Scottish Financial Enterprise
Quarterly Survey of Scotland’s Financial Services Industry

Sponsored by Capgemini

Quarter 3, 2007

* n = @® Capgemini

SCOTTISH FINANCIAL ENTERPRISE

CONSULTING.TECHNOLOGY.OUTSOURCING



This survey assesses, on aregular basis, the views of leaders of
financial services businesses based in Scotland

Scottish Financial Enterprise — Q3 2007 Survey

Objectives

To provide a snapshot of the views of financial
services companies based in Scotland

To gain insight into their performance over the last
quarter and how this may change in the next

To show how views differ between sectors

To understand medium and long-term trends in the
industry in Scotland

Quarterly Approach

Survey is undertaken across the Scottish Financial
Enterprise membership base

Questionnaire is issued to all participants at the
end of each quarter

Results are collated and aggregated by Capgemini
for Scottish Financial Enterprise

Findings refer to this and previous quarters’
surveys to measure perceived vs. actual
performance

No weighting is applied to differentiate between
responses received from companies of different
sizes
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Given the current market conditions, business confidence is

remarkablx resilient in the Scottish financial services industrz

Summary results from across Scotland’s financial services industry

Overall business confidence remains stable for most respondents in Q3 2007

General Around one third of responding companies expect increased business confidence for Q4
Bus_lness Over the next 12 months, more than half of respondents believe their prospects will improve whereas only 7% believe that their prospects will decline
Confidence Business confidence has been resilient in light of the current economic and market conditions

. Over half (57%) of the respondents reported that their business volumes have improved compared to Q2, which is 20 percentage points higher than
Business predicted in Q2

Volumes Almost two thirds of respondents reported that their business volumes have improved compared to the same quarter last year

While most respondents expect increased or stable volumes in Q4, almost one in five expect a fall

Just over half of respondents reported that their profit margins were level in comparison to the previous quarter while around one third reported an
Profitability improvement - significantly more than the expectation set in Q2

46% of respondents saw their profit margins increase when compared to twelve months ago

65% of the respondents believe that their profit margins will remain level in Q4

More companies than expected reported turnover growth increases for Scotland, Rest of the UK and the US, while the number of respondents reporting

Geographical growth in turnover from Rest of Europe, Asia and Rest of World was lower than anticipated
Source of Compared to turnover in Q3 2007, the majority of respondents, across all regions, are less optimistic for an increase in turnover in Q4
Business Although turnover from Asia has not experienced a decline during Q3, 17% of respondents expect a fall in turnover from Asia in the next quarter

S 12% of respondents expect a fall in capital expenditure in the next quarter, although no respondents reported reduced capital expenditure during Q3
usiness Almost three quarters (73%) of respondents expect that business investment will remain stable during Q4
Investment R&D spend for Q3 was exactly as forecast in the previous survey, with 88% of respondents keeping investment level and 12% increasing their spend

The majority of sectors reported increased employment levels in Q3 2007, particularly Asset Servicing & Investment Managers
Only 7% of respondents reported a reduction in headcount during Q3, down from 13% in the previous quarter

Employee Levels More than half of the respondents (54%) expect employment levels to remain stable in Q4 2007

Other Factors ‘Other economic factors’ is the main concern for most respondents, with sub-prime issues and dollar weakness specifically stated by some respondents
Affecting Customer confidence and level of demand are particular concerns for the Life and Pensions, Asset Servicing and Investment Management sectors
Business ‘Ability to raise funds’ has decreased as a concern since last quarter, however for the Banks and Building societies sector this is an increasing concern

Competition continues to be a significant factor for respondents in Life and Pensions, Asset Servicing and Investment Management sectors

The majority of respondents are optimistic about their business prospects over the next twelve months

Note: The full extent of sub-prime losses was not evident when this data was collected
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Business confidence is stable for Q4, while most companies
expect prospects to improve in the year ahead

