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INTRODUCTION AND WELCOME

Dear Reader,
We are delighted to present this comprehensive guide to setting up a family
office and best practices within the sector. Entitled The Family Office Dynamic:
Pathway to Successful Family and Wealth Management, this report is
published in two parts.
The First Part deals with issues concerning the structural aspects of a family
office; the Second Part deals with issues that affect how well-run a family
office can be. Collectively, they provide a framework for considering whether to
establish, or restructure, a family office.

(TCPEGUEQFG(GTTCTK
Managing Director and Head of
Private Banking Asia Pacific
Credit Suisse

A large number of family offices have been set up over the last ten years
all over the world. The common triggers for establishing a family office
include: solving family conflicts; ensuring that wealth is transferred to future
generations; preserving family wealth; consolidating assets; dealing with a
sudden influx of liquidity; and increasing wealth management efficiency. Family
offices have also gained prominence because of wealth-holding families’
desires for greater control over their investments and fiduciary affairs, as well
as lifestyle management.
Indeed, this desire for control has gained even more resonance since the
financial crisis. More families are now taking control of their financial affairs in
order to allay concerns about external providers of products and services. As
wealth grows, particularly in the emerging markets, there is little doubt that
family offices will play an even bigger role in the management of substantial
wealth in the years ahead.
This paper is designed to provide guidance to families considering setting up a
family office. Such families may include business families who wish to separate
their family wealth and assets from the operating business. In Asia Pacific
alone, the Credit Suisse Emerging Market Research Institute has found that
business families have direct or indirect shareholdings of at least 20% of almost
1,500 listed companies with market capitalizations exceeding US$500 million.
We are mindful of the many more family businesses that are unlisted and
private, and also the many successful entrepreneurs looking to structure liquidity
gained from a profitable sale in order to further grow and preserve their wealth.
Family offices are complex organizations that require a deep knowledge – not
just of investment variables, but a host of other factors.
Credit Suisse has had the privilege of serving many of the world’s wealthiest
families since 1856. Our considerable experience of advising and supporting
our clients with their private banking needs is illustrated in this publication,
together with the insights and expertise of the family office experts at Ernst &
Young and the Center for Family Business HSG at the University of St. Gallen
in Switzerland.
We hope that you will find this report helpful and illuminating as you plot your
family’s future path.
Introduction and Welcome
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DETERMINING SERVICING PRIORITIES:
THE MAKE-OR-BUY DILEMMA

'XGPVJGDKIIGUVHCOKN[QHHKEGKPVGTOUQHCUUGVUWPFGTOCPCIGOGPVYKNNPGGFVQ
CUUGUUYJGVJGTQTPQVVQQWVUQWTEGUGTXKEGU1WVUQWTEKPIEGTVCKPUGTXKEGUECPDG
DGPGHKEKCNHTQOCEQUVGHHKEKGPE[CPFMPQYJQYRGTURGEVKXGQHHGTKPICFXCPVCIGUVQ
HCOKN[QHHKEGUVJCVKPENWFG
Reduced costs and overheads, and improved staff
productivity.
Economies of scale, particularly for high-value
professional services, thus enabling lower prices
for related services.
The benefits of objective advice from experienced
professionals who possess specialized skills.
Help with defending the family office’s regulatory
independence when outsourcing investment
management, by allowing investment decisions to
be made by external providers.
Due diligence and continuous monitoring can be
carried out by the directors of the family office to
ensure performance and security against risk.
On the other hand, a number of key services are
usually kept in-house. The advantages of this are
mostly related to confidentiality and the independence
of the family office, and include:
Higher levels of confidentiality and privacy.
Assurance of independent and trusted advice.
Consolidated management of family wealth.
Development of skills specifically tailored to the
family’s needs.
Greater and more direct family control over its
wealth.
Keeping investment knowledge within the family.
Assurance of optimal goal agreement, along with
the avoidance of conflicts of interest with external
providers.
Given these considerations, it is crucial to obtain
the right balance and to identify those services best
suited for management in-house. Many factors
involved in the make-or-buy decision are specific to
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the setup chosen for the family office, in particular:
The size of the family and how many family
members want to use the family office.
The net worth and complexity of the family wealth.
The family’s geographical spread.
The variety of assets, both liquid and illiquid,
under management.
The existence of a family business and the link
between this and private wealth management.
The skills and qualifications of family members.
The importance of confidentiality and privacy.
The consideration of whether the family office
should be a cost or a profit center.
This variety of factors highlights how vitally important
it is for the family to clearly determine its expectations
and address key questions prior to creating the
business plan for the family office. These include
priorities setting and scope definition for the services
to be offered from the family office:
Who should be the beneficiaries of the family
office and what is the overall strategy of the family
to secure and expand its wealth over generations?
Is the family’s priority traditional asset
management of liquid funds, with or without a
portfolio of direct entrepreneurial investments?
And where does philanthropy fit into the mix,
if at all?
Should the family office act as the asset manager
for all family members, or should it just be an
adviser for some specific services to selected
family members?
Is the family office’s core task that of a financial
adviser, or more that of an educational facilitator
for the next generation of family members?

Although the make-or-buy decision must be based on the specific setup of the family office, some general
considerations can help to determine the optimal solution. Best practices are based on the goal of obtaining the
most effective services in an efficient way and avoiding potential operational risks:

(KIWTG-G[FGVGTOKPCPVUQHVJGOCMGQTDW[FGEKUKQP

5QWTEG';(COKN[1HƟEG5GTXKEGU

%QUVCPFDWFIGV

Escalating costs can pose a serious challenge to family offices. Clearly it
is unreasonable to in-source the whole range of potential services without
considering the economic benefits. Appointing an outside provider can ensure
quality and possibly cost savings, as the family office may benefit from economies
of scale.

'ZRGTVKUG

The priority services as defined by the family will most likely be covered in-house
in order to ensure independent expert advice to the family. However, the family
office may gain from outsourcing certain selected services that require specific
expertise.

