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A message from Deloitte

We are pleased to welcome you to Deloitte’s 2023
asset servicers survey. As a global asset management
industry advisor, we strive to keep our finger on the
market's pulse. This is why, as part of Deloitte’s asset
servicing center of excellence, we run an annual
survey alternating between asset servicers and asset
managers. The responses allow us to gather the
necessary data to grasp the current challenges faced
by the entire investment management value chain, the
priorities driving the transformation agenda and the
emerging major trends, as well as how these elements
evolve.

With 15 of the largest global players headquartered
across Europe and the US taking part, this year's
results summarize the views of asset servicers
representing approximately 75% (USD176 trillion) of the
global combined assets under administration (AuA).
The respondents provide a range of traditional back
office services as well as some middle and front office
services to their investment management clients, and
cover organizations servicing both traditional and
alternative assets.

While the market has mainly weathered the COVID-19
storm, the asset servicing and asset management sub-
sectors continue to face challenges such as ongoing fee
pressures, growing client demand for data insights and
evolving product needs, rising regulatory pressure, and
the war for talent. As such, players must continue to
review their operations to remain ahead of the curve.

Our analysis of Deloitte’s 2023 survey has uncovered
five key trends impacting the asset servicing
sub-sector. First, asset servicers need to develop
sophisticated data management systems to meet
their client’s data and insight expectations. Second,
participants admit there is room for improvement
in adopting innovation and are shifting towards
proactively delivering. Third, asset servicers are
reviewing their operating models to expand their
front and middle office services while offshoring

or outsourcing some services historically regarded
as core. Fourth, alternative investments remain a

significant source of growth. And finally, environmental,
social and governance (ESG) reporting criteria are
pushing asset servicers to develop their existing
capabilities further.

While many of these trends were featured in the
Deloitte 2021 asset servicing survey and are expected
to continue in the medium term, we have identified
interesting nuances in how these trends are playing out
year on year.

We hope you enjoy reading this report. If you have any
questions, please get in touch.

NICOLAS ANDREW
XANTHOPOULOS MCNEILL

Partner - Partner -
Operations Transformation EMEA Asset Servicing Lead

Deloitte Luxembourg Deloitte United Kingdom

VIPUL PAL

Principal -
Financial Services

Deloitte US
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Five key
challenges
and trends

ARISING FROM THE SURVEY




Deloitte asset servicers survey | Results analysis

Deloitte asset servicers survey | Results analysis

Five key trends emerged

® from the survey

What are the asset servicing market's
main challenges?

While asset
servicers face a
wide range of
challenges, most

participants e —
prioritize the

A DALY 67%
S a m e iSS u eS Adaptation to regulatory requirements
60%

Attracting the right talent
20% Ay 47%

DATA AND DIGITALIZATION
Self-service reporting models

Integration of new alternative products (PE, RE, infrastructure,
debt, etc)) in offering INNOVATION

Shift to proactive

adoption

OPERATING MODEL
Front-to-back

4 . ‘ outsourced models
Removing non-core activities from operating model

13% 20% @

Disruption of operating models emerging through digitalization
Integration of sustainable investments
Asset managers market consolidation

New competitors disrupting the value chain
(distribution platforms, etc.)

@

0%
Strategic partnerships and alliances ALTERNATIVE
0% INYESTMENTS
Continued source
of growth The reporting challenge
Priority 1

. Priority 2
. Priority 3




Data and
digitalization

A KEY DRIVER FOR TRANSFORMATIONAL
N @ CHANGE
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KEY CHALLENGES AND TRENDS

#1 DATA AND DIGITALIZATION

Respondents’ main challenges revolve around
, with digitalization being

a major trigger for disrupting current operating models.

®

Data and digitalization are clear challenges to
asset servicers both today and in the future

What are the asset servicing market’s main challenges today and in

3years? Top-three priorities

Disruption of
operating models
emerging through
digitalization

Clients
expectations for
more insights/data

Top-three priorities today

. Top-three priorities today in 3 years

of respondents view client
740A) expectations for more insights/
data as a priority.

74%

The role of data and data management
continues to be a priority for asset
servicers as they develop and introduce
more value-add services to asset
managers. With data being the engine that
drives the value chain, asset servicers'
main challenge still revolves around client
expectations for real-time data analytics
and the demand for superior data insights.

In Deloitte’s 2021 asset servicing survey,
only 40% of asset servicers ranked
providing investors with a seamless
customized experience and access to
real-time portfolio data as a high priority.
However, the 2023 survey uncovers a
significant shift in approach, with 74%

of respondents now believing that client
expectations for more insights and data
are a critical driver.

The disruption of new operating models
emerging through digitalization remains
stagnant, with 30% of 2021 respondents
believing it to be a priority and 33% of 2023
respondents ranking it as a number one
priority.

To tackle these
data and insight
challenges, all
respondents
plan to

 With some

also collaborating
with third-party
FinTech players

(via acquisition

or partnerships)
and implementing
artificial intelligence
(Al) solutions.
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®

Acquiring or collaborating with FinTechs are
popular strategies to tackle market challenges

How do you plan to face the main market challenges?

Develop data management systems/layers to collect and analyze data

100%

Collaborate with FinTechs or IT systems providers

87%

Implement Al solutions

73%

Acquire FinTechs or IT systems

47%

Asset servicers are continuing to

be focused on data and advanced
analytics to provide asset managers
with real-time insights into their
portfolios. The convergence of Al,
data analytics, and cloud computing
is rapidly transforming how asset
servicers service their clients—the
asset managers. Therefore, adopting
these technologies early on will
enable asset servicers to become
more knowledgeable and agile, while
increasing the sophistication and
efficiency of their operating models.

