know that the trusted advisor will generate more business in the long run. The trusted advisor, however, practices client advocacy, that is, the trusted advisor recommends to the client what is good for the client and not what is good for his employer, the bank or financial advisory firm. 

            

         

         A trusted advisor gives a lot of professional advice for free. This includes helping the client to find the best specialist to value his art collection or designing a sophisticated capital raising plan for the client’s company, which in reality has a very low probability of ever being implemented. The manager of that banker might prefer the banker to use that time to sell some complex, high-margin, structured product to the client, because of profitability. 

         The flip-side of the trusted advisor coin is that the bank or financial services firm wants to make money; which is of course fine. However, sometimes we see that banks embark on a “push solutions onto clients” approach, which is in stark contrast to the trusted client approach.  

         Financial services firms have to be clear in their strategy, trusted advisor or product sales, but being a trusted advisor to your client requires the ability to distance yourself and cut through the above-mentioned paradox. 

         You want the very best for your client and you defend his interests, as a private banker. On the other hand, as a manager of advisors, you want to retain the best, you want to increase business, but you also want to increase profitability; therefore it is also essential that the manager understands this paradox and lives with it. 

         We believe that this “trusted advisor dilemma” is the reason that there exist many remuneration models for financial advisors and that they are involved in a constant change. Should you pay the advisor on the basis of performance, which increases his risk appetite, or should you pay him for assets under management or commissions for transactions? 

         In a situation where the bank wants the banker to create business, and the banker wants a high bonus, how can trust be built? How can the interests of the banker be aligned with the interests of the bank and with those of the client?  

         Trust is built by the way you interact with the client; the client will analyse your voice and your eyes. The client will also react to your behaviour, most importantly your follow-up on promises, your reliability. But the most important ingredient of trust is the perceived underlying motivation. The client wants to understand your motivation. The client wants to be sure that you have his interests at heart first, not the interests of your employer or your personal interests. 

         Given the importance of understanding motivation in order to build trust, we suggest that you explain openly the benefits for you and for your employer of having the banking relationship with the client. 

         If you deem it helpful to clarify your motivation, explain to the client your bonus plan and the issues that could arise from it, demonstrate to the client that you understand the “trusted advisor dilemma” and that you want your relationship to be based on win-win. If the client asks you about such subjects as commissions for the bank and bonuses for you, be transparent. 

         Motivation is driven by ethics and values; take time to reflect on yours. Ethical behaviour in private banking is key, so make sure that your clients perceive that ethical behaviour is paramount for you. 

         Take time to talk with your client about your motivation. He will appreciate it. Also ask him how he sees the win-win relationship. If you have a chance, preferably in an informal setting, ask your client directly. 

         Remember: you build trust by following up rigorously on your promises and your client advocacy. Being transparent about your motivation, especially when you offer a new product or service, will help you to make trust grow further.  

         One more thing: a client forgives you nearly everything as long as you are ethical in your business relationship with him.
         

         
            Case study: return on assets for UHNW bankers 

            This example is about a banker who was considered as one of the best at his bank. He was charming and created a strong bond with his clients. The bank liked him because he had the highest return on assets, especially with two of his UHNW clients. How did he achieve this? He sold all sorts of structured products to the clients and had part of their funds in expensive management mandates. 

            Year after year, he had a big bonus because he generated more than CHF 10m for the bank each year. 

            His two UHNW clients were two sisters, who had inherited large sums of money and kept it at a foreign booking centre. By coincidence, one of the sisters knew one of our clients and in a gallery opening in New York we were presented to her. Later we met again in Moscow and just out of the blue she told us that she had just come back from a meeting with her bank in Zürich, which she had attended together with her 89-year-old aunt. The aunt asked the bankers to quickly calculate the return of the portfolio over the last ten years, the banker answered that they needed a couple of hours to do this, probably to gain time. So the two ladies decided to stay another day and return next day. They were received by even more bank employees. After a lot of social schmoozing there followed long explanations why the markets had been difficult over the last ten years, the dotcom bust, the dollar and so forth. Finally they got the answer: an IRR of 3.5%, for which they paid – to our estimates – 1.5% (for the period ending December 2007). 

            So the lady asked me if this was a good result. What was I to say? Compare it to a passive portfolio, half in European stocks, half in European government bonds, where the result is better. We explained our views, tried to defend the banker as well as we could, but anyhow, the lady decided to change banks, half of the money came to us, half to an English private bank. 

            Had the banker been less greedy about the return on assets and had he been more transparent regarding the performance, he might not have destroyed the trust – which had existed for ten years. If he had managed the assets of his client more carefully, he would have continued to earn money on those assets, probably for at least another ten years. In private banking you have to be patient. 

            The conflict of interests between what is good for the banker and what is good for the clients had been managed badly by the bank. This conflict of interests has led to the negative result. However, banks that have to show quarterly results have a tendency to push bankers too hard, until the established trust breaks, due to a problem of conflicting interests. The banker was still competent and honest, in the sense that he did what he said he would do, but his motivation was to make a big bonus for himself and not to act in the long-term interest of the client. 

            As an UHNW banker you make your living through the fees paid by the client over the entire life of the relationship. It may be wise to charge less and instead prolong the relationship. Banking business is built on trust. Trust is being credible, reliable and intimate, but not self-centred. You strengthen trust further by being transparent about your competence, integrity and motivation. Indirect sales work best. Give your client an outstanding service and he will create new business for you. 

            Often entrepreneurs, the prime segment in the UHNWI realm, are very loyal to the bank that gave them their first credit, or the bank that gave credit when times were difficult. For pure private banks or asset managers, being able to convince such an entrepreneur to hand over some business is difficult. In our experience, it only works if you can also add substantially to the growth of the original business, or if the entrepreneur has a specific need to diversify his funds using various banks. 

            The easiest persons to get into contact with, though, are the transaction-oriented clients. They will listen to you if you have something interesting to tell them, very much like in the institutional business, because they normally use a family office, which is always in need of a good input. 

            You would have to make a detailed analysis about the UHNWI based on publicly available material, and on this basis you would generate an idea which you would try to pitch to the family officer or one of his colleagues. You can be sure that if you make a good impression, the family office will gladly accept you in the future. 

            On the other side of the spectrum are the families who hold assets in foreign booking centres, often to conceal their wealth. To get to talk about private banking with such an UHNWI, you need a special introduction. Either you have this special introduction or you develop a strategy to get it. You would have to get into contact and have a trusted relationship with somebody who is close to the UHNWI in question. These clients are the most difficult to win, but they are also the clients who, once they trust their private banker, won’t swap him. 

            This is the reason why private banks hire – for a price – client advisors away from other banks, with the hope that they will be able to bring over a substantial part of their assets under management. 

         

         
            From outer circle to inner circle 

            Our experience shows clearly that what works is client advocacy and service excellence. In our experience, doing an excellent job for a client will open the doors to his inner circle, where you will find his friends, who might become clients as well, or who can open doors to other prospective clients. 

            It is as easy or as difficult as that. 