4GIWNCVQT[
TGUVTKEVKQPU

A family office should consider all regulations, depending on its distinct legal
structure. In the absence of professional management, a family office runs the
risk of serious fallout from negative publicity. Legal action could also be costly and
harmful to reputations.

6GEJPQNQI[CPF
KPHTCUVTWEVWTG

The technology employed by an external provider can serve the family office
effectively. Buying in these services has become even more of a priority as
financial operations become more complex.

%QORNGZKV[

If the family’s assets are substantial and complex, the family office will have to
hire more staff or outsource services. At the same time, in-house decisions on
all matters have to be final – so internal staff must maintain the ultimate overview
and decision-making process.

&CVCEQPHKFGPVKCNKV[

If confidentiality is a prerequisite, then services where this is a priority should be
brought in-house. Non-critical systems and infrastructure can be outsourced.

Determining Servicing Priorities: The Make-or-Buy Dilemma
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6JGVTCFKVKQPCNOQFGN
Typically, financial planning services, asset allocation, risk management, manager selection, and financial
accounting and reporting services tend to be provided in-house. Global custody, alternative investments and
private equity, and tax and legal services are often outsourced.
However, families should be aware that the greater the level of outsourcing, the less direct influence the family will
have over the decision-making process within the family office, and the less exclusive the products and services
will be. Figure 2 provides an overview of selected family office services, which can be categorized as in-house or
outsourced based on market analysis.

(KIWTG(COKN[QHƟEGUGTXKEGUKPJQWUGQTQWVUQWTEGF

5QWTEG';(COKN[1HƟEG5GTXKEGU

(COKN[QHHKEGUGTXKEGU
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6[RGQHUGTXKEGU

5GTXKEG
ECVGIQT[

+PJQWUG

1WVUQWTEGF

Investment
management and
asset allocation

Financial
planning

Basic financial planning and
asset allocation decisions
should be provided in-house

The more complex, specialized
and diverse assets make
outsourcing a practical option

Tax and legal
advisory

Advisory

Selectively done in-house

Often outsourced to a trusted
adviser to ensure state-of-theart quality services

Reporting and record
keeping

Governance

Record keeping and
documentation demand
confidentiality and so this
should ideally be done in-house

Basic reporting tools and
software may be provided
externally

Philanthropic
management

Financial
planning

In-house expertise should serve
to assist with philanthropic
activities

Setting up a foundation and
related activities is often
outsourced to a consultancy

Compliance and
regulatory assistance

Advisory

A large family office might
require full-time legal and
accountancy expertise

In general, full-time legal staff
will be an unnecessary and
costly addition to family offices
that are not large enough to
require them. Such staff can be
outsourced when needed

Risk management
and insurance
services

Advisory

Some risk management skills
should be provided in-house, in
order to ensure ultimate peace
of mind

Can be outsourced as external
risk and insurance professionals
can offer trusted expert advice
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(COKN[QHHKEGUGTXKEGU
6[RGQHUGTXKEGU

5GTXKEG
ECVGIQT[

+PJQWUG

1WVUQWTEGF

Life management
and budgeting

Financial
planning

Should be done in-house if
information confidentiality is a
primary criterion

Only specialized services would
tend to be brought in-house;
less specialized services can be
outsourced

Training and
education

Strategic
aspects

Can be done in-house, as
identifying suitable options for
education is by its nature an
internal process

Can be outsourced if expert
opinion on higher education
is required for training and
development

Business advisory

Strategic
aspects

Often the general counsel
or the finance director of the
family business is involved in
the setup of the family office

The services of an external
expert can offer a competitive
edge

Estate and wealth
transfer

Strategic
aspects

In-house expertise is required
as data confidentiality is vital

The family can consult external
legal advisers on procedural and
legal issues

Administrative
services

Governance

Administrative services require
daily monitoring and so can
be done in-house. Here,
outsourcing could lead to
greater costs

$GPGHKVUQHKPJQWUG
Highest level of confidentiality and privacy.
Independent and trusted advice to family is
ensured.
Total and consolidated management of family
wealth.
Family office can develop distinct skills,
specifically tailored to the family’s needs.
Greater and more direct family control over its
wealth.
Keeps investment knowledge within the family.
Ensures optimal goal agreement and avoids any
conflicts of interest with external providers.

$GPGHKVUQHQWVUQWTEKPI
Helps a family office reduce costs and overheads,
helps with staff productivity.
Helps deliver economies of scale, particularly
when it comes to high-value professional services,
thus enabling lower prices for related services.
Offers the benefit of objective advice from
experienced professionals who possess
specialized skills.
Outsourcing investment management may help a
family office defend its regulatory independence
by allowing investment decisions to be made by
external providers.
Suggests less direct control, which implies due
diligence and continuous monitoring can be
carried out by the directors of the family office to
ensure performance and security against risk.
Determining Servicing Priorities: The Make-or-Buy Dilemma
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6QQWVUQWTEGQTPQVVQQWVUQWTEG
VJCVKUVJGSWGUVKQP
By Daniel Goldstein, Independent Family Office Advisor, October 2013
There are several approaches to answering
the question of whether to outsource or not.
Unfortunately and unhelpfully, the answer is often:
“it depends.”
There is the important consideration of comparing
existing in-house capacity to available outsourced
resources, and measuring cost, quality and
timeliness of service. There are also other factors
to evaluate, such as confidentiality, where data will
reside, availability of consultation (24/7 or during
regular business hours), time zones, geographical
differences, and cultural sensitivities. This case study
focuses on the specific issue of whether to build new
internal capacity to meet an unmet need, or look to
outsourced resources to fulfill that role.
Any consideration of this issue must begin with the
initial objectives. There are many questions that need
to be asked, including: should in-house staff perform
the asset allocation and stock selection for a family’s
investment portfolio? If the objective of the family
office is to build an investment business, particularly
if that objective extends to offering services for
a fee to third-party clients – either as an MFO or
as an investment boutique – then the decision on
whether to build in-house capacity or to outsource
should be determined by the overall business plan
of the investment business. If, instead, the family
office is looking to construct a simple, lean, strategic
investment portfolio that will not become a core
operating business, then the decision will be very
different.
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There are several key points to consider in making
these decisions, including:

 6KOGEQUVSWCNKV[
There is little to add to the obvious consideration of
time-cost-quality, except to emphasize that family
offices are intended to manage significant wealth over
multi-generational time horizons. Too many times,
short-term cost considerations are far too influential in
determining long-term goals. The cheapest up-front
costs do not necessarily translate into a longer-term
loss, but this certainly should be considered. Cost
is a function not only of the up-front fee, but also of
the total cost that will be seen in future years and in
the future possible outcomes of immediate decisions.
An up-front investment to either build in-house
capacity or obtain higher quality (and more expensive)
outsourced resources may well translate into a lower
long-term total cost.

 8CNWGQHVJGHWPEVKQP
There can be the temptation within family offices to
give low value tasks to highly paid staff. Family offices
tend to be dynamic, but relationships often get in the
way of the professional process, particularly when
there is a very strong family principal – or a group of
very strong principals. Because there is a relationship
of great trust and social closeness between family
principals and senior staff, family principals may call
on those senior staff to take care of personal favors.
This may not be the best use, and certainly not the

most economically efficient use, of that person’s time.
Applying cost-benefit analysis to a family office does
not always work.
In this case, the benefit to the principal might be the
assurance that the task will be completed as wished
because it is entrusted to a senior staff member. The
senior member of staff might see this as another way
to prove reliability and thereby further cementing his
or her relationship with the family principal. There
can be great value to both parties in not outsourcing
these requests, but there can also be a great danger
if the senior member of staff becomes effectively an
overpaid personal valet.

 4GRGVKVKQPQHVJGHWPEVKQP
A function that is performed on an irregular basis
and requires detailed or technical know-how is most
appropriately performed by contracting outsourced
resources, rather than hiring in-house staff. For
example, the onetime registration of a corporate
entity in a foreign jurisdiction, with subsequent annual
renewals and administrative submissions, would be
better performed by contracting with a specialist
rather than doing it in-house. Depending on the
complexity of the process, and the importance of the
consequences, existing staff might learn from the
outsourced resource how to take over this annual
function.
At the other extreme is the example of daily ongoing
journal entries to an accounting system. The timecost-quality evaluation of this function may show that
it is better served by in-house staff, particularly as
they will be trained to the standards and culture of the
family office, and be available in the manner and at
the times desired by the family principals.

 .KMGNKJQQFQHEJCPIG
Family offices are family businesses. All but a
few family offices tend to be small, typically with
close relationships between employees and family
members. When functions change, it is often
necessary to change resources. When these
resources are in-house members of staff, this
means either having to rewrite job descriptions or cut
jobs. Contracting the most appropriate outsourced
resource permits change without having to either
re-assign staff or sack them. Simply put, excellent
partnerships can be built with outsourced resources
and terminated or not renewed as and when required,
without the moral or ethical consideration necessarily
involved in close employer-employee relationships
within a small family business.

 1VJGTGZVGTPCNHCEVQTU
As mentioned, not all family office in-house or
outsource decisions can be made by cost-benefit
analysis – other factors come into consideration. For
example, privacy and personal security are factors
to take into consideration when determining whether
to outsource travel arrangements or have an inhouse personal assistant take care of them. On-call
availability may be a consideration in determining
whether to outsource IT and domestic staff functions.
The best solution will depend on the objective of the
person who will measure the outcome. Ultimately, this
may be what determines whether or not outsourcing
is the best solution.

Determining Servicing Priorities: The Make-or-Buy Dilemma
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5GNGEVKPIVJGDCPMKPIRCTVPGT
In parallel to the make-or-buy decision, a fundamental choice to be made when setting up a family office is the
selection of the banking partner. Banking institutions offer IT platform solutions and advice of critical importance,
even to larger family offices that conduct most activities in-house.
The range of services offered by a banking institution to family offices usually depends on its size, business
model and international presence. Smaller banks often focus on advisory and asset management, while large
universal banking institutions can offer a wider range of services given their international platform and experience
with institutional clients.
Most family offices chose one lead banking partner. In addition to the lead bank, two to three additional
institutions may be selected for risk diversification purposes or to meet specific needs. Services and solutions
offered are listed in figure 3 and 4, which also provide an assessment of the service criticality for family offices.

Source: Credit Suisse, 2013

(KIWTG5GTXKEGUCPFUQNWVKQPU
5GTXKEGUCPFUQNWVKQPU
Wealth planning

'ZVGPFGF
QHHGTKPID[
WPKXGTUCN
DCPMU

$CUKE
UGTXKEGU
QHHGTGFD[
HKPCPEKCN
KPUVKVWVKQPU
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Private label funds
Trust solutions
Family solutions

Comprehensive
financial advice

Wealth management

Trading and execution

Lending

Research
Social responsible
investment and
philanthropy
Customized
mandates

Prime services/
brokerage
24h execution

Special lending
and structured
lending solutions

Basic banking
services
Investment and
trading advisory
Discretionary
mandates

Brokerage/trade
execution

Real estate
financing

CREDIT SUISSE Private Banking

Lombard lending

Capital transaction
Corporate finance
Exclusive
investment
opportunities

Custody and platforms
International
booking platforms
Global custody
Advanced
execution tools

Online tools

Source: Credit Suisse, 2013

(KIWTG$CUKEUGTXKEGUQHHGTGFD[VJG
OCLQTKV[QHƟPCPEKCNKPUVKVWVKQPU
$CUKEUGTXKEGU
5GTXKEG
ENWUVGT

5GTXKEG

&GUETKRVKQP

%TKVKECNKV[

Wealth planning

Comprehensive
financial advice

Comprehensive financial planning
and advice on asset management
and on current and future liabilities