To achieve their goals, respondents
are investing heavily in new data
services such as data management
systems, collaborating with IT
system providers or FinTechs, and
implementing Al solutions.

In the 2021 survey, 23% of
respondents planned to acquire
solutions within the next 5 years,

while in 2023, 47% of respondents
are considering collaborating a
FinTech or IT system provider.

One interesting development is that
87% of today's respondents plan to
collaborate and form partnerships
and strategic alliances with FinTechs
and IT system providers instead

of building in-house capability. In
comparison, only 50% of 2021's
respondents were committed to
collaborating with a third party.

This demonstrates a mindset shift
around future operating models and
addressing barriers to digitalization,
with FinTechs viewed as digitization
enablers rather than value chain
disrupters. Asset servicers are
partnering with tech firms to offer
real-time insights and data to their
clients, allowing them to benefit from
a faster speed to market than with
in-house builds.
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Top 3 budget allocation
areas for the next 5 years

Asset servicers realize ®
digitalization and data Average percent of investment budget
allocated to these activities
management are Iong-
term plays and are
. . . Innovation and digitization: distributed ledger technology (DLT), robotic :
Comm|tted to |n\/est|ng process automation (RPA), Al, etc. A|though Spend In

Data management a S|gn|ﬂcant por‘uon Of - data management
their budget. Data management services is predicted to

decrease in the next
In only 2 years, asset servicers' investment spending has 5 yea r'S, |t r‘ema|ns

shifted significantly, with data and core platforms now a Core systems

proriy. a leading consumer of
All respondents are planning to develop sophisticated data |nvestment bUdget

management systems. As a result, their budget allocation

in data management has jumped from 14% in 2021 to 35% Today
in 2023, highlighting its importance in the asset servicer . In 5 years
ecosystem.

Core platform

Further, core system investment is set to surge in the next 5

years to absorb over a third of the investment budget, mainly

because their legacy business and technology architecture

is unfit for purpose and not cloud compatible. Respondents 0
now plan to invest 32% of their budget in the next 5 years, 0

compared to only 14% of 2021 respondents.

of 2023's respondents have allocated their budgets
to data management as a top priority, compared to

14% in 2021.
Exponential technologies
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KEY CHALLENGES AND TRENDS

#1 DATA AND DIGITALIZATION

Respondents believe
digitalization can
provide the most
benefit to transfer
agency and fund
accounting areas—this
is aligned with planned

spend, particularly in
the back-office-system
space for alternative
players.

The entire value chain can benefit
from digitalization, especially

the transfer agency and fund
accounting spaces...

Which value chain element do you believe has the
highest digitalization potential? Top-three priorities

Transfer agency

Fund accounting

67%

Custody

Product structuring

Management company services

In 2023, a staggering 75% of
respondents tagged transfer agency
as the function with the highest
digitalization potential, compared to
just 40% of respondents in 2021.

While the focus was on digitalizing
documents until recently, this has
now shifted to digitalizing the know-
your-customer (KYC) and anti-money
laundering (AML) processes. The
significant growth in regulatory
requirements over the past 10 to

15 years has ballooned the financial
crime cost of the transfer agency
function. Digitalizing the onboarding
process, including e-signatures and the
automated screening of prospective
investors, is critical to helping reduce
KYC/AML costs, while also driving key
efficiencies within the process.

This year's respondents voted fund
accounting as having the second
highest digitalization potential of
back-office functions, surging to 67%
compared to 20% in 2021.

Advances in Al, including exponential
technologies—such as RPA and the
training of algorithms via machine
learning—have led to improvements

in the automation of core fund
accounting that were not previously
possible. The digital capabilities of real-
time dashboards as part of the NAV
calculation lifecycle also enable asset
managers to track and analyze the NAV
process.
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The custody function’s digitalization is
more advanced compared to transfer
agency and fund administration. The
account opening process is the activity
most transformed through technology,
closely followed by proxy voting,
corporate actions, and messaging
processes.

That said, 33% of respondents believe
that custody still has potential for
digitalization, compared to only 10%
in the 2021 survey. Most notably, as
the sector’'s demand for digital assets
grows, developing digital custody
solutions will be critical. Today, most
custodians are in the process of
developing the capability to support
the servicing of digital assets.
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to identify

investors' most
popular strategies.

®

...with firms planning to develop
reporting tools to support their
digitalization efforts

Most respondents are continuing to develop real-time self-
service reporting models alongside real-time dashboard
capabilities on investment attributes, up from 80% in 2021
to 86% in 2023. More specifically, transfer agents intend

to enrich their digital offerings by developing dashboard
capabilities for clients to view inflows and outflows, while
fund accountants are eager to develop tools that allow
their clients to analyze NAV variance.

Due to transfer agents' key positioning between asset
managers and investors, they can provide superior data
insights on investor behaviors to asset managers. In 2023,
64% of respondents plan to develop services enabling
asset managers to identify investors’ most popular
strategies.

In addition, 57% of respondents are looking to develop
distribution support services that create more value-
added products and services in the transfer agency space,
an investment that will generate higher margins compared
to vanilla products.
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KEY CHALLENGES AND TRENDS
#1 DATA AND DIGITALIZATION

Services respondents plan to develop

57%

64%

36%

......

Over half of respondents are planning to build services
that support distribution, believing there is a key
growth opportunity in expanding transfer agency
services within this space.

Popular digitalization
efforts include

Statistics on investor behavior

Sixty-four percent of respondents want to develop ,
the capability to provide asset managers with insights :
into investor behaviors, helping managers refine their

product marketing to drive alpha. on investment

attributes.