         

         
            Rapport 

            Rapport between the banker and the client is crucial in order to build a trusted relationship. We illustrate this with the following example: we are both in our late forties, thus, if our bank asked us to work on a new initiative to win young – college age – clients, we would most probably fail, as we would have difficulties creating rapport, given the lack of common interests. On the other hand, the opposite is true in respect to mature entrepreneurs, where we can establish a strong bond, and banks should avoid using bankers who are too young. 

         

         
            Networking 

            We believe it is beneficial to be as systematic as possible in the development of your network, especially in the area of UHNWIs. Competence, experience, empathy and a network are essentials for the success of a private banker. It is also helpful to distinguish between two types of nets in the network. One is the safety net and the other is the opportunity net.  

            
               1. The safety net 

               The safety net consists of the few persons who would help you if needed. They are the people who give you referrals and who speak highly of you towards others. Effectively, you can bank on them. 

               Those are the persons you can trust to give you honest feedback, because they are interested in your personal development. It is important to listen carefully to the persons in your safety net; because they are interested in your success and in conversations with you they will give you hints about the direction to take to find that personal success.  

            

            
               2. The opportunity net 

               The opportunity net consists of the hundreds of people you have access to. Those are the people that may bank with you, give you information or ask you for your input. You could further distinguish people within your firm – or within your third party providers – and the people outside your firm, including the existing and potential clients or their family officers. 

            

         

         
            Contacting potential clients 

            If we decide that we would like to get in touch with a potential client, again we try to be as systematic as possible. 

            On the one hand, we think about what the client is thinking about at night when he can’t sleep. What exactly would he be interested in at this very moment? What does he need? What is the subject that he would like to hear about from your experiences? We develop a hypothesis and based on that we search for solutions to those hypothetical problems, which we then transform into a pitch. So we think about content. 

            We also have to think of the process of how to get in front of the person or in front of an advisor of that person in order to present our hypothesis. So we go through our access-net and investigate if there is somebody among our contacts who might know that person. Or a person who might know a person who knows that person.

         

         
            How to position yourself amongst the multiple providers 

            You have to know the strengths of your institution, yourself and your services and sell them to your client. Speak about the other providers with respect. Give outstanding service, be proactive, reliable and fast, and the client will decide to work with you. 

            Then there are situations that are difficult to handle, like the competitor that pays commissions to people who are on the decision panels of the client, strong personal relationships and advisors of the client that sabotage you because they feel threatened. 

            For example, in a deal, like Mr Jové buying 5% of BBVA, an investment bank can make – in a good case – $30m; that is why the competition between different institutions is fierce. 

            
               Case study: rivalry of investment banks 

               A family wanted to sell its business, valued in excess of €2bn, which would be a transaction generating anywhere between €5-10m for the advisor. We were invited to the beauty contest, to pitch for the role of advisor, by the family. A competitor had been invited by the CEO of the company to be sold and the CEO had a strong interest in working with this advisor, also a top investment bank. We sent a letter stating that we were honoured to participate in the beauty contest to the CFO, but as he was loyal to the CEO he did not forward the letter to the family. We found out about this and sent copies of the letter to the important family members instead. They then asked the CFO to invite us as well. 

               Then we got a letter, again from the CFO, to the effect that for the sake of confidentiality we could only make a presentation using a computer and a beamer, no paper copies were allowed to be distributed. We were also advised the presentation should be made in English, as all family members understood English. 

               When we arrived at the pitch, we were told that we could not use the computer, only distribute printed memoranda, better in the local language, because most of the elderly family members didn’t understand English! The CFO and CEO had sabotaged us as much as they could, and of course, taken by surprise, we made a bad impression and subsequently lost the deal. 

               We also bore our part of the responsibility; we should have taken the incident with the “forgotten” letter as a strong warning and we should have been prepared for games. However, as this was the first time that we experienced such a situation, we just did not anticipate it. 

            

         

         
            How to work with the family officer 

            Family officers have a tendency to see private bankers as competition, especially if the family office has lately had a bad return on investments. We recommend that you align with the family officer, that you make clear to him that you want to help him to be successful, and that you are careful how you act when both the family officer and the beneficial owner are present. The family officer has to be seen as your best ally in helping the client to reach his goals. 

            There are very rare cases where the family officer acts according to his own hidden agenda. If the beneficial owner has doubts about his family officer, he will talk to you about it. If you have doubts, especially regarding the integrity of the family officer, don’t do anything, except observe. If you should have proof that the family officer is damaging to the client’s interests, then you have to be courageous enough to seek dialogue with the beneficial owner. 

         

         
            How to lose an UHNW client 

            The cost of acquisition of a client is so high that it should be forbidden for a bank to lose a client. However, it happens. 

            In all segments of private banking, the single most frequent reason for losing a client is death. Knowing this, we have to invest time in understanding how the client’s family functions and establishing relationships with the successors. Of course, there are many other ways to lose an UHNW client too and having been in UHNW banking for some time, we have lost clients and we have talked to colleagues who have lost UHNW clients, too.  

            Basically, it boils down to the following: 

            
               	• Lack of thinking ahead. 

               	•  Fear of rejection, manifested by: lack of dialogue during stressful periods and lack of presence with intimidating clients. 

               	• Performance (asset management, badly executed deals). 

               	•  Conflicts of interest (e.g. negative analyst opinion on the quoted family company, bad execution of a deal). 

               	• Damage of reputation and/or credit rating of the bank. 

               	• Rejected credit requests. 

               	•  Better or cheaper solutions and/or increased flexibility offered by the competitors 

               	• Most dramatic: client’s wealth get’s wiped out. 

            

            Only the first two points here are in the banker’s circle of influence, the others are mostly fate.

            
               The management perspective: running and growing the UHNW business 

               
                  It is amazing what you can achieve, when you don’t mind who gets the credit. 
               

               Ronald Reagan  

               
                  Management challenges when running a team of UHNW advisors 

                  UHNW advisors are senior bankers who want to succeed. Therefore managing a team of UHNW advisors first of all requires the team head to possess skills in coaching and leading by example. 

                  Management issues which might surface and have to be dealt with are:  

                  
                     	• Unhealthy competition between members of the group 

                     	• Abrasive high performers  

                     	• Crossing the line regarding compliance 

                     	• Poaching by competitors 

                  

               

               
                  Recruiting UHNW advisors 

                  You have three sources for recruiting UHNW advisors: 

                  
                     	1. UHNW advisors from competitors 

                     	2. Investment bankers 

                     	3.  Lateral hires (like the authors, one from derivatives, the other from industry) 

                  

                  You might want to use a specialist head-hunter or you can base the hiring on your own internal network. Normally, UHNW advisors, especially if they work in one market, know each other, and therefore your own bankers can probably make excellent suggestions who to hire. 

               

            

         

         
            7. Skills 

            What are the soft skills you should master to be effective in private banking? 

            The soft skills required relate to how you motivate yourself, how you focus your actions, how you interact with the world around you and how you project your best self. For clarification: hard skills are the technical know-how you need for your job. Soft skills in private banking encompass social and emotional intelligence as well as communication and analytical thinking. For us soft skills are interpersonal efficacy and social competence. 