Depends on the setup and
needs of the family office

Wealth
management

Basic banking
services

Core banking products necessary
for day-to-day banking, e.g. current
and safekeeping accounts, credit
cards, payments

Depends on the setup and
needs of the family office

Investment and
trading advisory

Proactive advisory to support
implementation of investment
philosophy, usually covering all
asset classes and both strategic
as well as opportunistic investment
opportunities

Advisory services are usually
leveraged by the family office to
generate investment ideas and
obtain second opinions

Discretionary
mandates

Asset allocation and portfolio
management solutions, from
multi-asset class to single class
discretionary mandates

A critical service provided by
banking institutions

Trading and
execution

Brokerage/
trade execution

Access to financial markets and
execution of trading orders

A critical service provided by
banking institutions

Lending

Real estate
financing

Financing of residential or
commercial real estate

A critical service provided by
banking institutions

Securities
based lending

Lending against a diversified
portfolio to re-invest or meet
external cash needs without selling
existing assets

A securities based lending
critical service provided by
banking institutions

Online tools

Online functionalities and platforms
that provide access to banking
services, e.g. transaction platforms,
access to research, and reporting
tools

A critical service provided by
banking institutions

Custody
and platforms

Determining Servicing Priorities: The Make-or-Buy Dilemma
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In addition to the private banking services mentioned above, universal banks also offer additional capabilities.
These include reporting, advisory or platform services typically provided to hedge funds, pension funds or
corporate clients.

Source: Credit Suisse, 2013

(KIWTG'ZVGPFGFQHHGTKPIUD[WPKXGTUCNDCPMU
'ZVGPFGFQHHGTKPIU
5GTXKEG
ENWUVGT

5GTXKEG

&GUETKRVKQP

%TKVKECNKV[

Wealth planning

Private label
funds

Establishment of customized and
regulated investment vehicles,
designed to manage one or more
sizeable and complex portfolios of
bankable and certain non-bankable
assets

Depends on the structure
chosen for the management of
the investment portfolio

Trust solutions

Succession and wealth planning
solutions to protect the family
fortune and ensure transfer to the
next generation

Depends on the family’s needs

Family solutions

Establishment of family governance
as an instrument to strengthen
the family’s value system and
successfully manage the family
fortune

Especially relevant during the
setup phase of a family office

Research

Publications and/or reports with
different time horizons (from
strategic views to tactical advice)
and asset class focus

Research papers and reports
are an important source of
information for family offices

Socially
responsible
investment and
philanthropy
services

Advisory and sourcing of solutions
to support social, ecological,
cultural, and other philanthropic
projects or to structure the
investment portfolio according to
sustainability principles

Opportunities for responsible
investments and philanthropic
activities are usually
appreciated, especially if knowhow is not available in-house

Customized
mandates

Customized discretionary solutions
to address the investment needs of
the family office

Depends on the investment
needs of the family office

Wealth
management
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'ZVGPFGFQHHGTKPIUD[WPKXGTUCNDCPMU
5GTXKEG
ENWUVGT

5GTXKEG

&GUETKRVKQP

%TKVKECNKV[

Trading and
execution

Prime services/
brokerage

A bundled package of value-added
services tailored to the needs of
funds, including financing and
asset-based lending on a broad
range of asset classes, as well as
reporting and risk management
services

A critical service for large family
offices

24-hour
execution

24-hour global access to the
trading floor

A critical service provided by
banking institutions

Lending

Special lending
and structured
lending
solutions

Tailor-made financing solutions to
purchase specific assets or finance
illiquid or highly concentrated
portfolios, e.g. ship and aviation
finance, single stock lending

A critical service provided by
banking institutions

Capital
transactions

Corporate
finance

Advisory services on corporate
transactions and financing

Depends on the investment
portfolio and need for
transaction services

Exclusive
investment
opportunities

Sourcing and matching of exclusive
investment opportunities, from
equity/debt private placements
to less conventional investment
solutions

Banking institutions’ networks
are critical for identifying
appropriate investment
opportunities

International
booking
platforms

Opportunity to ensure regional
diversification by booking bankable
assets at different booking centers
worldwide

A critical service provided by
banking institutions

Global custody

Consolidation of all bankable assets
managed by different providers in
one view, including comprehensive
investment reporting and risk
management

A critical service provided by
banking institutions

Advanced
execution tools

Algorithmic trading solutions and
tools

Depends on the trading needs
of the family office

Custody and
platforms

Determining Servicing Priorities: The Make-or-Buy Dilemma
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Given the crucial role played by the banking partner,
the selection process must be conducted very
carefully on the basis of pre-defined criteria, and
with the involvement of the family. The family office
typically seeks contact with various providers and
sends a Request For Proposal (RFP) to assess the
bank’s services and expertise. Key criteria include:
 5GTXKEGUCPFUQNWVKQPU
The lead banking partner should be able to
provide all the key services needed by the family
office as a single source.
 -PQYJQY
The lead banking institution often serves as a
sparring partner and adviser to the family office.
Choosing an experienced banking partner,
ideally with dedicated SFO experts, is therefore
essential, and can have a considerable impact on
the family office’s performance and service to the
family.
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 +6RNCVHQTO
Most critical services provided by banking
institutions to family offices are IT-related. The
ability to provide global banking platforms, highly
sophisticated execution solutions, and real-time
reporting in a cost-efficient way are critical
selection criteria when identifying the lead banking
partner. It is particularly important to select a firm
offering broad and deep reporting capabilities
across all assets, including those held by different
custodians.
%CRKVCNK\CVKQPCPFTGRWVCVKQP
In the aftermath of the subprime financial crisis,
clients have become increasingly sensitive to the
capitalization and risk profile of banks. Providers
with a strong capital base and consistent
financial performance are to be preferred when
selecting a custodian for the family’s assets. An
additional key concern for wealthy families is
confidentiality, as any information leakage could
lead to undesired press coverage and reputational
damage.