Real-time data, self-service
models

Most respondents are focused on developing real-
time data and self-service models for both portfolio
managers and investors, to help them make more
informed investment decisions.
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#2
Innovation

A BARRIER TO TRANSFORMATION
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The

are
client expectations,
COSt pressure, the
growing volume and
complexity of reporting
requirements, and

the opportunities
offered by emerging
technologies (e.g., RPA
and Al).

Innovation is a critical factor in the successful
transformation of asset servicers. Staying ahead of the
curve with the latest innovative technology allows asset
servicers to continue creating scalable end-to-end
solutions while enhancing operational efficiencies.

Through innovation, asset servicers will find solutions
to cope with the challenges they have experienced over
the last decade, especially considering the rise of Al
and the proliferation of operational use cases.

As the investment management sector’s pace of
change accelerates, digital laggards will struggle

to catch the digital vanguards. Asset servicers are
recognizing that investment in technology and the
digitalization of manual processes are fundamental
to their transformation journeys. Today, most asset
servicers are poised between “enhancing” and
“innovating” on the digital maturity curve.

Deloitte asset servicers survey | Results analysis

®

Client expectations, cost pressures, and
technological opportunities drive innovation ’I OOO/O

Key drivers for innovation

Increase in client expectations
of respondents recognize that a key

0, . . . . . .
k) innovation driver is client expectations.

Significant cost pressures
Growing volume and complexity of reporting requirements

Opportunities emerging through technologies 0
(RPA, Al, distributed ledger technology) 0

of respondents are seeking innovation to
relieve ongoing cost pressures.

23
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KEY CHALLENGES AND TRENDS
#2 INNOVATION

Current innovation projects

All asset servicers are under pressure to
update part of their application landscape

to keep the pace with evolution needs.
Similarly to 2021, all respondents are working
on innovation projects around operational
technology.

100%

Regulatory technology

The sector’s focus on regulatory technology
projects has risen from 60% in 2027 to 79% in
2023, particularly due to the increasing need
for ESG reporting solutions.

Client engagement

Client engagement related projects have fallen
7 II 0/ from 90% in 2021 to 71% in 2023, likely due to
0 real-time dashboard reporting now allowing

asset servicers to turn their attention to other
priority innovation projects.

Client expectations are driving current innovation projects to

Regulatory innovation projects are also a focal point due to compliance
pressure on asset servicers and from their

24

®

Innovation projects
are centered around
operations, regulations
and client engagement.

Operational efficiency costs, regulatory
costs, and client expectations continue
to assert bottom-line pressure on

asset servicers. As a result, operational
technology remains a key priority for all
respondents. Asset servicers are tackling
operational challenges and seeking
better agility—from addressing expensive
technology maintenance requirements
by adding layers to legacy systems, to
investing in revolutionary core tech, to
drive efficiency and cut long-term costs.

Regulatory technology that eases asset
servicers' compliance burdens continues
to be a key focus for the industry,

from addressing complex regulatory
requirements to implementing incoming
ESG regulations. Asset servicers continue
to look to RegTech partners for solutions in
this space.

®

Asset servicers grasp there is room for
improvement, with 36% believing they are
innovation laggards

Do you see yourself as a front-runner, up to speed or laggard in digital
innovation?

. Front-runner
. Up to speed

Laggard

The 2023 survey has uncovered a thought-provoking insight into the sector’s
innovation and digital transformation trend. In 2021, asset servicers were
asked if they viewed themselves as front runners, up to speed or laggards
regarding digital innovation. Most asset servicers believed they were above
average, with 60% up to speed and 40% front runners.

Two years later, a very different picture has emerged. In 2023, only 28% of asset
servicers view themselves as a front runner, with 36% believing they are up

to speed and 36% labelling themselves innovation laggards. The reality of the
hurdles to digital technology adoption has dawned, and while asset servicers
have been slow to embrace innovation, a shift towards proactively handling
innovation has occurred.

With that being said, digital technology adoption is a crucial source of
competitive advantage, with leaders in this space enjoying better margins
and performance than their peers. Moving up the digital maturity curve

will be critical for most asset servicers, requiring a strong strategy, a deep
understanding of what is required to execute, and the ability to prioritize both
digital and non-digital initiatives to ensure their operations remain cutting
edge.

Deloitte asset servicers survey | Results analysis

of respondents viewed themselves as
industry leaders in innovation in the
2021 survey.

of respondents view themselves as
industry laggards in innovation in the
2023 survey.
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KEY CHALLENGES AND TRENDS
#2 INNOVATION

Innovation at firms is
primarily catalyzed by

and

®

To strengthen their ability to innovate,
asset servicers partner with FinTechs or
build teams internally

How do you promote and govern innovation within your firm?

Built a dedicated innovation team
80%
71%

Partnered with FinTechs
50%
79%

Created a lab for proof of concept projects

30%

57%
Promoted hackathons
20%
29%

020
@ 02

N

6

5 FinTech
| partnerships 55

Internal
innovation
labs

Proofs of
concept

While asset servicers have traditionally been slow to adopt
new technologies, there is a mindset shift toward handling
and adopting innovation more proactively. Asset servicers
are boosting their innovation abilities, with a notable rise
in all innovation promotion efforts since the last survey.
Respondents continue to build dedicated internal teams to
support innovation.

Additionally, more asset servicers are partnering with
FinTechs to improve their innovation, with a hike from

50% in 2021 to 79% in 2023. These partnerships provide
better speed to market in offering specific capabilities and
creating operational efficiencies, as well as a more cohesive
alternative to building and maintaining in-house solutions.