            Think of a neuro-surgeon. He needs the technical skill to open a skull, conduct a certain operation and close the skull again. These are clearly hard skills. However, he needs the soft skills to communicate with his patients, help them to decide and motivate them to accelerate the healing process. Moreover, he needs the soft skill of communicating clearly with the people on his team in order to make the intervention a success. 

            Human failure is often linked to a lack of soft skills, like when a co-pilot does not make himself heard assertively enough by the commander, the commander does not listen to the co-pilot and the plane crashes. Or politicians who fall into the traps of wrong thinking and make disastrous decisions, like tapping phone conversations of adversaries or invading Cuba. 

            Soft skills are essential in private banking. This should be nothing new to you. Probably you have already skimmed through one or the other of the many books on the topic of becoming a trusted advisor, selling complex solutions, being effective and communicating with high impact.  

            Of course – as a social being – you possess all those skills; however you might wish to develop them further. 

            A good point for starting to understand your strengths and weaknesses is to ask yourself how you would like to be perceived, and try to discover the gap between your ideal image and the – often surprising – reality. The analysis of the gap between the ideal perception and reality is necessary for being able to define the way forward in the development of your skill-set. Thinking about how you want to be perceived is thinking about your own brand. 

            Once you have decided that you would like to develop some of your skills further, we suggest that you work with a coach and/or some peer coaches. A peer coach would be a person in a similar position, but not competing with you, who would like to exchange views with you about performance and has an interest in helping you to advance and who would also like your help and feedback. From session to session you switch roles: once you coach him or her, once she or he coaches you. This is effective. We, the authors, coach each other as peer coaches. 

            You would focus your development of the soft skills in two main areas: 

            
               	1. Communication. 

               	2. Social and emotional intelligence. 

            

            But you would also improve: 

            
               	3.  Your analytical skills, such as information gathering, information interpretation and managing uncertainty. 

               	4. Your understanding of how you learn best. 

            

            
               Skills 

               
                  	•  Communication, being able to build bridges and create bonds. 

                  	• Social and emotional intelligence. 

                  	• Intelligence: analytics and managing uncertainty. 

                  	• Learning. 

               

            

            
               Resource management 

               As an UHNW banker you should always think of your three basic resources: time, access to people and the creation of opportunities. 

               You have to be smart for managing those basic resources. Time management has to free you to be able to work on non-urgent, but important issues. Access to potential clients has to be used consciously, focusing on how to get the next meeting and what exactly you want to achieve in the meeting. Creating opportunities refers to projecting your personal brand towards potential clients. From that there follows that you have to be conscious about how others perceive you and about how to get into contact with people who might need your services. 

               
                  Resource management 

                  
                     	•  Time: do I spend enough time on important, non-urgent matters? 

                     	•  Access: how do I use my access to potential clients best? Am I clear about what I want to achieve from my interaction with existing and potential clients? 

                     	•  Creating opportunities: how can I get attention from potential clients? How can I benefit from the network of my existing clients? 

                  

               

            

            
               Controlling procrastination 

               Procrastination is self sabotage. In our opinion it happens when we either deviate our focus from our goal, when we deviate our mind’s eye from the possible pleasure of doing an action or possible pain of not doing it, or if we don’t structure our tasks and keep them as abstract “must dos” in our mind.Here follows our remedy against procrastination: 

               
                  	• Be conscious, detect when you are procrastinating. 

                  	•  Remind yourself of the pleasure and pain regarding the avoided task. 

                  	•  If your task is still abstract in your mind, like “generate more referrals” or “originate more corporate finance transactions”, try to make it specific, like “call prospect XYZ now and speak about ABC”. Visualise what has to be done concretely – “preparing the theme, then dialling the number” – and divide it into smaller practical action steps, like “make a list of clients, call one by one, ask elegantly for one referral each.” 

               

            

            
               High performance 

               As professionals we know that good is not any longer enough, your contribution has to be extraordinary; you need to become a high performer.  

               Becoming a high performer will make your professional life enjoyable. You will feel good about your job, because you do it well. And because you will enjoy your job, you will deliver a better service, you will, and this is crucial, energise yourself through your high performance and start an upward spiral. High performance is based on learning, resilience and clarity. Factors such as energy, optimism and self-confidence also play a role. 

               We suggest that you think carefully about how you can become better at what you do.

               
                  
                     A high performance mindset: the golfer 
                  

                  One of our favourite illustrations of a high performance mindset is a golfer. You have to train hard to be able to win, you have to train focussing on technique and details. Repetition ingrains ability. However, during the game, preparing your shot, you focus clearly and exclusively on where you want the ball to land, you take your stance, waggle, then back-swing and swing, all with the best intention and strongest commitment to get the ball where you want. If the stroke went fine, great, if it failed, accept the outcome fully, don’t criticise your performance and instead commit fully to the next stroke. 

                  

               

               
                  Focus and the mind’s eye 

                  
                     When you expect things to happen – strangely enough – they do happen. 
                  

                  J. P. Morgan 

                  We have learned a lot about professional high performance from Prof. Kohlrieser
                        
			[40]
		
                     . In one of his extraordinary lectures he turns off the light, the audience is surprised and suddenly he turns on a powerful and focused beam. He directs the light beam to one person in the audience and gives interpretations, such as, ‘Why is he smiling? Does he not take me seriously?’ Then he points to the shoes of somebody else, ‘Why did he not shine his shoes? Does he not think this gathering is important?’ 

                  And on to another person, ‘Why is he grinning? Is he hostile towards me?’ This powerful demonstration shows that what we focus on and how we interpret what is perceived makes up our reality. 

               

            

         

         Kohlrieser then explains his elaborate concept of the mind’s eye, the device that focuses on certain aspects of reality. For example, if your mind’s eye focuses on the pain caused by jogging you will probably not have the motivation to go outside and run; however, if your mind’s eye focuses on the benefits of having a healthy body and being able to play with your grandchildren, you will have the motivation to put on your running shoes and exercise. 

         Learning to control your mind’s eye, by visualisation, is a crucial tool for athletes; the same tool can be applied by “corporate athletes”. In other words, the mind’s eye is your powerful device for reaching high performance. It is the device that creates your worldview. Your worldview is – as the word says – the way you see the world, thus connects with your memories, experiences, but also expectations. Your worldview makes you either see the glass half empty or half full; it is thus directly linked to your professional achievement, because it will have you see opportunities, not threats, strengths, not weaknesses. We suggest that you have a look into the literature about the subject, but we would also like to give you some of our own ideas how you can use the concept of changing your worldview. 

         Visualising is a technique that is used in sports and you can use the concept of visualisation in your profession as a private banker. Before a client meeting, take a moment, some deep breaths, and imagine the meeting going well. 

         Another thing which we learnt from Professor Kohlrieser is the importance of a certain type of neurons, the mirror neurons. Mirror neurons – first observed in monkeys – cause your brain to make you imitate others, thus to learn, and to experience emotions by observing. Find ways to enjoy giving presentations, don’t suffer in a client interaction, because there is a high probability that the client will mirror you and suffer, too, and – consciously or unconsciously – associate you with a negative emotion. It follows that if you smile a lot the people around you will smile too, which helps them to relax. 

         
            Communication’s secret: state
                  
			[41]
		
                
            

            Being good at communicating has a lot to do with preparation and controlling your own state, which you do best by relaxing, breathing, slowing down, sitting/standing upright, visualisation and managing your inner dialogue. 

