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The Vanguard Group

* The Vanguard Group launched in 1975 A “mutual” mutual fund company

e $2.0 trillion in assets under
management

« More than 10,000 institutional clients
20 million customers in 80 countries

 Offices in 13 locations and 12,500
employees
Vanguard Assets under Management ($B)

$8008B,

39% Active

$1,237B, ‘Profits’
61%
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Source: The Vanguard Group, Inc. Assets as of 30 June 2012.



Vanguard’s Principles for Investing Success

Create cl Develop a suitable asset
reate clear, - '
allocation using Low Cost Mutual Funds

~appropriate broadly diversified
investment goals funds

Minimise Cost Maintain perspective Low Cost ETFs

and long term
discipline
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Discussion Points

1 What’s the problem we are trying to solve?

2 What’s the secret to creating a fun, safe, valuable business?

3 “As promised.....”
4 Meet my friend John
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What's the problem ? The birth of RDR

* “Is the present business model bust?”

« Callum McCarthy, FSA Chairman — Gleneagles September 2006

+ “Incentives matter. They change behaviour”

 “Product and Provider bias is clear”

« “Key question —who is the client of the provider? The investor or the
distributor?”
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What's been the Regulatory response?

| Regulate Regulate
>D|sclosure>> Product >> Advice >




Where the (r)evolution started

Percentage of fee-based compensation in the US

55%  54% % - 5%

50%
4496
o
31% 33%

<1999 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
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What's been the Regulatory response?

| Regulate Regulate
>D|sclosure>> Product >> Advice >

U S UK and

Australia



UK and Australian Regulations

« Australia
— Future Of Financial Advice — due for implementation July 2013

« UK
— Retail Distribution Review — due to implement 15t Jan 2013

Core Principles

Improving professional standards
Clarity of fiduciary duty

Removing the opportunity for bias
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RDR Adviser and Provider Change Curve

Adopt
Shock/Disbelief

Insecurity/Blame
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RDR Responses - Advisers

Commission based | > “fee” based
Denial Accept Adopt
.. Early
Reluctants Transitioners
Adopters
“My Client won’t pay fees” “How much shoul “Here’s how |
| charge ?” add value”
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Opportunity and challenges

 Why was the Chrysler Voyager important?
— Wall of wealth — a generation of final salary schemes and social security

k

— Wealth not health will become the issue
— Savvy and demanding boomers

 Don’t forget the X and Y’s
— My son’s wasted education

12 VANGUARD ASSET MANAGEMENT, LIMITED - CONFIDENTIAL



The challenge facing advisers

If only it were that easy......

Competing in an increasingly qualified market
— how different will you be?

Competing against new channels
— Most Googled man in Britain?

— Three biggest databases?
— Biggest footfall?

Demonstrating value that your client is prepared to pay for time and time again.
— What if UK goes down Australian route?

Managing risk in your business.

Making sure you build value in your business.
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Question:

Why are some financial planning practices having fun, making money and
delighting their clients... when many aren’t?

Answer:
They understand the five steps to creating a valuable business...
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Successful businesses understand the five steps to creating a

fun, valuable business:

] What is ‘a valuable
A valuable business . )
business’?

Achieving profitable growth
> Depends upon

Ensuring client loyalty
Depends upon

Depends upon
Keeping your promise
Depends upon

Defining a compelling client promise >

Value creation

Aligning your people
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Successful businesses understand the five steps to creating a

fun, valuable business:

] What is ‘a valuable
A valuable business . )
business’?

Achieving profitable growth
e > Depends upon

Ensuring client loyalty
’) Depends upon

Defining a compelling client promise
> Depends upon

> Depends upon

Keeping your promise

Value creation

Aligning your people
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Why would a client
happily pay your fees for
many years to come?



What have you
promised your clients?




Client promises are changing.

Client

: I'll get you the best I’ll beat the market I’'ll be your financial
promise

product for you counsellor

1990’s 2000°s 2010

The Iinternet

< herel Really? Thank you!
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How much time in each role?

FINANCIAL
COUNSELLING

* What’s the The Truths
meaning of about:
ife?

life? . Time

. Wha_t s the . Cost
meaning of

money? * Risk

* “Real intent” « Emotion
discovery

FINANCIAL
PLANNING

A plan to meet Selecting
their “real investments to
intent” within meet the plan.
their cost,

time, risk and

emotion

budget.
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ASSET
LOCATION/
PROTECTIO

-Tax planning

-Estate Planning

* Keep the
client on track

* Monitoring
progress
against:

* Cost
* Time
* Risk
* Emotion

* Adjusting
plan if needed



How In control of the outcome are you in each role?