Data on Business Confidence, Volume and Profitability Commentary
General Business Confidence: What is your overall confidence General Business Confidence:
in your company’s business prospects? When comparing business confidence with the previous quarter,
‘ ODUp mLlevel mDown ‘ overall confidence remains stable
@ 100% Around one third (32%) of responding companies expect
& 54% increased business confidence for Q4
\2 E 50% 39% Over the next 12 months, more than half of respondents (54%)
° 2 7% believe their prospects will improve whereas only 7% believe
& 0% that confidence will decline
Q4 2007 12 Month Forecast (to Q4 2008)
Volume: Excluding seasonal variations, how would you rate the Volume:
level of business? 57% of respondents reported that their business volumes have
, 100% ‘ OUp mlevel mDown ‘ improved in Q3, which is 20 percentage points higher than
|5 57% 64% predicted in the Q2 survey
5T 50% 43% 399 64% of the respondents reported that their business volumes
s g 2% 286 o 8% have increased compared to the same quarter last year
§ l While most respondents expect increased or stable volumes in
0% Q4, almost one in five anticipate a fall
Q32007 vs. Q2 2007 Q3 2007 vs. Q32006 Q4 2007 Forecast
Profitability: How would you rate your margin? Profitability:
‘ OUp ®Level mDown ‘ Arognd one third qf respondents saw an improvements to their
profit margins, which was 24 percentage points more than the
o 100% expectation set in Q2
-~ c 4% 65% Almost half of the respondents (46%) have reported that their
° 2 50% 35% profit margins have increased in Q3 2007
2 § % 65% of the respondents believe that their profit margins will
g 0% remain steady in the next quarter
Q32007 vs. Q2 2007 Q3 2007 vs. Q32006 Q4 2007 Forecast
Q4 volume and profit forecasts are improving or stable for most respondents, however over the next
guarter more respondents than in the previous quarter expect a decline for both of these measures
Note: Survey date was collected in October 2007, before the full extent of sub-prime losses were evident Note: Percentages may not add up to 100% due to rounding
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The number of respondents reporting an increase in turnover was

higher than forecast in three of the six regions

Q3 2007 Source of Turnover

Expected Q4 2007 Source of Turnover

How would you rate your turnover from each of the following countries in
the previous quarter?

Q3 2007 Forecast Q3 2007 Actual
(From Q2 2007 Surve)o/) % e e 0% o6 0%
L00% 4% 4% 0% 0% 0% 100% ]
(1] —
80% 80%
60% 64% 60% g0
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20% | |3md  laoed  [*™ s 20% | |saed  [42%  |36% 43
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& < &
‘ o Up m Level 0 Down ‘ o Up m Level 0 Down ‘

Compared to Q2, more companies than expected reported turnover growth increases from
Scotland, Rest of the UK and the US

The number of respondents reporting growth in turnover from Rest of Europe, Asia and Rest of
World was lower than anticipated

While one fifth of respondents predicted a decline in turnover from the US in Q2, no companies
reported a fall, with 71% reporting an increase in turnover from the US for Q3

In line with expectations from Q2, no respondents saw a fall in turnover growth from Asia or Rest of
World for Q3 2007

What change do you expect to see this
quarter?

100% 4% 8% 9% 0% 7% 0%
(1] —
80%
60%
60% ‘
40%
20% - (36% 40% 45% 33 33% on
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& & &
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Compared to the number of respondents
reporting increased turnover levels in Q3
2007, the majority of respondents are less
optimistic across all regions for increased
turnover in Q4

Although there was no reported reduction in
turnover from Asia in Q3, the Q4 outlook is
quite mixed

None of the respondents forecast a decrease
in turnover in the US, which is in line with Q3

Although the number of respondents reporting reduced turnover from Asia has not increased in Q3, only
33% are now expecting an increase in turnover from Asia in Q4, versus a forecast of 83% in the Q2 survey

Note: Percentages may not add up to 100% due to rounding
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The majority of respondents continue to report stable business
iInvestment and R&D spend for Q3 2007

Data on Business Investment, R&D and Employment Levels Commentary
Business Investment: How would you rate your levels of Business Investment:
capital expenditure? 12% of respondents are expecting a fall in capital expenditur_e in the
OUp mLlevel mDown next quarter, although no respondents reported reduced capital

2 100% 78% expenditure during Q3
_5 73% 73% of the respondents expect that business investment will remain
S % 50% stable during Q4
T a 2% 5% 2% In Q3, 22% of the respondents reported an increase in business

& 0% 0% investment, which was similar to the previous survey

0 -+
Q3 2007 vs. Q2 2007 Q4 2007 Forecast
Research & Development (R&D): How would you rate your
R&D spend? Uo mLevel m Do
‘ @'v Wieve mbown Research and Development:
R&D spend for Q3 was exactly as forecast in the previous survey, with

@ 100% 88% 4% 88% of respondents keeping investment level and 12% increasing their
‘s E spend
g S 50% Going forward, none of the respondents anticipate a decrease in their

< ©% 0% 0% 0% R&D spend in Q4, while 16% of respondents expect increased spend,

¢ 0% - up four percentage points on Q3

Q32007 vs. Q2 2007 Q4 2007 Forecast

Employment Levels: Excluding seasonal variations, how does

your headcount compare with the previous quarter?
Employment Levels:

" 100% \ OUp mlevel mDown ‘ The majority of the respondents reported increased or level
- 5 6 46% 54% employment levels for Q3
e 5 50% 39% Only 7% of respondents reported a reduction in headcount during the
§ . 7% . 7% third quarter, down from 13% in the previous survey
A More than half of the respondents (54%) forecast employment levels to
Q3 2007 vs. Q2 2007 Q4 2007 Forecast remain level in Q4 2007

Most respondents anticipate steady or increasing employment levels during Q4 2007

Note: Percentages may not add up to 100% due to rounding
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‘Other economic factors’ is now citied as the main concern by

almost all resEondents for Iimiting business deveIoEment

Factors Perceived to Limit Development / Adversely Affecting Business in the

Next 12 Months Chm S
Which of the foIIowing are |I|(E|y to limit your abl'lty to dEVE|Op your business in ‘Other economic factors’ is now the main concern
the next 12 months? for most companies, with respondent comments
including:
%Zeszggzses “The effect of the sub-prime issues in the
(average— 5806 64% 68% 85% 32% 5206 23% 16% 24% marketplace are |Ik$|y to continue to effect us
47%) for the next quarter

“US Dollar weakness is hitting profit margins”

100% 7 930 )
Customer confidence, level of demand, and

85% statutory legislation and regulation are all
80% 7% 74% increasing concerns for respondents this quarter
when compared to Q2
Customer confidence and level of demand is of
60% - 5206 particular concern to the Life and Pensions,
48% Asset Servicing and Investment Management
sectors
40% -
930 306 The ability to raise fgnd;, which was an increasing
concern for companies in the previous two
20% + surveys, has decreased significantly during Q3,
8% however it continues to be a concern for the
0% majority of Banks and Building society respondents
0 4 T T T T

Q3 2007
Responses (average— 57%)

F

Q = o =3 k] pr — O (%] o
5 £ g g % >855 5E % 5§ . 8 The top concern from the previous survey,
§ E ‘2 2 g g § % g %‘g - § ‘g 5 § % s e § competition, (_:ontlnugs to be a S|gn|f|cant factor for
g 8 o8 5 8 & z g £2n T £ ® T g Z 2 respondents in the Life and Pensions, Asset
g % o ze s 2 g £ Servicing and Investment Management sectors

- ‘5_ =

Note: multiple responses allowed

The wider economic conditions are likely to be the main concern for most respondents going forward in
2008

Note: Percentages may not add up to 100% due to rounding
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While most respondents report steady confidence in business
rospects for Q4 the findings within each sector are quite mixed

What is your overall confidence in your company’s business prospects?

Overall Market View

100% ‘ OUp mLevel mDown ‘
54% 54%
50% 3204 39%
4% 70
0%
Q4 2007 12 Month Forecast (to Q4 2008)
Banks and Building Societies General Insurance, Life Assurance and Pensions
‘ OUp mlevel mDown ‘ 100%
100% 100% 'OUp mlevel mDown|
60% 60%
50%  50%
50% 40% 50%
20%  20%
0% 0% 0% 0%
0% 0% - \
Q4 2007 12 Month Forecast (to Q4 2008) Q4 2007 12 Month Forecast (to Q4 2008)
Asset Servicing Investment Managers
‘ oDUp mLevel lDown‘ ‘DUD ® Level IDOWF“
100%
100% 63%
60%
50% 40%  40% 40% 50% gD o5 o5
20% ° 8% ’
h 0%
0% 0%
Q4 2007 12 Month Forecast (to Q4 2008) Q4 2007 12 Month Forecast (to Q4 2008)

The year ahead outlook is generally positive for most sectors, however views are more polarised among
Investment Management respondents

Note: Percentages may not add up to 100% due to rounding
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The majority of respondents report increased business levels
since the last quarter

How do you rate the level of business?