         

         
            Communication 

            We postulate that communication skills are the ingredients to success for the senior private banker. Financial and wealth structuring knowledge can be learned; however, communication has to be trained. In the following we present our thoughts and insights about communication, we propose a simple model about client communication, but in any case we suggest that you work with a reputed communication coaching company. 

            You want to establish a strong bond with your client. You will achieve this by following up on your promises and by communication based on empathy. 

            The golden rule for communication with clients is to be empathic, to illustrate and to follow up.
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         Given a certain level of technical competence, given your interest in the well-being of your client, your communication skills will define the quality of the relationship. However, always keep in mind that long-term client relationships are cyclical. This fact leads to the following insight: work on your technical competence, your communication skills and put yourself in the position of the client, but also always expect that you will have ups and downs in your relationships. Such is human life, but as long as you act ethically and show interest, you will recover from a low point and get to the next peak. 

         
            Communication matters 

            Everybody would be more effective if they could communicate better. Communication skills needed by the private banker may relate to many situations, a social meeting with a client, a presentation to a client, an internal power point, mobilising his team or convincing his boss. Communication can be one-to-one, in a group or to an audience. However, the most important situation is the conversation with a client or prospective client. 

            Being good at client conversations will be a key ingredient to your success, provided, of course, that you try to prevent tragedies from occurring and that you master the essentials (referring to the snakes and ladders). The client conversation should lead to a deeper understanding of your client’s challenges and his world-view. Best, if it is stimulating, energetic and pleasant.  

            Emotions are energy. Communicating based on positive emotions generates superior results. The field of communication is complex, the research extensive and the resulting advice often ambiguous. Therefore we have invested a lot of time in articulating an easy-to-understand model for describing the communication behaviour we ideally seek. 

            We have developed a simple image, describing communication on the connected level as holding on to a buoy, and descending to a disconnected, factual defensive level as drowning. We have to establish a bond to be able to communicate effectively; if the bond breaks, we drown. During the conversation we focus our attention on the client, not on ourselves, our worries or our challenges, in short our own agenda. We give the client our full attention and create and enhance the client’s positive emotions, so that he is and feels understood. 

            Moreover, because we are on the defenceless level, information can travel quickly both ways, thus the client is open for our input and we for his. We can influence each other. 

            On the other hand, the defensive level is the level where we talk about features of our products in a detached way. This is a phenomenon which we often observe with junior bankers who hide between explanations such as why the performance is bad, or why the decision took so long, or why the cost is higher than expected. Being defensive blocks out our resourcefulness, because in the client’s critique we register an attack against ourselves, and we focus on our defence instead of learning from the client. We are more occupied with ourselves than with listening to the client. 

            Senior bankers would rather connect on the emotional level, for example by acknowledging the anger of the client and by probing solutions that should increase the satisfaction of the client. An expert communicator will also ask the client what could be done together to remedy a problem. 

            In contemporary psychology, specialists often use the expression ‘to communicate within a bubble’; there is just the banker and the client, without any distractions. 

            To stay on the emotional level, we have to bond with the client, be empathic, listen and transparently address potential problems. The bond is created by focusing on the common interest, not on the differences; such as common interest to solve a problem, common interest to deepen the relationship, common views about certain situations or how to deal with them. 

            Drowning, in our metaphor, means that the bond is broken. Bonds are broken when in contrast to the above, the focus turns to differences, so that the communication takes place mainly on the rational ping-pong, based on the view that I’m right, you’re wrong, the product is not bad, the markets are simply bad and you don’t understand, etc. As a consequence, because of the broken bond, we are afraid to address hidden or potential problems proactively. 

            Communication is about the most complex human activity to describe; therefore we invite you to take your time to think a bit about the model we propose. We are of course aware of its limitations, but what we love about the model is that it is so simple that we can relate to it even in high pressure situations. 

            
               Improving your communication skills 

               What you would like to know is the quickest way to improve your communication skills. Here are some suggestions: 

               
                  	• Work with a coach
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                     . 

                  	• Prepare as much as possible, rehearse, role play. 

                  	• Create an inventory of metaphors, images and stories. 

                  	• Practise: find, create and take opportunities to tell a story. 

               

               Working with a communications coach will definitively improve your skills in that field. Today coaches work with video cameras, so you will get immediate feedback. Coaches can also give you some personal and simple suggestions that, when applied, will help you tremendously. 

            

         

         Your peer coach is helpful after a client meeting that didn’t go well. If you have the impression that you had difficulties during a client conversation, call your peer coach and discuss it with him. 

         As in everything, of course, preparation prevents poor performance. A couple of minutes before a phone call or meeting, it is recommended that you get clarity about what you want to achieve, prepare the opening, prepare the closing and think of some metaphors that you could use to transmit your message. You might ask, ‘But where do I take my adequate metaphor or my illuminating story from?’ The solution is easy, but tiresome to achieve: you have to build up an inventory. 

         Such an inventory of images, metaphors and stories is powerful. As the saying goes, ‘What makes a guru? His stories.’ A good story about your kids will always open hearts, a story about a challenge you faced, and how you overcame it, shows your values. A story about a famous investor, trader, hedge fund manager or entrepreneur is stimulating. A good inventory of metaphors is a real treasure. 

         Story telling is like tennis, you get good at it by practising. Find opportunities, such as telling the story to your kids, your friends or your colleagues. At the beginning, don’t put too much pressure on yourself and don’t expect a standing ovation; however, give yourself one point for every story told, for every metaphor used. 

         In the following we will explore what a pleasant conversation implies, how to give bad news, how to listen, how to use metaphors, how to overcome procrastination and make that difficult phone call; and we introduce a concept of our own, intentional consequence. 

         
            The pleasant conversation and blocks to dialogue 

            The ingredients of a pleasant conversation are: 

            
               	• You feel understood. 

               	• You have your conversation partner’s full attention. 

               	• You are not interrupted. 

               	• The conversation is a real dialogue, not two monologues. 

               	• You have something through the conversation. 

               	•  You and your conversation partner are in a bubble, separated from the environment. 

            

            On the other hand, frequent encountered blocks to dialogue are
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               : 

            
               	• No engagement, passivity. 

               	•  Answering with “yes, but...” instead of “building on what you said...” 

               	• Lack of willingness to resolve issue. 

               	• Lack of directness and honesty. 

               	• Being too aggressive, or too emotional or too rational. 

            

         

         
            Giving bad news 

            We all like to give good news. But bad news? Delivering bad news is a matter of empathy; ask yourself how you would like to have bad news delivered. 

         

         We always try to avoid giving bad news over a casual phone call. Calling a client with bad news is tricky, because you don’t know what state your client is in, whether he is alone or with other people. It is not wise to tell a client over the phone that his portfolio has lost 10%; he might be at a boring lunch, taking a nap, whatever. In fact, you must expect the client at the worst possible setting, e.g. having a fight with an adolescent daughter. 

         It is therefore best to deliver bad news in person. Second best is to schedule a phone call. 