Furthermore, more asset servicers are exploring proofs
of concept, rising from 30% in 2021 to 57% in 2023. This
shows that asset servicers are recognizing the value of
proofs of concept in their innovation journeys.

®

Firms encounter a myriad of challenges to get
innovation projects off the ground

Asset servicers are hampered by a range of hurdles when launching projects
involving cloud, RPA and Al. For example, while these technologies are deemed
platform agnostic, it is still challenging to ensure they seamlessly integrate
within existing processes and workflows.

Cloud regulations still throw up significant barriers, with local regulators
requiring outsourcing approvals. Paramount to these regulators is trust in the
cloud, the protection of investor data, and adequate defence against cyber
attacks. Of the respondents, 70% stated that regulation was a critical challenge
to cloud adoption.

Change management was also identified by 40% of respondents as a challenge
to the adoption of these technologies, which was not addressed in the 2021
survey. Because change is difficult, organizations’ people often resist the
introduction of these technologies, while lacking an understanding of their
operational and transformation efficiencies.

Cloud, RPA, and Al are critical drivers to asset servicers' digital transformation;
therefore, removing these critical barriers and challenges is crucial to the
success of asset servicers' digitalization journeys.

40% /0%

of respondents face change of respondents face regulatory
management challenges when challenges when launching cloud
launching RPA initiatives. initiatives.

Deloitte asset servicers survey | Results analysis

The launch of
cloud projects is
often hampered

by

while Al- and
RPA-related
projects mainly
struggle due
o

with
existing processes
and workflows.
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Firms encounter a myriad of challenges
to get innovation projects off the ground

®

In line with client expectations, firms aspire
to become the industry's data aggregators

Once your innovation projects are completed, what will be your
biggest priorities over the next 2-5 years?

Regulation

36% 1%

Lack of skills and experience
internally

Buy in of other industry
participants of asset servicers will propose of asset servicers will become
more end-to-end digital the data aggregators of the

Integration of the solutions industry

technologies with existing

processes/workflows
Respondents are eager to become industry data aggregators and provide

end-to-end digital solutions, both of which are lacking or need improvement to
meet client expectations.

Common tools for innovation initiatives include cloud computing, Al, and cognitive
automation. Cloud projects have struggled to launch due to challenges from regulations
or group-driven directives. In contrast, Al and RPA projects stall due to integration issues
with existing processes and workflows.
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DISRUPTING THE VALUE CHAIN
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Fee pressures on asset
managers are driving
them to

allowing asset servicers
to move further up

the value chain by

®

Operating model challenge becomes
a higher priority as race heats up to
provide front-to-back services

Both asset managers and asset servicers have embarked on a
transformational journey. Some have established transformation
management offices to support these journeys, especially around
operating model changes.

Fee pressures are a continuing headache for asset managers
as they seek to drive alpha for investors. Consequently, they are
analyzing their activities to identify how they can evolve their
operating models, stripping costs out of their business through
outsourcing non-core functions and activities.

This journey presents a significant opportunity for asset servicers
to move up the value chain and offer more value-add services to
their clients. The result is the most fundamentally disruptive shift
in the investment management value chain—the age of the front-
to-back operating model, where asset servicers take on front-office
activities.

The 2021 survey predicted that asset servicers had to reinvent

the wheel regarding their operating model—identifying that
expertise and flexibility were key differentiators and that value
chain expansion was a prerequisite to capture growth. In 2023,
this has become a reality, with the emergence of the front-to-back
operating models a significant game changer for the value chain. It
is the result of asset servicers’ 40-year journey in developing core
offerings to asset managers and innovative ways to create margins,
while driving up the value chain from back-office to front-office
activities.

In 2021, 70% of respondents believed that asset servicers would
collaborate with front-office providers to create the industry’s first
global front-to-back client servicing platform offered by a single
provider in 5 to 10 years' time. Subsequently, in 2023, this has
risen in priority for our respondents in the next 3 years, as several
responding asset servicers look to directly compete in the front-to-
back solution market.

What are the asset servicing market’s main challenges?—top priority

Fee pressures on asset managers cascading to asset servicers
53%
53%

Clients expectations for more insights/data
20%
7%

Disruption of operating models emerging through digitalization
0%
20%

Attracting the right talent
20%
13%

Removing non-core activities from operating model
7%
7%

. Top priority today

. Top priority in 3 years

Deloitte asset servicers survey | Results analysis

53%

of respondents plan to review
their operating models by
outsourcing some non-core
operations

33
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KEY CHALLENGES AND TRENDS
#3 OPERATING MODEL

In 2023, asset servicers continue to pursue scaling strategies
to drive growth through end-to-end service offerings. With
geographic reach a critical success factor in the market, global
operating models are rising in popularity.

Asset servicers
are considering

With these models, it is important to distinguish between
offshoring and outsourcing. Outsourcing is delegating activities
to a third party. While offshoring is performing certain activities
in a low-cost region, potentially within a group (intra-group
outsourcing) to gain efficiencies, economies of scale and
geographic reach.

!

including operational
improvement
programs and further
offshoring and

As asset managers look to outsource non-core functions and
activities, asset servicers are increasingly focused on removing
these costs from their operations as they embark on their
transformation journeys. Asset servicers are considering several
options to streamline their activities, including operational
improvement programs and further offshoring and outsourcing.

While in 2021, only 40% of respondents were considering
offshoring to low-cost locations to face current and upcoming
challenges, in 2023, 67% of respondents view offshoring as a
potential solution to remove non-core activities.

outsourcing.