Overall Market View

100% ‘ mUp mLevel mDown ‘
64%
57%
50% 43% 39%
29% 0
1% 220 104 . B%
0%
Q32007 vs. Q22007 Q32007 vs. Q32006 Q4 2007 Forecast
Banks and Building Societies DUp mlevel mDown General Insurance, Life Assurance and Pensions

100%

50%

0%

80%

20%

0%

80%

20%
0%

80%

20%

Q3 2007 vs. Q2 2007 Q3 2007 vs. Q3 2006

Asset Servicing

Q4 2007 Forecast

100%

50%

0%

75%

Q3 2007 vs. Q2 2007

‘D Up @ Level m Down

75%

75%

25%

0%

Q32007 vs. Q3 2006

Q4 2007 Forecast

‘D Up m Level m Down ‘ Investment Managers DUp mLevel mDown
100% - o
75%
100%
60% 60% 60% 50%
50% 40% 40% 50% 1 38%
20% 20% B%  1B% B%
0% 0% 0% o 0%
0 T %)

Q32007 vs. Q2 2007 Q32007 vs. Q3 2006 Q4 2007 Forecast

Q32007 vs. Q2 2007

Q3 2007 vs. Q3 2006

Q4 2007 Forecast

With the exception of a minority of respondents within the Investment Management and Banks and Building
Society sectors, respondents expect increasing or level business volumes in Q4 2007

Note: Percentages may not add up to 100% due to rounding
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Most respondents have experienced steady or increased profit
margins since the last quarter

How do you rate your profit margins?

Overall Market View

‘ OUp mLevel mDown ‘
100%

65%

54%
50% 35%
2%
0%

Q3 2007 vs. Q2 2007 Q32007 vs. Q32006 Q4 2007 Forecast

General Insurance, Life Assurance and Pensions
@ Up m Level m Dow n

Banks and Building Societies OUp mLlevel mDown ‘

0, 0,
100% 100% 100%
67%
50% 40% [l 50% 33% 33% 33% 33%
20% 20%
0% : 0% : :
Q32007 vs. Q22007 Q32007 vs. Q32006 Q4 2007 Forecast Q32007 vs. Q2 2007 Q32007 vs. Q32006 Q4 2007 Forecast
Asset Servicing Investment Managers OUp mLlevel mDown

100%

OUp mlLevel mDown 75%

63% 63%
100%
50% 0
50% 50% 50% 50% 38% . o
50% 25% 25%
25% 25%
14%
0%
0% 0% - : 0/ B

Q32007 vs. Q2 2007 Q3 2007 vs. Q3 2006 Q4 2007 Forecast Q32007 vs. Q22007 Q3 2007 vs. Q3 2006 Q4 2007 Forecast

Profitability is expected to be broadly stable for most respondents in Q4, while Banks and Building
Societies are the most optimistic about improved margins

Note: Percentages may not add up to 100% due to rounding
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Most respondents reported increased employment levels in Q3

2007, Earticularlx for Asset Servicing & Investment Management

How would you rate employment levels?

Overall Market View

100% ‘D Up @ Level m Down ‘

S0 46%  46% 54%
0

39%
. % . %
0%

Q3 2007 vs. Q2 2007 Q4 2007 Forecast
Banks and Building Societies General Insurance, Life Assurance and Pensions
OUp mLlevel mDown
OUp mLevel mDown ‘ 100% P
100% 80% 80% s

50% 50%

0% 0%

Q32007 vs. Q2 2007 Q4 2007 Forecast Q3 2007 vs. Q2 2007 Q4 2007 Forecast
Asset Servicing Investment Managers ‘ DUp mlevel mDown ‘
‘ OUp mlLevel mDown ‘
100%
100% ° ] .
60% 0% 63% 63%
50% 40% 40% 50% 38% 38%
0% 0% -
Q3 2007 vs. Q2 2007 Q4 2007 Forecast Q3 2007 vs. Q2 2007 Q4 2007 Forecast

Banks and Building Societies and Life and Pensions respondents forecast largely stable employment for
Q4 while more Investment Managers and Asset Servicing respondents expect an increase

Note: Percentages may not add up to 100% due to rounding

Scottish Financial Enterprise Quarterly Survey of Scotland’s Financial Services Industry sponsored by Capgemini, Q3 2007 -10 -



	Scottish Financial EnterpriseQuarterly Survey of Scotland’s Financial Services IndustrySponsored by Capgemini
	This survey assesses, on a regular basis, the views of leaders of financial services businesses based in Scotland
	Given the current market conditions, business confidence is remarkably resilient in the Scottish financial services industry
	Business confidence is stable for Q4, while most companies expect prospects to improve in the year ahead
	The number of respondents reporting an increase in turnover was higher than forecast in three of the six regions
	The majority of respondents continue to report stable business investment and R&D spend for Q3 2007
	‘Other economic factors’ is now citied as the main concern by almost all respondents for limiting business development
	While most respondents report steady confidence in business prospects for Q4 the findings within each sector are quite mixed
	The majority of respondents report increased business levels since the last quarter
	
	Most respondents reported increased employment levels in Q3 2007, particularly for Asset Servicing & Investment Management