         As in all communication settings, a strong bond between the messenger of the bad news and the receiver helps enormously. Thus be conscious about strengthening the bond, by focusing on the common interest and carefully sensing the receiver’s reactions so as to be able to deepen the understanding of his grief or anger; and to be able to connect on an empathic and emotional level. 

         The bad news is based on facts, you can’t change them. However, you can strongly influence the interpretation of those facts by your client. 

         
            Listening for the unspoken 

            
               A man always has two reasons for doing anything: a good reason and the real reason. 
            

            J. P. Morgan 

            Is listening the most important communication skill? Probably yes, in private banking especially. 

            We recommend working hard on your listening skills and your mental flexibility, so that you can pick up a message that the client is worried and have the flexibility to abandon the pitch and ask the client if he can say more about his emotional state.  

            Only by taking the emotional state of the client and his reality seriously, by being interested in the worries and dreams of your client, will you be able to establish a strong bond, which will help you to become the client’s trusted advisor. 

            We regret that in some banks the private banking model gets damaged by ambitious goals that turn private banking into product sales. Many private bankers establish their goals around what they want to sell, and not what the client needs. So bankers establish their client development plans and SMART (specific, measurable, actionable, relevant and time-bound) goals. 

            In a sell-side organisation, where clients are more projects than humans, this leads to the following symptom: the bankers are focusing so much on their goal – often the sale of a product or service – during the conversation that they forget to listen deeply to the client. Especially, they don’t pick up subtle communicated messages or signals. 

         

         
            Communication: The power of stories and metaphors 

            It is a fact that people learn and remember best through metaphors. As previously suggested, we recommend you build a collection of metaphors that you can use to explain financial concepts to your clients. They will appreciate it. 

            For example, ‘Bonds are like crocodiles, low and long makes them dangerous. Low coupons and a long tenor make bonds more susceptible to interest rate changes.’ 

            Or: ‘The problem with sub-prime mortgage backed securities (or, you choose MBS/ABS or CDOs) is like buying sausages from a company that has processed one lot of poisoned meat. You don’t know which sausage the rotten meat is in and so all sausages lose value.’ 

            Or: ‘Choosing an asset allocation (or selling options vs buying options or high-grade vs junk bonds) is like choosing a flat. Do you want the safety of the ground floor to be able to get out quickly in case the building is on fire, or do you want the top floor for the view?’ 

            Stories, too, are remembered by the listener much longer than a factual description. The best stories you can tell are the ones you have experienced yourself. The more you tell your stories, the better you get at it. We recommend that you work on a repertoire of stories. 

         

         
            Social and emotional intelligence 

            Social and emotional intelligence – both closely related – are forms of human intelligence. Social intelligence relates to the way we behave in relations, and emotional intelligence, bluntly said, how we understand and control our emotions. Controlling your emotions leads to the science of high performance. Books about social intelligence, emotional intelligence and high performance would fill trucks; they are mostly interesting to read, have generated many bestsellers and are often contradictory. Worst, they might all tell nice stories, but don’t explain what they intend to explain. There is no simple formula for high performance. 

            Over the years, we have developed some ideas regarding high performance in our business. 

            
               	• Emotional intelligence: focus on the relationship. 

               	• Social intelligence: keep the bond, don’t break the bond and sink to the rational, defensive level. Use intentional consequence. 

            

            
               Emotional intelligence: focus 

               It goes without saying that it is good to control your emotions and not lose your temper. Besides, detecting and controlling your emotions is a powerful tool for reaching high performance. Controlling your emotions is needed to control your focus, and your focus produces your results. This is the case because you can’t direct your focus when you are angry, anxious or afraid. 

               If you are in a state of anger or fear, and you don’t detect it, you can’t do much about it; otherwise, relax and focus. Focus is achieved by the power of the question, questions you ask yourself and as a result direct your inner dialogue. 

               
                  	• Focus on opportunities instead of threats. Ask, what is good in this situation? 

                  	• Focus on your client-relationship, not on your bonus. Ask, what can I do now to deepen my client-relationship? 

                  	• Focus your inner-dialogue on what you do well, on what is going well. 

               

            

            
               Social intelligence: creating bonds 

               If you feel like drowning in your communication, take a deep breath, think of a way to feel and show empathy, improve your state, for example with an inner smile; intend to direct your attention totally towards your client and your focus to the views, emotions and culture you have in common.  

               Imagine building a bridge towards your conversation partner, based on stones that represent things you have in common, things you share. That is how you create a bond with your client. 

               We would like to propose a simple model for interactions with clients. We divide the communication into two levels, at the bottom the negative-rational level and above the positive-emotional level. 

               A good, positive communication plays on the positive-emotional level. It is about bonding, it is about the synchronisation of emotions. When we speak on the emotional level, we feel energised, we feel we are getting closer to each other, we are open and genuine. 

               A negative client communication plays on the rational level, it is about why something happened and who is right. The banker can fall into a defensive position. After a conversation with a client on the bad-rational level you feel drained of energy. 

               Thus, be conscious about creating bonds with your clients. Bonds are based on your understanding of your conversation partner’s emotions, interpretations and world-view. You have to sense his emotions, especially if they are anger or grief. A conversation between two persons that feel a bond is far more efficient than a conversation without a bond. And through an efficient conversation, you might influence your client’s interpretations; and you’re sure to learn from him and be able to use the dialogue to strengthen the relationship. 

               
                  Avoid drowning in the negative-rational 

                  The primary reason why we sink to the rational level during the conversation with a client is a gap between expectation and reality. Such gaps are often related to performance, service delivery and sometimes pricing, and once again point to the importance of communication. If our communication with the client is transparent, clear and frequent, such expectation-reality gaps will never become too big. 

                  However, all such gaps have to be addressed, and we believe a good starting point is to get to the description of the problem fast, then to apologise for our part in what we did wrong, and then to ask the client, ‘How can we solve this best together?’ With this question we show the client our vulnerability, and this is a very strong emotional signal. 

               

            

            
               Difficult phone calls 

               An event that is often procrastinated over is the difficult call. We know we have to make that unpleasant call, and we start all sorts of activities just in order to fill the day and to postpone the call until tomorrow. This is the normal behaviour, but it is clearly not helpful. 

               
                  Scheduling the difficult phone call 

                  We suggest – unlike some famous authors, who have us eating the frogs early
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                      – to schedule the worst phone call last, because we do not want to have the bad emotions of the bad phone call influence our pleasant phone calls or the rest of the business for the day. Thus, we suggest you make a commitment to make that stressful phone call, but you schedule it after you have made the other calls. Some psychologists say that you need five good experiences to overcome one bad experience. This is another reason why the worst phone call has to be last, to keep us in a positive state of mind. 

               

            

         

         
            Why does a phone call cause stress? 

            It is good to be honest. We have found that 99% of all phone calls that cause us stress, do so because we have made something wrong. It is our fault. You pick any in the following menu: 

            
               	• A promise which we have not kept. 

               	• A bad surprise for the client. 

               	• An implicit non-kept promise: we have not called for a long time. 

            

            So it is clear, in order to avoid bad phone calls, we should not err in any of the above. However, nobody is perfect, nobody has a perfect memory and nobody has more than 24 hours a day, thus it may happen. 