In 2023, 80% of respondents are considering process optimization
and lean management to address current and future challenges, a
10% decrease from 2021. In addition, reviewing operating models
by outsourcing some operations has remained stagnant at 53%
between 2021 and 2023. However, an interesting insight is that
33% of respondents are currently reviewing their operating models
with respect to insourcing some operations.

Overall, asset servicers are evaluating their insourcing and
outsourcing mix, and offshoring/outsourcing non-core activities

to low-cost locations or to specialised firms. This will allow them

to focus on core activities, offer new services like front-to-back
solutions, and meet client expectations for more insights and data.

of respondents are
to face current and
upcoming operating model challenges,
compared to 40% in 2021.

34
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®

Most back-office activities are currently
performed in-house for all types of
service providers

Fund administration services Transfer agent services

Activities performed in-house/outsourced Activities performed in-house/outsourced

Financial instruments valuation Capital call
Financial reporting Distribution support
Fund accounting Account maintenance and register

Other Anti-money laundering and KYC

43% _ 57% 100%

Tax and regulatory reporting services :
ESG compliance : Subscription and redemption

100%

. In-house . Outsourced . In-house . Outsourced

The most common outsourced activities are tax, regulatory
reporting services and ESG compliance, likely due to being
deemed non-core.

All transfer agent service activities are currently performed in-
house for all service provider types.

As asset managers are outsourcing non-core functions from their operations, so are asset servicers as they look to transform their
operating models. Ancillary services that wrap around the NAV lifecycle are now viewed as non-core. By outsourcing financial, regulatory,
ESG and tax reporting, asset servicers are free to focus on NAV activities within the back office. Asset servicers can strip out redundant
costs while optimizing their operations by investing in managed service solutions and outsourcing to other third-party solution providers.
This also allows them to avoid in-house builds, which can consume a significant slice of the IT budget for ongoing IT support.

35
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KEY CHALLENGES AND TRENDS Howe\/erl asset se rvicers
#3 OPERATING MODEL . .
are considering several
approaches to remove
their non-core activities.

®

How do you plan to face the main
market challenges?

Custody services Depositary/trustee services
Activities performed in-house/outsourced Activities performed in-house/outsourced
Corporate actions and payments Reporting Review operating model by outsourcing some operations Th |S W| | | a | | OV\/ a SS@t

100%
Tax reclaim Oversight control Review operating model by insourcing some operations Se Vi Ce rS to fOCU S O N

88% 12% 100% core activities that

Supervision, oversight and cash monitoring Asset inventory process for private capital assets Offshore to low-cost location
100% 89% 11%

Safekeeping and settlement Supervision of assets Process optimization/lean management

100% 100%

Cash monitorin
. In-house . Outsourced &

, helping meet

) ’ )
A
o | : Key terms defined: clients’ expectations
In line with the core versus non-core trend, asset servicers are Transaction mirroring 5 0
outsourcing tax reclaim activities to leverage subject matter Outsourcing: appointing a third party to perform services fO rmaore | ﬂSIghtS an d
experts (SMEs) ability. In addition, they are outsourcing corporate 100% traditionally performed in-house by the company’s employees.

action activities to specific platforms.

. In-house . Outsourced Insourcing: using the company’s employees to perform services d ata an d |OV\/€ l ng th IS
traditionally performed by a third party. h | | ! 3 t '
challenge’s priority in

Offshoring: transferring activities or ownership of a complete
the next 3 years.

business process to a different country than the company
receiving the services is located, often in a different continent.

Depositary services are rarely outsourced, given the global
ownership and responsibility asset servicers usually have over
these activities.

Nearshoring: transferring activities or ownership of a complete
business process to a different country than the company
receiving the services is located, often in a neighboring country.
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KEY CHALLENGES AND TRENDS
#3 OPERATING MODEL

.50 they can

With technology being crucial to operating models,

asset servicers are

that enable a
front-to-back
offering

®

In which technology do you intend to
invest?

Transfer agent systems Investing in new technology is critical

o mataning 2 compelive sohartage
in the market. Core system spend is
Cloud computing expected to rise in the next 5 years and

will likely be allocated to upgrading transfer
agent systems and fund accounting core
platforms. Of the 2023 respondents,
80% are continuing to invest in building
integrated technology platforms to
leverage cloud capabilities and provide
data insight offerings for clients. Sixty
percent of respondents are continuing
Robotics and Al to invest in building DLT capabilities (e.g.,
blockchain) to strengthen their ability to
service digital assets.

80%

Data lake/warehouse

80%

Fund accounting systems

80%

67%
Digital communication and interaction channels

60%

Digital assets and tokenization

60%

DLT-supported distribution platform
60%

Private market investment management systems

47%

w

8
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Front office Middle office
Activities outsourced/performed in-house Activities outsourced/performed in-house
Fund set-up and domiciliation Data as a service
Proxy voting Bridge financing

60% 40% 80% 20%
Middle office Trade capture and middle office

100% 100%

Tax documentation (double taxation)

100%

Regulatory reporting
75% 25%

Credit facilities and cash management

100%

<
L
[
Q
[
o
]

100%

Portfolio management

100%

Trade execution and brokerage

100%

Compliance Brokerage: foreign exchange (FX) trading

100% 100%

Derivatives clearing

100% 75% 25%

Risk management

Distribution Collateral management

100% 100%

Marketin
& . In-house . Outsourced
100%

. In-house . Outsourced

Data as a service, developed from existing data warehouses, is a core function of asset
servicers' front-to-back solutions. This seamless data flow enables asset servicers to meet
client expectations for more insights and data, shifting this challenge to a lower priority in
the next 3 years.