THE INTERNAL-EXTERNAL
CONFLICT

1PGQHVJGDKIIGUVEQPHNKEVUVJCVECPCTKUGYKVJKPCHCOKN[QHHKEGKUVJCVDGVYGGPVJG
HCOKN[QTHCOKNKGUVJCVQYPVJGYGCNVJ VJGRTKPEKRCNU CPFVJGHWPFOCPCIGTUCPF
GZVGTPCNRTQXKFGTU VJGCIGPVU 6JG%TGFKV5WKUUG(COKN[$WUKPGUU5WTXG[ KPFKECVGU
VJCVHCOKN[DWUKPGUUGUCTGPQVPGYVQUWEJEQPHNKEVDGVYGGPRTKPEKRCNUCPFCIGPVU
YKVJHCOKNKGUV[RKECNN[GPEQWPVGTKPIUWEJRTQDNGOUCUVJGKTDWUKPGUUFGXGNQRU
$WVEQPEGTPUCDQWVVGPUKQPDGVYGGPRTKPEKRCNUCPFCIGPVUKPHCOKN[QHHKEGUDTKPI
YKVJVJGOKUUWGUVJCVCTGWPKSWGVQFGNGICVGFCUUGVOCPCIGOGPV
A feature of this potential conflict is that principals
and agents face different utility curves with respect
to investment results. Most wealth owners face a
diminishing marginal utility curve, which means that
they value the next dollar slightly less than the one
they already have. This is why investors typically
derive more pain from losing money on an investment
than joy from making a profit. But fund managers will
tend to take more risks in their portfolios in order to
beat benchmarks. This is because managers have
more to gain from outperforming a rising market
(through asset gathering) than they have to lose from
underperformance in a declining market, since there
are far fewer inflows. This mismatch of expectations
means that wealth owners setting up family offices
may face agency costs, and should set up appropriate
monitoring and compensation mechanisms to mitigate
agency problems.

#FXKUGTEQORGPUCVKQP
An increasingly common area of concern for family
offices is how their third party investment advisers are
compensated for their advice and services. Setting up
a family office, or hiring an internal Chief Investment
Officer, is often motivated by the family’s need
to ensure objective advice on specific investment
strategies that is independent of any compensation
the adviser might receive. This concern has led to the
growth of registered investment advisory (RIA) and
investment consulting (IC) firms, which charge an
advisory fee for asset allocation; third-party manager
search, selection and ongoing due diligence; reporting
and rebalancing, with no remuneration from the

1

managers recommended and selected. This need
has also contributed to a trend among larger wealth
management and brokerage firms towards offering
advisory only fee structures to their family office
clients, as well as to their institutional and high and
ultra-high net worth clients.

+PXGUVOGPVJQTK\QPEQPHNKEVU
The length of investment horizon also imposes
concerns about tension between principals and
agents in family offices. While family offices tend to
have a longer-term investment horizon, bonuses and
other forms of compensation are typically determined
more frequently, often once a year. This gives family
office managers an incentive to ensure that the
portfolios they manage perform well over that time
frame, and can often discourage managers from
making long-term investments that may perform
differently from performance benchmarks.
Even if the incentives are pegged to the
outperformance of benchmarks, the selection of
appropriate benchmarks itself is a challenging
exercise for many family offices.
How fund managers think they will be evaluated also
imposes decision-making constraints. In a highly
outsourced family office setup, there is usually a
long chain of investment decision-makers between
the principal and the agent, with each layer bringing
additional agency costs (and additional fees) for
the principal. As one moves further away from
the principal in terms of asset management, the
principal carries less weight. As a result, the external
managers may prefer short-term safer investments

Credit Suisse, Family Business Survey, September 2012

6JG+PVGTPCN'ZVGTPCN%QPƠKEV
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to longer-term investments that could be volatile in the short run. The principal/agent conflict is not helped by the
fact that it is often suggested that assets and funds managed externally tend to underperform those managed
internally.
In terms of compensation, multi-family offices are focused more on asset gathering, so the compensation of
asset managers is typically more sales-driven rather than based on investment performance. However, since the
financial crisis, bonuses at family offices have generally been much more locked-up and, dependent on longerterm performance criteria, rather than short-term, and subject to claw-back options – in line with the broader
trends in the financial services sector.

(KIWTG+NNWUVTCVKXGHCOKN[QHƟEG
FGEKUKQPOCMKPIRTQEGUU

Source: World Economic Forum, Future of Long-term Investing, 2011

&GEKUKQPU
In-house managed

&GEKUKQPOCMGT
In-house advised

Outsourced

Objectives and policy

2TKPEKRCN

2TKPEKRCN

2TKPEKRCN

Strategic asset
allocation

2TKPEKRCN

6TWUVGGU

6TWUVGGU

Mandate design and
manager selection

+PVGTPCN+PXGUVOGPV
Team

+PVGTPCN+PXGUVOGPV
Team

#FXKUQT(WPF
QH(WPFU

Security Selection

+PVGTPCN+PXGUVOGPV
Team

(WPF/CPCIGT

(WPF/CPCIGT

#UUGV

#UUGV

#UUGV

Note: The lighter the shade, closer are the principal-agents. Deeper shade indicates higher level of principal-agent concerns.

Another challenge that families face is balancing
the trust-versus-expertise trade-off while selecting
between in-house and external heads for family
offices. The majority of family offices typically choose
professionals from existing family businesses to
head family offices, as they are familiar with the
family business and the family in question. On the
other hand, some families specifically avoid hiring
professionals from the family business, in order to
create an explicit distinction between the family wealth
and the family business.

14
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In summary, successfully navigating concerns between
principals and agents is not an easy task for families.
But they can mitigate these tensions by implementing
appropriate governance structures and incentive
contracts. Selecting appropriate benchmarks is also
important, as poorly designed benchmarks may
cause fund managers and external partners to work
against what families wish to achieve. Families should
also consider establishing formal processes to make
investment decisions, as this can help family offices
to set clearly defined boundaries and goals, and avoid
ad hoc decisions that are not in line with the broader
mandate or long-term strategy.