            Therefore, before we start the difficult phone call, we think for a second about the reason the call puts us under stress. When we are clear about the reason and what our fault in the situation is, we call, because we have made the commitment, and we apologise. We apologise and we ask how the client feels, and so we try never to “drown” into the realm of the negative-rational. 

            If we can’t get the call to the level of the positive-emotional, and we sink to the negative-rational, defensive level, at least, because it is the last call, we don’t influence the other phone-calls of the day negatively.

         

         
            Intentional consequence 

            I do my work in order that I can later tell something positive to my client; if I don’t do this right, I will have a bad discussion later. 

            I don’t oversell and I manage expectations. 

         

         
            Bond: the secret to leadership and influence 

            A bond between persons is based on the focus on common interests, not differences. Such common interests might be on the rational, emotional, spiritual or physical level.  

         

         
            Negotiation 

            Successful negotiation is based on your ability to create a bond, your ability to acknowledge concessions made by your counterparty and your focus on the desired win-win. 

         

         
            Intelligence 

            
               Finding information 

               Some high calibre corporate strategy consultants claim that they can get a better understanding of the company than the CEO in a mere 20 hours of research. It is worthwhile learning from such specialists how they go about retrieving and structuring information, because it is important to thoroughly prepare a first meeting with a client. 

               Normally, they study the annual reports, financials and detect trends in some of the key parameters, like sales. They would also study the industry, and again formulate a thesis on the future of it. Combining both, the company and its environment, and using their experience, it is possible that they can get a clearer picture than the CEO of the company, who is often mainly involved in solving emergencies. 

               A good thorough research about your client and especially hard work, articulating a thesis about his opportunities, threats, strengths and weaknesses is time extremely well spent. However, we have to be disciplined in structuring the information and in drawing conclusions, which is hard work. Surfing the web and its databases is more fun, but is only half the job. Be careful not to lose too much time doing that. As such, finding additional information is in a way the easiest thing to do, and private bankers are usually good at it. It involves having access to some analysts, research reports, Google and the Bloomberg terminal. 

               If the client needs input about a specific product or situation, we tend to check the web and call the client immediately after we have found something. But that is not good enough. Honestly, instead of searching the web for 30 minutes, you will have a much better outcome if you prepare the search for five minutes, asking yourself, ‘What helps the client most?’, search for 20 minutes and take four minutes to prepare the call to your client, asking yourself what the client needs exactly, how to open the conversation, what your key points are and how you want to conclude the conversation. Especially important is one minute invested in thinking about what exactly you want to achieve, like giving information, demonstrating your knowledge, your proactivity or reactivity or using the call to offer a special solution. 

               
                  Remember: intelligence leads to networking, as you have something to tell, and networking leads to intelligence, as you have something to learn.

                  

               

            

         

         
            Managing uncertainty 

            Marcel Rohner, when he was at the helm of UBS’ wealth management business, stated in an interview that the task of the private banker is highly involved, given the complexity of the business, economic and legal environment where he operates. True indeed. 

            True, the banker operates in a highly complex world where forecasting of developments is difficult, thus the challenge for the banker is to operate amidst uncertainty; e.g. uncertainty of business trends, economic growth and legal developments. 

            Complexity vs uncertainty is a philosophical question. For us, complexity, which of course sounds better than uncertainty, refers to a worldview that the economy behaves like a system that can be forecast, if only one knew all the cause-effect relationships.  

            We do not believe in business-physics nor in economic-mechanics. We do not believe that a predictive model of the economy can be built. A model, for example, that could forecast with a certain accuracy an economic variable, like the exchange rate between the euro and the dollar, over the next couple of months, is – unfortunately – impossible to create.  

            Yogi Berra once said: ‘It’s tough to make predictions, especially about the future.’ 

            Therefore, for us, operating in a complex environment boils down to managing uncertainty. 

            What we know for sure is that we don’t know where the €/$ will trade in three months’ time. What we certainly don’t know is where the price of oil will be in a year. Neither do we certainly know whether the client’s company will be threatened by a new competitor in a year’s time. 

            However, we know for sure that there is uncertainty, and we will have to deal with it, whether we want to or not.  

            Managing uncertainty needs some process
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               , which reduces the dependence on, or even the need for, prediction. 

         

         The reduction of dependence on prediction is powerful. We often get blocked by paralysis through analysis, trying to forecast trends, which we probably can’t, and thus searching for ever more information, we risk increasing our confusion instead of finding a solution. 

         As private bankers we have to deal with two uncertainties, firstly uncertainty in respect to the client’s business and business environment; secondly uncertainty in respect to our own business and business environment.  

         An insight that can be derived from the five-step process of managing uncertainty is that the better our inventory of facts and risks is, the higher our chances for success, and therefore, and once again, don’t stop enhancing your knowledge and your skill to find relevant information. 

         
            Managing uncertainty 

            
               	• Mapping of relevant known facts 

               	• Mapping of risks  

               	• Design survival plan based on worst-case scenario  

               	• Imagination of potential outcomes, choose one as optimal  

               	• Adjust to new realities fast 

            

         

         
            Diagnosing of reality, articulating your thesis 

            We get showered with news, the sources being Bloomberg terminals, internet, newspapers, TV news channels and colleagues. All this news is confusing. Therefore, you must develop the discipline to diagnose reality. You must try to understand what is happening with the aim of articulating a thesis which can explain the reality and possible causes and consequences. 

            If you have the discipline to develop a thesis, you will have thought through the economic data, facts and comments and thus get to a higher level of clarity in respect to what is happening in the world. Once you have your thesis formulated, you have something to say to your clients. You will have some thoughts to share and this makes your conversation with the client valuable for him. Analysing reality and giving meaning to the observed facts is thought leadership, which you must demonstrate to your client. 

            A good start is to develop a point of view, not a truth, of course. An explanation of your point of view, its rationale and – if possible – its consequences. Having a point of view gives the illustration of your thesis an introduction and gives you some moments to think. 

            A structure we like to use to talk about any subject is: 

            
               	• Here is what we know. 

               	• Here is what we don’t know. 

               	• Here is what I think. 

               	• Here is what we should do.

            

         

         
            8. Mindset 

            We believe the mindset that makes you successful as a private banker consists of authentically wanting to add value to your client, wanting to add value to your prospective clients, wanting to improve as a banker by knowing your strengths and weaknesses and by consciously establishing your brand. 

            
               Adding value to your clients 

               We’ve mentioned at many instances that wanting to add value to your client is key. Your fulfilment, recognition and remuneration will follow. 

               This is the right mindset. Never start with your benefits or your bank’s benefits in mind. Never lose an opportunity to give some relevant information for free. 

            

            
               Know your strengths and weaknesses 

               Knowing yourself is a virtue. Unfortunately it is not a simple process. To a certain extent you can observe yourself, and think in depth on the things you do well and do less well. But you should also ask for feedback from your clients and your colleagues. 