w
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The has firms worried about their current and
future ability to attract the right people

of respondents identify ;f' of employers are

repreSeﬂt as because of a lack of
'525:4 ”:gﬁ? a top-three challenge today ”:55? candidate skills - a 15-year high*
between 8% and 20% IT is a significant consumer

of OPEX for 57% of of respondents’ total OPEX
respondents and O\/er SZnsiderattractingtheright of employers are

Proportion of IT costs as a percentage for skills and

ZO% Of O P EX fo I 43 % . of organizations’ operating expenses EZ::; 3 atop-three challenge experiences

(OPEX)

Below 8%

0% . Bh of respondents believe attracting o h of employers are
89%-11% e the right talent will become v
° ’ to attract and retain

employees**

12%-14%

15%-20%

Over 20% Attracting top talent is a fundamental issue for the industry, with 40% of
respondents expressing concern about securing the right talent and
capability both today and in the future. Asset servicers are competing

directly with big tech and social media platform outlets for talent—and Att ra Ct' ng ta I e ntS

today’s talent is seeking purpose in their career choices.

Asset servicers are under bottom-line pressure CO nti n u es to be a

from their substantial operational costs and However, on the other side of the spectrum, the investment management

high technology spend, such as expensive industry currently lacks the skills and abilities to support asset servicers in ma 1 or C h a I I enge
legacy technology maintenance requirements their digital transformation. Data scientists are critical to realizing this J g !

and investing in core technology upgrades to transformation over the next 5 years, alongside cloud, RPA, Al, DLT and :
drive efficiencies. Of the respondents, 43% machine learning skills. Wlth nea rly h d H: Of
report that their IT costs represent over 20% of .
of respondents stated that their overall organizations’ OPEX. With that said, this deep focus on exponential technologies means asset FES p O ﬂ d e ﬂtS b e | ﬂg
servicers have the ability to attract talent to their organizations by

showcasing and demonstrating meaningful career choices with purpose. WO rried d bO ut
securing the right
talent for their
businesses today

e et and in the near

" Geptamber 19,2081 Forbes future.
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KEY CHALLENGES AND TRENDS
#4 ALTERNATIVE INVESTMENTS

The alternative investment
industry’s in
the last 30 years has attracted
rising attention from regulators,
and investors.

a4

The shift to alternative investments continues
to offer abundant growth opportunities. With
the low yields in the bond market, negative
interest rates, and quantitative easing
introduced by most central banks to stabilize
global economies, investors have turned to
private markets and assets offering higher
expected returns. Consequently, allocations to
alternative investments are growing, notably
private debt and private equity.

New regulations aimed at the sector have
driven asset managers and servicers to
improve their infrastructure, transparency
and reporting, accelerating the industry’s
development and maturity. With investors
keen to diversify their portfolios and capitalize
on the sector's above-average returns,
alternative investments are enjoying new
capital flows from all types of investors and
places, boosting the demand for alternative
investment servicers.

While institutional investors' capital flows have
catalyzed and supported the sector’s growth,
retail investors’ appetite for these assets is

expected to become a critical source of capital.

The shift from defined benefit to defined
contribution pensions may also generate a
significant influx of retail capital into the sector.

Furthermore, alternative products allow

asset managers to expand their operating
margins as investors generally accept paying

a performance fee on top of a usually higher
management fee. This rise in alternative assets
is an opportunity for asset servicers to service
real and private assets in response to this

heightened demand, leading to higher margins.

of respondents in 2023 believe that

Deloitte asset servicers survey | Results analysis

asset classes have the best growth
opportunities, compared to 44% in 2021.

®

Alternative assets are considered to have
the strongest growth opportunities

From which asset class do you see the best growth
opportunities?

Private equity
73%

73%
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73%

Passive exchange-traded fund

53%

Hybrid funds

O/

47%

Active exchange-traded fund

40%

Crypto assets
33%

Money market

27%

Funds of funds

13%

13%

7%
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7%

73%

73%

ONE,

47%

40%

</

33%

of respondents in 2023 believe that real
estate is the asset class with the best
growth opportunities, compared to 0% in
2021.

of respondents in 2023 believe that debt
is the asset class with the best growth
opportunities, compared to 11% in 2021.

of respondents in 2023 believe that
hybrid funds are the asset class with the
best growth opportunities, compared to
0% in 2021.

of respondents in 2023 believe that ETFs
are the asset class with the best growth
opportunities, compared to 11% in 2021.

of respondents in 2023 believe that
crypto assets are the asset class with
the best growth opportunities,
compared to 0% in 2021,
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Pure alternative players revenue and profits have

significantly grown over the last 5 years

®

Performance of pure alternative
asset players in terms of revenue
over the last 5 years

Between 0%-10%

@ over 10%

®

Performance of pure alternative
asset players in terms of profits
over the last 5 years

@ setween -10%-0%

Between 5%-10%

@ over 10%

The shift towards alternatives is reflected in the results of the
2023 survey. Similar to 2021, asset servicers were asked which
alternative asset class had the best growth opportunities.
Private equity came out on top once more with our respondents,
jumping from 73% in 2023 compared to 44% in 2021. Notably,
debt and real estate leaped from 11% and 0% respectively in
2021 to a staggering 73% for both in 2023.

Hybrid funds and crypto assets are also earmarked as having
major growth opportunities, with 47% of 2023's respondents
voting for hybrid funds and 33% for crypto assets, compared to
0% for both in 2021. Active ETFs also moved up the table, from
11% in 2021 to 40% in 2023.