6JGKORQTVCPEGQHHCOKN[IQXGTPCPEG
Good governance is as vital to family offices as it is to
companies. As discussed in the Credit Suisse and Thunderbird
School of Global Management Family Governance White Paper,
How Leading Families Manage the Challenges of Wealth,2 family
governance is a system of joint decision-making, structures
and policies, most often led by a board of directors and a family
council, which helps a family to govern its relationship with its
wealth and businesses.
The aim of family governance is to ensure rational economic and
family welfare decisions that support the long-term well-being
of the family business and the family’s wealth. A well-selected
family office board of directors will oversee the family office while
liaising with family members and safeguarding their interests.
By controlling the relationships between family members,
shareholders, and professional managers, the board can help
to avoid conflicts, support the achievement of financial goals,
and promote and protect the unity of the family and its financial,
human and social capital.

2

Credit Suisse and Thunderbird School of Global Management,
How Leading Families Manage the Challenges of Wealth, 2012

6JG+PVGTPCN'ZVGTPCN%QPƠKEV
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SELECTION OF FAMILY OFFICE
PROFESSIONALS

5VCHHKPIKUETWEKCNHQTVJGUWEEGUUQHCHCOKN[QHHKEGCPFKVKUCOCLQTEJCNNGPIGVQ
KFGPVKH[CVVTCEVCPFTGVCKPVJGDGUVVCNGPV+PNCTIGTKPUVKVWVKQPUVJKURTQEGUUKUWUWCNN[
QXGTUGGPD[VJGJWOCPTGUQWTEGUFGRCTVOGPVDWVHCOKN[QHHKEGUECPPQVTGN[QPUWEJ
DCEMWR%QPUGSWGPVN[TGETWKVOGPVQHVGPDGEQOGUVJGTGURQPUKDKNKV[QHVJGYGCNVJ
QYPGTUCPFVJGKTVTWUVGFCFXKUGTUsOCP[QHYJQOCTGNGUUYGNNVTCKPGFVQOCMG
VJGUGFGEKUKQPU
When it comes to staffing a family office, it is
important to distinguish between members of the
owning family who work for the family office, and
non-family professionals. While a recent study in
Switzerland and Germany found that many of the
investigated family offices are led by a family member,
this section focuses on the process of recruiting nonfamily professionals.3

$GUVRTCEVKEGTGETWKVOGPVRTQEGUU
,QDFGUETKRVKQP This can be flexible, but
must capture the key elements and essence
of the role. Family office executives are often
involved in multiple projects.
+PVGTXKGYEQOOKVVGG The responsibility of
hiring for roles such as CEO and CIO should
not be undertaken by one person. Sharing the
process and risk of the hire is advisable.

Guidance on structuring the recruitment process,
formulating incentive packages and maintaining
strong relationships with the new employees, is often
necessary.

%JGEMKPITGHGTGPEGU A recommendation by
a trusted adviser or family member is valuable,
but more extensive checks should be made.
The process should be rigorous in order to
ensure objectivity.

Despite the lack of formal recruitment structures,
families can have advantages in attracting talent –
often because they are able to offer more flexibility
in compensation and incentive packages for senior
recruits. They can also offer a working environment
and culture that can appeal to the right candidate
looking for a change from big-company culture.

3
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Credit Suisse and University of St.Gallen, From Family Enterprise to an
Entrepreneurial Family, 2012
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4

Family Office Exchange, 2013

4GVCKPKPIVCNGPV
Retaining people once they have been recruited
depends heavily on compensation and the feedback
process.
%QORGPUCVKQP
Conversations. The feedback process
should be performance-based, consistent,
and incorporate an element of long-term
compensation.
Incentives can include items such as phantom
stock (future cash payment based on market
value of shares), co-investment opportunities,
transaction bonuses and, in some cases,
partnerships. Incentive plans often reflect
the standards in the industry that created the
family’s wealth, so packages vary by industry.
%CTGGTCFXCPEGOGPV
A common challenge faced by family offices
when hiring staff is properly communicating
to employees the opportunity, or lack thereof,
for substantial career advancement in terms of
expanded responsibilities and challenges. Most
family offices are not created with the express
purpose of growing in size and complexity - aside
from meeting the needs of an expanding family
member base. While this is less the case for
new family offices, where the immediate goal
is to establish an infrastructure for the proper
management and governance of the family’s
affairs, it is true for more established and mature
family offices. In these cases, hiring decisions
need to consider the longer-term roles and
responsibilities of executives and staff at all
levels. This challenge is particularly pronounced
when hiring younger professionals who aspire
to learn and take on greater responsibility,
but less of a challenge for administrative staff
and for professionals looking for a career with
a family office to provide them with a better
work-life balance. It is also less of an issue

when hiring senior people for the family office
leadership, since candidates are usually seasoned
professionals who have already accomplished
many of their career goals and view working with
a family office as an opportunity to provide the
family with these experiences as a final chapter
in their career. It is critical to focus on and
understand the longer-term career interests and
motivations of each new family office hire when
interviewing candidates.
(GGFDCEM
&GNKXGT[
Many family office executives were previously
employed somewhere with a highly structured
corporate environment and can feel uncertain
about their performance and the family’s
satisfaction with their role due to a lack of
meaningful feedback. Family members may
be unaccustomed to having to satisfy this
need for feedback, but attempts should
be made to provide a fair and thorough
assessment of performance where possible.
CEOs at family offices often feel unimportant,
largely because of a lack of feedback, rather
than concern over compensation.
4GEGRVKXGPGUU
A challenge when staffing a family office
is how family office executives and family
members can maintain a sense of partnership
without the impartiality of the executive
being affected by the family. Family office
executives must be open to giving and
receiving feedback so that an environment
of honesty and openness can flourish. This
process of feedback is in itself dependent
on long-term commitment to the family,
cultivated by appropriate incentive planning
and personal chemistry – an unquantifiable
element in the process.