               When you ask clients and colleagues for feedback, it is crucial to convey to them that you are looking for honest information, because otherwise you will only get – most likely – polite responses. Honest feedback allows you to improve, and your clients and colleagues should understand that and hopefully have the courage to not only give you the flattering truths but also underline the things you do badly. It is important to know your weaknesses in order to judge whether they are bearable or whether they interfere between you and your professionalism, and to judge whether you should work on them. It is important that you have a clear view of your strengths too, because working on your strengths is the fastest way to move forward. And  

               This is not a subject to get obsessed with, but it is worthwhile reflecting once in a while about it, and if there is an opportunity, to ask for feedback. 

            

            
               Your brand 

               As a banker, be conscious of how you want to be perceived. What is your story? Who are you? Why should an UHNW family bank with you? What is your value proposition? 

               It is important to give consideration to these issues – this means that you think about your personal brand, define it and work on it. 

               When defined, reflect once in a while on a Saturday morning if your actions during the week correspond to your brand, strengthen your brand or weaken it. 

               As an UHNW banker, your brand should at least include:  

               
                  	• Being reliable 

                  	• Treating client information with utmost confidentiality 

                  	• Being informed and competent 

                  	• Ensuring that your client’s interest is top priority 

                  	• Being proactive 

                  	• Being polite 

                  	• Being empathic and an active listener 

                  	• Communicating effectively 

               

               You also have to put attributes to the above values which define your brand. You have – of course – to add something very personal to your brand, like for example interest in travelling to Africa, outstanding chef, expert in medieval Catalan history, or whatever you believe needs to be included in your brand, so that you differentiate yourself as an individual. 

               Don’t forget, an UHNW client has contact with many bankers and the more he understands your brand, the more he will remember you for doing business with you. Your behaviour and your brand depend on each other, the one can strengthen the other, whereas inconsistent behaviour has a weakening effect.

            

         

         
            9. Our Personal Recommendations 

            Our personal recommendations are based on our work experience, working for many years with UHNW clients globally. In short, we would recommend that you build trust, keep learning, prepare and, most importantly, invest a lot of time in imagining walking in your client’s shoes, and figuring out what he expects from you as his private banker. 

            Maybe a short form of our recommendations would be: build trust and as a result become a partner. 

            Trust is built on reliability, ethics and competence. Reliability stems from avoiding miserable moments, the ethics imply an unhidden agenda, client advocacy and compliance. Competence is acquired through lifelong learning. 

            
               Build trust, avoid tragedies 

               Build trust through a continuous contact to avoid surprises, show up in difficult moments, explain the risks and – if something went wrong – be open about it. Think in terms of Maister’s formula; be credible, reliable and intimate, but not self-centred. Show your competence and integrity by avoiding tragedies and be open about what is in it for you. 

            

            
               Become a lifelong learner 

               Lifelong learning has to encompass your financial knowledge, political and economic understanding of the world, but most importantly you have to work on your skills such as empathy, communicating and coaching, which you discover best by searching actively for feedback. As a lifelong learner, you will deliver added value to your clients over the long run; and thus you will establish deeper relationships with your clients, which after all is the essence of our craft. 

               Learn about your market and financial solutions, but most importantly, learn about yourself. Learn how to improve your energy level and performance. Learn how to control your emotions and your state. UHNW clients are in general experienced, educated and successful people. Look at your work as a privilege: you’re exposed to people you can learn from. 

               Who can teach you more about your weaknesses as a private banker than the client who closes an account? Who can teach you more about your strengths than a client who substantially increases his assets with you? Profit from such circumstances, ask your client politely for a debriefing, tell the client who closed the account that you would like to learn and that you would benefit best from a totally honest appraisal of your performance, of the things you should improve and of clear suggestions. Such a dialogue can of course only happen in the absence of bad feelings. You as a banker have to do your utmost to reduce bad feelings when they are present. An open heart-to-heart discussion with your parting client might give you the permission to contact him later on and – in the best case – win him back. 

               Be open and profit from your interactions with your clients. Listen with the clear purpose to learn. Listen for ideas that are new to you. Ask your trusted clients for feedback, ask them what you do well and where you could improve. Learn from errors, negative experiences or outcomes, because they have a high emotional charge, and will therefore be easily remembered. 

               Learn from your coaches. Use a professional communications or performance coach, but most importantly, set up a network of peer coaches, i.e. colleagues working in different markets, therefore without competing interests, with whom you can discuss situations ad hoc. 

               Learn from executive courses and from experts during industry fairs.Your clients will highly appreciate your commitment to lifelong learning and through lifelong learning your job will always be exciting, because your learning fuels your curiosity, and enjoying your job, you will be much more effective. 

               Never cruise on the basis of your existing knowledge, because your relationships excel by continuously adding relevant knowledge and sharing it. 

            

            
               Be professional through preparation 

               
                  Lots of people have the will to win. Champions have the will to prepare. 
               

               Bobby Knight, baseball coach 

               Proper preparation prevents poor performance. It is good to prepare whatever you can; preparation gives you self-esteem during the conversation with the client or his advisors; and it shows the client that you take him seriously, that you put effort into the relationship. 

               
                  Things you can prepare regarding your next pitch 

                  
                     	• Clarity in respect of what you want to achieve. 

                     	• Reality map of the client. 

                     	• Decision map and criteria. 

                     	•  Engaging pitch proposing optimal solution in respect to client’s reality and challenges. 

                     	• Inventory of opportune stories, anecdotes and metaphors. 

                     	•  Family offices often choose their providers for a specific service through a competitive selection process, a beauty contest. Several providers are invited to make a sales pitch and then the family office selects one of the competing providers. 

                  

                  Structured thinking about how best to win the deal is the best preparation in this situation. You have to take time to research the potential client, to try to understand his selection criteria and the selection process. Such strategic preparation will without any doubt increase your efficiency in getting deals closed. 

                  Sales people are often masters in improvisation and social skills, therefore they might get lazy in preparation or just never use that tool. When we started to put a lot of effort in preparation, we dramatically improved our results; preparation, however, is hard work. 

                  But again, don’t be so fixed on your pitch that you forget to listen carefully to your client, and – if you pick up some new relevant information – inquire further and adapt your speech.  

                  What can you prepare? The first sentence of the presentation, for example, or you can rehearse the opening or closing of your sales talk, a good story that makes a relevant point. You can prepare your energy level for the presentation by resting the day before and you can prepare your state during the client visit by visualisation – and so many more things. 

                  Preparation, like education, is time well invested.  

                  In the following we give you a list of points you have to think about before you go to see the client. 

               

               
                  Where are they coming from? 

                  Using the lifecycle, the three circle model and the analysis of the family company’s sector, you will have the diagnostic tools to map the reality of your client. Discuss the map with your client, and gain an in-depth understanding of his worldview, mindset and priorities. 

               

               
                  Who decides and what are the criteria? 

                  If he is a client we have dealt with before, we might have some experience regarding his decision process. If not, the best thing is to ask the client directly. The criteria questions are also highly valuable for the client, for they help him to think through what is most important for him.  

                  If for your Middle Eastern client a long-term trusting relationship is of the foremost importance, then you’ll probably have to find references and stories that underline the fact that you can be trusted and that you have long-term working relationships. 

                  If for your Spanish client price is the criteria, you should define how you will explain to the client the value he gets from working with you and why he should pay the price you are asking for. 

                  If for your South American client confidentiality is the criteria, you will prepare answers to questions your client might have regarding information leakage and information exchange between your country and his. 