Further, pure alternative investment service providers have
experienced exponential growth over the past 5 years,
outperforming the more traditional service providers in revenue
and profit. Of our pure alternative respondents, 83% reported a
10% revenue increase, and half reported a 10% profit increase.

For traditional asset servicers it is difficult to build scale and
credibility in private assets on the back of their traditional
business. The capability for supporting private assets
fundamentally differs from that of traditional assets, generating
challenges for traditional asset servicers.

Overall, our respondents believe this demand will continue in
the near future, with the majority of alternative asset classes
offering the best growth opportunities for asset servicers.

Deloitte asset servicers survey | Results analysis

introduced by most
central banks to
stabilize global

S pOINIETES
reduced the expected
returns from fixed-
income investments,
driving investors to
private markets and
assets with
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#5 SUSTAINABILITY AND ESG

The challenges of ESG-related
regulations will continue to
require significant and ongoing
budget allocation by asset
servicers.

The sustainability and ESG mandate is still high
on the agenda of the investment management
industry. As regulators around the world
respond to investor demand and adopt ESG
investing standards in their own jurisdictions,
ESG investing has gone from niche to norm.

At their current growth rate, ESG-mandated
assets are on track to represent half of all
professionally managed assets globally by
2024 .*

The Deloitte 2021 asset servicing survey
named sustainability and ESG the rising

star of the investment management sector,
offering asset servicers a potential growth
area to develop ESG reporting services. This
position still holds true. Over the past 2 years,
sustainability and ESG have gained significant
momentum in the sector, while the challenges
of ESG-related regulations will continue to
require substantial and ongoing budget
allocation by asset servicers.

The integration of ESG in fund products will
likely impact asset servicers’ main activities
and require a large budget share. As asset
servicers continue their digital transformation
journeys and create data capabilities, there is
a clear opportunity to develop ESG reporting
capabilities for their clients. Respondents’
regulatory projects have grown from 60%

in 2021 to 79% in 2023, with ESG and
sustainability critical to this increase.

* Tania Lynn Taylor and Sean Collins, “Ingraining
sustainability in the next era of ESG investing,”

Deloitte Insights, April 5, 2022.

®

What are the asset servicing market’s main challenges today?

Clients expectations for more insights/data
47% ALy 74%

Fee pressures on asset managers feeding back to asset servicers

DALY 67%

Attracting the right talent
47%

Integration of alternative products (PE, RE, infrastructure, debt, etc.) in offering
Removing non-core activities from operating model

20%
Disruption of operating models emerging through digitalization
Integration of sustainable investments
Asset managers market consolidation
New competitors disrupting the value chain (distribution platforms, etc.)
0%
Strategic partnerships and alliances

0%

Priority 1 among asset servicing market's main challenges
. Priority 2 among asset servicing market's main challenges

. Priority 3 among asset servicing market's main challenges

Deloitte asset servicers survey | Results analysis

Average percentage of investment
budget allocated to these activities

15%

Regulatory compliance

Average today

. Average in 5 years

Sixty percent of participants ranked adaptation
to regulatory requirements as a top-three
priority today.

The asset servicing industry’s regulations

are expected to increase, and new rules
driving firms to improve their infrastructure,
transparency and reporting are catalyzing the
sector's development.

As awareness of sustainability and ethical
investing grows, asset servicing companies
must adapt to meet the demand for ESG-
compliant investment options. The sector’s
ESG regulations will continue challenging firms
and require significant investments.
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KEY CHALLENGES AND TRENDS

®

Investors' main ESG expectations

Expect to invest into liquid alternative products

Expect tax neutral investments

Expect to pay high fees only if they get high return or non-financial impacts
27%

Expect to invest in low-cost passive funds

14%

Expect to have access to their portfolio on digital supports in real-time
80%

Expect a seamless and customized investment experience

Priority 1 among asset servicing market's main challenges
. Priority 2 among asset servicing market's main challenges

. Priority 3 among asset servicing market's main challenges
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Service planned for development

Integrate ESG
characteristics in
reporting

Impact investing, which aims to generate socia
or environmental benefits as well as financial
returns, is also growing in popularity as
investors seek to align their investments with
their values.

One of investors' top-three priorities is

to entrust their savings into sustainable
funds. Asset servicing firms are focused on
developing services that can integrate ESG
characteristics into reporting.
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Clients need more support with
SFDR and other ESG regulatory
transitions and reporting

®

Do you support your clients’
transition to SFDR articles 8
and 9 via the production and
dissemination of:

A significant part of the growth in global ESG
assets will be driven by the adoption of the
Sustainable Finance Disclosure Regulation
(SFDR) within the EU. The introduction of
SFDR reporting in March 2021 effectively
created three fund designations, known as
Articles 6, 8, and 9, which are based on the
level that investment managers incorporate
ESG attributes in the investment
decision-making process.

25% Interestingly, while 75% of respondents will
support the production and dissemination of
pre-contractual templates, only 50% plan to
follow suit with periodic templates. There is
clear potential for improvement in asset
Traditional servicers’ ESG reporting capabilities, with
only 62% of respondents covering principal
adverse impacts (PAls) that are part of
pre-contractual and periodic disclosure
templates.

Pre-contractual Periodic European ESG
template template template

. Pure alternatives

of respondents currently of respondents currently of respondents currently
support the pre-contractual support the periodic support the European ESG
template. template. template.
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KEY CHALLENGES AND TRENDS

®

Other ESG indicators
33%

Business/product involvement

67%

43%

wn
o
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Governance

37%

Controversies

75%

Carbon emissions

43%

Sustainability risk
44%

EU Taxonomy and PAl
62%

Other
33%

Traditional

@ rure alternatives

u
N

There is clear room
for improvement
in the sector’s

ESG reporting
capabilities,

with only 62% of

respondents covering
PAls, a part of pre-
contractual and
periodic disclosure
templates.