5GNGEVKQPQH(COKN[1HƟEG2TQHGUUKQPCNU
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#TVKENG
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Source: The Business Times Wealth magazine, 2011

RISK MANAGEMENT

/CKPVCKPKPIHCOKN[YGCNVJCETQUUIGPGTCVKQPUKUGZVTGOGN[EQORNGZ6JGTGEGPV
INQDCNGEQPQOKEFKHHKEWNVKGUYGTGWPRTGEGFGPVGFCPFHCOKNKGUYKVJUKIPKHKECPV
DWUKPGUUCUUGVUQTRTKXCVGYGCNVJCTGPQYNQQMKPIVQUVCDKNK\GVJGKTYGCNVJCICKPUV
VJKUDCEMITQWPF(QTYGCNVJ[HCOKNKGUKP'WTQRGVJGWPEGTVCKPV[CPFXQNCVKNKV[
TGUWNVKPIHTQONGICNHKUECNCPFRQNKVKECNFKHHKEWNVKGUEQWRNGFYKVJVJGYGCMPGUUQH
VJG'WTQJCXGCFFGFVQVJGKTRTQDNGOU/CP[JCXGDGGPEQPEGTPGFYKVJTKUMUUWEJ
CURGTOCPGPVNQUUQHECRKVCNEQWPVGTRCTV[CPFETGFKVTKUMCPFNCEMQHNKSWKFKV[
%QPUGSWGPVN[YKVJVJGCKOQHUGEWTKPIVJGKTHCOKN[NGICE[QXGTIGPGTCVKQPUVJG[JCXG
EJCPIGFVJGKTRGTEGRVKQPQHTKUMCPFVJGFGHKPKVKQPQHTKUMKVUGNH
The financial crisis of 2008-09, and the fallout from
it, has led families to reconsider their approach
and behavior towards risk. In broad terms, there
has been a shift from too much risk-taking before
the crisis to too little afterwards. Such subjective
perceptions of risk can only be avoided through a
stringent and structured risk management process
focusing on long-term goals. Furthermore, there is a
greater requirement today for additional due diligence
procedures for large investments, as well as a desire
for more transparency during the investment process.
Against this background, family offices need to
complement their existing standard risk measures
with additional techniques, such as using additional
portfolio analysis tools combined with scenario
analyses for different asset classes. The risk
management function within the family office is
increasingly moving away from a mere controlling
role to a time-critical, strategic advisory role. This
trend also has a significant impact on make-or-buy
decisions in the family offices.

often combined with short- to mid-term investments
with a significantly higher risk profile to achieve
outperformance. As part of this process, the further
professionalization of family office services is taking
place in processes such as manager selection
and due diligence of direct investments, and more
stringent controlling of portfolio managers.
Risk management and investment reporting and
controlling have thus gained in importance following
the financial crisis. Market participants typically say
that an optimal diversification or asset allocation
strategy, combined with active and highly flexible
portfolio-management, are the cornerstones of a solid
risk management process.

-G[TKUMCTGCU
Systemic and global risks clearly impact family wealth
in a significant way. The following parameters may
guide a portfolio risk analysis framework:5
Identify which factors could destabilize your
portfolio and affect your diversification.

This new demand for risk transparency has led
to the desire to invest more in direct investment
opportunities and in real assets, rather than in
complex financial capital market products. The ease
of understanding investment products, proximity
to the investments, and the possibility of having a
real influence on the investment are more important
now than ever. Long-term investments with lower
volatility and a moderate expected return are more

Capture blind spots and hidden diversification
risks.
Watch for seemingly uncorrelated assets moving
in the same direction during corrections.
Focus on imperfect knowledge.
Initiate critical analysis and reflections of potential
impact on asset allocation decisions.
5

Family Office Exchange, Building a Family Enterprise Plan to Deal with
Future Uncertainty, 2012
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4KUMOCPCIGOGPVU[UVGOU
Risk, return and liquidity are among the foremost
issues to be considered in any investment decision
and asset allocation process (see figure 7).
These prerequisites will be the basis for the risk
management system, which in itself will cover risk
mitigation and cost reduction and may lead to value
creation. Factors include:

(KIWTG4KUMOCPCIGOGPVU[UVGO

4KUM

4GVWTP
.KSWKFKV[

4KUMOKVKICVKQP
Identify and address key risk areas that matter.
Effectively assess risks across the family office,
driving accountability and ownership.
Manage and mitigate mission-critical risks.
Establish comprehensive risk frameworks.

%QUVTGFWEVKQP
Cost efficiencies are a critical part of setting up a
family office.
Implement an automated risk management
process to materially improve the cost structure.
Reduce cost of control spend through the
improved use of automated controls.
Streamline or eliminate duplicative risk activities.
Improve process efficiency through continuous
monitoring.

4KUMOCPCIGOGPV
U[UVGO
Family office CEOs, CFOs or CIOs increasingly
perceive enterprise risk management as adding
value to the family office operation. According to
the European Family Office Survey, family offices
worry most about investment risks, family reputation,
banking/custody risks and political/country risks.6
After the financial crisis, risk management has
developed further toward a risk-return based
optimization model (see figure 8).

8CNWGETGCVKQP
Achieve superior returns from risk investments.
Improve control of key processes.
Combine risk and control management to improve
performance.
Use analytics to optimize the risk portfolio and
improve decision-making.
6
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UBS/Campden Wealth, Back to Business, Family Offices Adapt to the New
Normal, 2012

(KIWTG4KUMOCPCIGOGPVRTQEGUU

5QWTEG';(COKN[1HƟEG5GTXKEGU

A risk management process is vital to the family office structure in order to formalize the approach to risk relating
to the family wealth.

4KUMTGXKGY

Establish risk appetite of family and family office: Which level of risk is acceptable?
Define a common understanding of the risk level among family members, the
investment committee or other relevant boards and the family office.

4KUM
KFGPVKHKECVKQP

Establish a detailed risk identification process.
Identify and document quantitative and qualitative risks.
Define the main drivers of volatility of the main asset classes/investments.