                  Having a strong relationship with the client gives you permission to ask probing criteria questions; but if the relationship is not yet so strong you have to ask for permission to ask those questions. Also, each time you want to access an additional level of depth with your questioning you will need to be sure the client relationship is strong enough for you to do this. This is even more so when investigating decision power and the decision making process. You have to make the client understand that those questions are important for you to learn about him, which will enhance your ability to add value to him. 

               

               
                  Pitch: what keeps them awake at night? 

                  We prefer pitching to a client before we have had several private conversations with the key-decision makers. We need to find out what keeps them awake at night. Which solution could help them relax? Refocus? Advance? 

                  We have often pitched for IPOs, a lucrative transaction for both the bank and the client. However, entrepreneurs might have many different reasons for the IPO of their company, and it helps enormously for you to win the deal if you have an idea about the motivation of the IPO. 

                  In all such initial public offers, the price at which the company is sold is important; however, for some entrepreneurs price is the only issue, whereas for others placing the stocks amongst the right anchor investors is crucial. 

                  Private conversations with the decision maker, with his friends and business partners, might give you an idea of what their primary concerns are. Keeping these main issues in mind while delivering the pitch will make the difference. For example, we have pitched to a family that invited us to pitch for the management of their family fund, but we knew that they were in the process of acquiring an airline and needed a partner. Thus, we included in the pitch an example of a family that sold a stake in an airline, with us advising them and subsequently managing the proceeds. This generated immediate interest and we spoke mostly about airlines and our credentials in advising such transactions. We won the asset management mandate and the M&A mandate. Even if the airline transaction never happened, we moved the level of trust to a higher level, since we were involved in strategic discussions with the family.  

                  We have to pitch a solution that clearly answers the “so what?”; e.g. Banker: ‘We have a great hedge-fund manager selection capability’; Client thinks ‘So what?’ 

                  
                     The structure of our pitch is based on the following elements: 

                     
                        	• What is at stake? (Explains the business case.) 

                        	•  Why should the client care? (The answer to this question can easily be used as an opening.) 

                        	• Refrain (Main theme we repeat and emphasise.) 

                     

                  

               

            

            
               Intentional empathy 

               Empathy is putting yourself in the mind and emotions of your client. Be intentionally empathic, especially in high pressure situations. Remember to ask yourself , ‘If I were the client, what would I want to experience now?’ On the contrary, if in the high pressure situation you focus on your fears instead of on the success of your client, you will have a high chance of failing. 

               Your favourite clients are the clients who have empathy with you. You want to be your clients’ best banker, being intentionally empathic. 

               As pressure mounts during a client meeting, the banker has the tendency to focus on his fears, namely that the client will close the account, and that puts the banker into the realm of defensiveness. If the banker, during such a high-pressure situation, can instead focus his mind’s eye on what the client is experiencing and what the client might want at this moment, the outcome is potentially much better. 

               Seek to understand the mindset of your client, what he might feel, what he would like to understand and what he would like to be assured of. If the client is angry at you because of a “tragedy”, a good question can help, such as, ‘I understand your anger, what can we do about it together?’ Or something in that style, with the aim that client and banker move from an environment of aggression-defence to a productive environment of problem solving. First, the client might be surprised, but then he will appreciate your move. He will appreciate it because it shows your openness to a solution and your intentional empathy, because the cooperation between himself and the banker is what he seeks. 

               To be intentionally empathic, you have to control your mind, which is best done by using the concept of the mind’s eye or visualisation. If you see – in your mind’s eye – the angry client as a threat, you will become defensive or at worst aggressive. If you notice yourself reacting that way, you will have to change your view and visualise a person that needs help. This change of mental perspective – from a threat to a request for help – will put you in a much more resourceful state.  

               Intentional empathy is about being intentional to put yourself in the situation of your client. Obviously this needs self-mastery, training and practice.  

            

            
               Focus 

               Focus is arguably the key success-factor in any profession. We mentioned that before. 

               It is therefore important that you are able to focus on the things you absolutely must do to be successful. If you have a large number of clients, your focus is 100% on giving them the best service you possibly can. If you are building, thus growing, your business, you focus on giving the best service to your clients in order that they recommend you, and you will focus on networking. 

               If you are the more intellectual introvert type, you have to make an extra effort to “show up”, to overcome your fear of rejection and to spend the maximum time with clients and prospects. 

               You have to understand what holds you back and overcome limiting beliefs. You have to understand what you need to do and do it. Don’t wait to do such tasks – like contacting a client or prospect – when you feel like it, do it when you have planned to do it because you might not often feel like doing it. 

               For example, at all banks, client advisors tend not to contact clients when things go bad because they don’t feel like it; however, they know, because they have been trained, that exactly at such moments clients need most hand-holding. 

               The discipline to do what needs to be done is scarce. Think of it. Success is often linked to doing things other people don’t feel like doing. 

               Understand your procrastinations and your fears, most importantly the fear of rejection. Understand how they limit your potential. Reprogram your mind’s eye, so that it sees opportunities instead of obstacles. Focus on the activities which are important, plan for them and implement them. Focus on doing, don’t get distracted.  

               Using the urgent-important matrix, focus on the Quadrants with the attributes “important”, i.e. deepening relationships, extending the network, delivering top-service and learning. Define your goals in relation to those activities, then focus on the execution of the activities. Don’t get distracted.  

            

            
               The most important questions for success 

               
                  	• How can I best add value to my clients? 

                  	• How can I deepen the relationship? 

                  	• How can I grow my passion for the job? 

                  	•  What do I want to achieve? Now, next year, in three years, in ten years’ time? 

                  	• Where do I invest my most precious resource, time, right now? 

                  	• What must be done?  

                  	•  How can I make sure I do what must be done, do it as soon as possible and don’t get distracted? 

                  	• What can I prepare?  

                  	• What activities make the difference? 

                  	• How can I make sure I come across opportunities? 

                  	• How can I relax and be effective under pressure? 

                  	• How can I motivate myself? 

                  	• How can I increase my resilience? 
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         Conclusion 

         You will have an interesting life and career as an UHNW private banker:  

         
            	• if you truly serve your clients and create value for them. 

            	•  if you focus on the non-urgent, but important tasks which are strengthening the client relationships, expanding your network, learning and training. 

            	•  if you live your profession as a private banker with passion, hence work hard, but deeply enjoy it. 

            	•  if you push yourself to become outstanding, in respect to knowledge, presentation and communication. 

            	•  if you develop resilience and persist in your journey to become a better private banker. 

            	•  if you let your creativity flow and openly share your ideas with your clients. 

         

         Be aware of the basic investment errors, covered in the science of behavioural finance, because they won’t change over the next thousand years. And be on top of the latest financial innovation, because it might serve your client. 

         And remember: you don’t do it for the money, you do it because being an UHNW client advisor is one of the most interesting jobs, you do it for the excitement of conversing with fascinating people, the adrenaline of finding solutions to difficult problems and creating a meaning to your professional life: truly adding value for your clients. 

         You want to be excellent at your job, because then you will be able to choose and work only with the most stimulating clients, ever increasing the passion for your work.
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