FINANCIAL
COUNSELLING

* What’s the The Truths
meaning of about:
ife?

life? . Time

. Wha_t s the . Cost
meaning of

money? * Risk

* “Real intent” « Emotion
discovery

FINANCIAL
PLANNING

A plan to meet Selecting

their “real investments to
intent” within meet the plan.
their cost,

time, risk and

emotion

budget.
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ASSET
LOCATION/
PROTECTIO

-Tax planning

-Estate Planning

* Keep the
client on track

* Monitoring
progress
against:

* Cost
* Time
* Risk
* Emotion

* Adjusting
plan if needed



Advisers are increasing their added value range

FINANCIAL FINANCIAL ASSET
COUNSELLING,/ PLANNING LOCATION/
PROTECTIO
* What’s the The Truths A plan to meet Selecting -Tax planning * Keep the
meaning of about: their “real investments to . client on track
. . e -Estate Planning
life? . intent” within meet the plan. o
* Time . * Monitoring
* What’s the their cost, progress
. * Cost time, risk and >
meaning of , against:
money? * Risk emotion
' budget. * Cost
* “Real intent” « Emotion ,
: * Time
discovery
* Risk
* Emotion
* Adjusting

plan if needed
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How In control of the outcome are you in each role?

FINANCIAL FINAN ZIAL INVESTMENT ASSET

COUNSELLING,/# PLANHNING MANAGEMENT,’ LOCATION/
PROTECTIO

* What’s the The Truths A plan t¢ meet Selecting
meaning of about: their “real investments to

-Tax planning

-Estate Planning

life? . intent” meet the plan.
" Time their cos

) Wha_t s the * Cost time, risk and

meaning of .

money? * Risk emotion

' budget.
* “Real intent” « Emotion
discovery
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* Keep the
client on track

* Monitoring
progress
against:

* Cost
* Time
* Risk
* Emotion

* Adjusting
plan if needed



Successful businesses understand the five steps to creating a

fun, valuable business:

] What is ‘a valuable
A valuable business . )
business’?

Achieving profitable growth
e > Depends upon

Ensuring client loyalty
’) Depends upon

Defining a compelling client promise
> Depends upon

> Depends upon

Keeping your promise

Value creation

Aligning your people
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Loyalty comes from keeping your promise

Keepin
yOFL)JI’ J Generates Advocacy

Promise Trust

So only make promises you can keep
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The Economics of Loyalty 2011 Research

Satisfaction/
Loyalty Engaged

Content
39%
#

Complacent

30% /

Disgruntled @
16% /
E Referrals

Source: Adviser Impact, Economics of Loyalty, 2011
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"As promised...........
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Successful businesses understand the five steps to creating a

fun, valuable business:

] What is ‘a valuable
A valuable business . )
business’?

Achieving profitable growth
> Depends upon

Ensuring client loyalty
Depends upon

Depends upon
Keeping your promise
Depends upon

Defining a compelling client promise >

Value creation

Aligning your people
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Let’s look at an example

Who’s been on holiday in the past year?
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Meet John — ace pilot
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What does John do?

Well first, what doesn’t John do?

« Show you his pilot’s licence

« Show you his log book

« Explain Newton’s Laws of Motion or Bernoulli’s Principle
« Fight the controls

 Loop the loop

Why not?
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What does John the pilot actually do....

 He understands where his passengers want to go
 He appreciates they are more interested in the destination than the journey
» He’s primarily there for comfort and safety

* He spends his time on C.C.R.M (crew and customer relationship management)
— Managing the crew — everybody understands their part in the process
— Managing the customer experience — get on with their lives
— Managing the customer expectations — particularly on E.T.A.

— Managing the economics — fuel burn
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Why doesn't John “fly the plane™?

Because it’s on autopilot!

 The whole process is not open for debate
« High frequency tasks have been automated

 John engages as the important moments
— Departure — he knows where you want to go

— “In flight review” — honest E.T.A.

— Arrival — how do your clients feel getting off your plane?

33 VANGUARD ASSET MANAGEMENT, LIMITED - CONFIDENTIAL



But never forget....experience counts

Chesley Sullenberger II7
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How many ways are there to fly from Heathrow to New
York?
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So why are some businesses having fun, making

money and delighting their clients?

Because

Their “compelling proposition” is based on the client’s destination, not the firm’s
capabilities

The proposition is anchored around a client promise they know they can keep.

They’ve put the business on autopilot — automating the high frequency tasks that
must work every time.

They’ve removed variation where it introduces risk and inefficiency.

They have highly aligned staff who understand their critical part in the process...
and are rewarded for doing that and nothing else.
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“It is not the strongest of the species
that survives, nor the most intelligent
that survives. It is the one most
adaptable to change.”

- Charles Darwin
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Thanks for listening!




Disclaimer

The opinions expressed in this presentation are those of individual speakers and may not be representative of
Vanguard Asset Management, Limited. This presentation is designed only for use by, and is directed only at persons
resident in, the UK. The material contained in it is not to be regarded as an offer to buy or sell or the solicitation of any
offer to buy or sell securities in any jurisdiction other than the UK. The information on this presentation does not
constitute legal, tax, or investment advice. You must not, therefore, rely on the content of this presentation when
making any investment decisions. Vanguard Asset Management, Limited only gives information on products and
services and does not give investment advice based on individual circumstances.

The value of investments, and the income from them, may fall or rise and investors may get back less than they
invested. Past performance is not a reliable indicator of future results.

Issued by Vanguard Asset Management, Limited which is authorised and regulated in the UK by the Financial
Services Authority.

© 2013 Vanguard Asset Management ,Limited. All rights reserved.
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