®

To what extent do you check the ESG restrictions mentioned in the
investment policy?

We do not check ESG restrictions for the time being

We check ESG restrictions based on a pre-approved list of eligible securities

We check ESG restrictions based on the metrics/scores provided by our data
vendor

We check ESG restrictions based on the metrics/scores provided by our clients'

data vendors

Deloitte asset servicers survey | Results analysis

Asset servicers
have different

Swith 25%

of respondents

them at all and
the rest using a
combination of
data vendors and
pre-approved
eligible securities.
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#5 SUSTAINABILITY AND ESG

Asset servicers vary
in their approach
to checking ESG
restrictions on
investment policies

Today, there is no best-in-practice, standard approach
within the industry regarding ESG reporting. As a
result, asset servicers are inconsistent in their scope
when validating the various ESG restrictions on
investment policies.

Itis clear that the industry must define the standard
approach for validating ESG restrictions to support
asset servicers in defining their service offering to their
clients.

The lack of a standardized approach is also because
there is no single source of truth regarding ESG
restriction benchmarks. Until the industry defines this
source, asset servicers will struggle to clearly articulate
their ESG reporting proposition to their clients and
build the requisite capability to support their offering.

Which data provider are you currently relying on?

MSCI

Bloomberg

Sustainalytics

Other

Refinitiv

ISS ESG

Vigeo Eiris

RepRisk

Arabesque

Trucost
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Of the respondents in
the back-office space,

to build ESG data
analysis tools.

The lack of a single source of truth for asset class
benchmarking for ESG reporting is a major challenge
for the industry. Asset servicers are currently using
both internal solutions and external third-party data
providers to assist in building the necessary solutions
for client reporting.

While MSCl and Bloomberg are widely used across the
front office for the core investment process, the sector
is increasingly seeking enhanced specialist ESG data
inputs to help complement and fulfil requirements. Of
our back-office respondents, 44% have delivered or
are planning on developing innovation projects to build
ESG data analysis tools.

There is currently a reliance on multiple data sets to
validate the true benchmark of the underlying asset
class within a portfolio; therefore, ESG reporting will
remain a key challenge until a single source of truth is
created as the industry standard.
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Sixty percent of participants’' headquarters located in EMEA
and 40% in the US

®

Surveyparticipants Ireland UK Luxembourg
headquartered in
six locations

The 15 respondents are headquartered

in Europe and the US and are key market
players in the regions in which they
operate.
us

France Switzerland

®

Split of participants
headquartered in each
location

60% EMEA

France

. Ireland
® «

Switzerland

. Luxembourg

us

60
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Participants represent USD176 trillion of the global market's
combined assets

®

The 15 participants
represent 75% of

the global market's
combined assets under
administration

®

Split of AUA by geographic

area 21% EMEA

Of the overall USD176 trillion of assets,
79% comes from asset servicers
headquartered in the US, who account for
40% of the participants.

79% US
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Participants cover a range of assets as well as asset classes Most participants cover a mix of traditional and alternative
asset classes

® ®

®

Split of participants by Split of participants by Which asset classes do the participants serve
assets range asset class coverage today?
Real estate

100%

Private equity

100%

@ scow 008 Equities
€100B-€5008B . Pure alternative 100%
€500B-€1T Traditional and

. alternative Bonds

100%

Private debt

® ® 80%

T
<
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Exchange traded products

80%

Money market

........
""""""
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.......
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. .
--------
.......
......

......
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67%

Infrastructure

13%

The analysis identified and provided specific

examples where answers differed depending on Hedge funds
the company’s asset class coverage.

Sources:
Monterey Insights, Monterey Ireland Fund Report 2022, February 2023.
Monterey Insights, Monterey Luxembourg Fund Report 2022, February 2023
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Most participants provide a combination of core activities

Deloitte asset servicers survey | Respondents overview

Even for the 40% of participants headquartered in the US,
the European market's strategic importance to global asset
servicers is clear by the EMEA headcount

®

What activities do you perform today?

Transfer agency Today, most asset servicers offer a

100% service for core activities, covering fund
administration, transfer agency, depositary
and custody. Itis rare to specialize in

100% a single service area within the asset
servicing industry.

Fund administration

Depositary/trustee

93%

Custody

80%

Middle office

67%

Investment management

33%

o]

4

®

How many employees do you employ in your
asset servicing division in Europe?

Fifty-seven percent of all respondents and
67% of US-headquartered respondents
employ more than 1,000 employees in

Europe.
25%
. Below 500
@ 500-1,000
25% 1,001-5,000
QOver 5,000
EMEA Total
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For the vast majority, profits have increased per annum

over the past 5 years

®

Revenue

How have your revenues changed per annum over the
past 5 years?

Below-10%  -10%-0% 1%-5% 6%-10% Over 10%

. Pure alternative Traditional and alternative

®

How have your profits changed per annum over the

past 5 years?

-7%

Below-10%  -10%-0% 1%-5% 6%-10% Over 10%

. Pure alternative Traditional and alternative
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What has triggered
this change?

The main drivers for traditional players’ increased profits are
client number gains, service offering expansion and net asset
growth.

Alternatives players have been active in mergers and

acquisitions which, among other things, have driven up their
profits through increased volumes and economies of scale.
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