4KUM
OGCUWTGOGPV

Measure impact of risks on investment decisions.

4KUM
TGRQTVKPI

Include relevant and sufficient level of information in regular reporting.

4KUM
OKVKICVKQP

Establish measures to mitigate at least the top priority risks.

Prioritize risks according to impact level and likelihood of occurrence.

Establish family governance to deal with the risk management.

Chances need to be identified in the same way as risks.
Establish regular monitoring of the family risk landscape.

Risk Management
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Turing risks into results
9JCVFKHHGTGPVKCVGUVJGVQRRGTHQTOGTU!
The EY study, Turning risks into results,7 found that while most organizations perform the basic elements of risk
management, the top performers do more. Specific risk practices were identified that were consistently present
in the top performers (i.e. the top 20% based on risk maturity) and not present in the bottom 20%. These risk
practices can be organized into the challenge areas depicted in the chart here below. The organizations that
successfully turn risk into results concentrate on all five challenge areas of the risk agenda.

(KIWTG6JGTKUMCIGPFC

Source: EY, Turning risk to results, June 2013

'ODGFTKUMOCPCIGOGPV

'PJCPEGTKUMUVTCVGI[
Two-way open communications with external
stakeholders.

There is a formal method for defining acceptable
levels of risk within the organization.

Communication is transparent and timely, providing
stakeholders with the relevant information
that conveys the decisions and values of the
organization.

Stress tests are used to validate risk tolerance.
Leadership has put in place an effective risk
management program.

The board or management committee plays a
leading role in defining risk management objectives.
A common risk framework has been adopted
and implemented across the organization.

+ORTQXGEQPVTQNUCPFRTQEGUUGU

Planning and risk reporting cycles are coordinated
so that current information about risk issues is
incorporated into business planning.

6WTPKPITKUM
KPVQ
TGUWNVU

1RVKOK\GTKUMOCPCIGOGPVHWPEVKQPU

Family office established key risk indicators
(KRIs) that predict model risk assessment.

Completion of risk-related training is incorporated
into individual performance.

Self-assessment and other reporting tools are
standardized across the business.

Risk monitoring and reporting tools are standardized
across the organization.

Controls have been optimized to improve
effectiveness, reduce costs and support increased
performance.

Integrated technology enables the organization to
manage risk and eliminates/prevents redundancy
and lack of coverage.

Key risk and control metrics have been established
and updated to address impacts on the investments
and the business.

The reporting system notifies all stakeholders
affected by a risk, not just those in the function or
area where the risk was identified.

'PCDNGTKUMOCPCIGOGPV^%QOOWPKECVGTKUMEQXGTCIG
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Issue tracking, monitoring and reporting are regularly
performed using GRC software.

Organizations talk about the risk management and
control framework in their annual report.

Risk identification and assessment are regularly
performed using GRC software.

Provide assurance to their customers and other
stakeholders using independent reports (e.g. SOCR).

EY, Turning risk to results, June 2013
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4KUMOCPCIGOGPV
By Benedikt von Michel, Chief Investment Officer, JMH Capital Management, October 2013
JMH Capital is a single family office established to
safeguard and grow the assets of its principals. The
family made its wealth by acquiring, turning around and
growing a construction solutions company that was
previously owned by BP plc. The strong cash flows
generated by this asset have enabled the JMH Group to
buy a handful of niche luxury goods companies, as well
as a large stable of racehorses and various properties.
With the majority of the family’s wealth tied up in these
illiquid assets, it is essential that the capital in the
remaining portfolio is preserved and remains reasonably
liquid, but not at the expense of returns.
This sets the scene for a conundrum that is no doubt
troubling most CIOs at present: where can a family office
find respectable returns within the structure of a wealth
preservation investment framework, and yet still provide
the family with adequate liquidity on an ongoing basis?
The inevitable distortion in various asset classes that
is an undesired side effect of the numerous rounds of
quantitative easing have made the investor’s role more
fraught with risk than ever before. The risks of capital loss
in traditional safe-haven assets, such as Group of Seven
sovereign bonds have, in JMH Capital’s eyes, consigned
the traditional 60/40 equity/debt portfolio structure to the
history books for the foreseeable future.
In this respect, JMH has allocated the majority of its
portfolio into uncorrelated, and in many cases somewhat
niche, asset classes. Given the small size of the team and
the high level of specialist knowledge required to succeed
in these niches, JMH invests almost entirely through
specialist funds. These include direct lending (including
trade finance), equity-linked debt, merger arbitrage,
reinsurance, litigation finance and late-stage bankruptcy
claims. What these funds have in common is that they
provide a relatively steady return, while being largely
uncorrelated to each other and also to global equity
and bond markets. It is only by assembling this diverse
range of assets that JMH is able to achieve an
8% annual return but, importantly, with a considerably
lower level of volatility or risk. The consequently high
Sharpe Ratio indicates that the rate of return exceeds the
risks assumed in seeking that reward.
As noted, JMH is not averse to venturing into less
traditional funds in search of returns and an asymmetric
risk profile, so long as it can control the overall risk
within the portfolio. Indeed, as part of this investment

philosophy, JMH has made direct investments in
Sub-Saharan Africa, but only after doing a considerable
amount of research and finding the right partners.
Given that the majority of companies in Africa are either
private or government-owned, it quickly became apparent
that the best way to get proper exposure was through the
private market. However, private equity was, in JMH’s
view, in danger of becoming a crowded market, with
exits an ever-prevalent risk. JMH therefore went about
sourcing a team with a more innovative and appropriate
way of investing in Africa. They joint-ventured with a team
of UK-educated, experienced local financiers.
As JMH saw it at the time, they were only going to
invest in Africa if they could mitigate the risk. The team
needed to be of local origin and based locally, so JMH
set up offices for them in Lagos and Nairobi. To protect
the downside risk, investments needed to be debt-based
rather than equity based – and always heavily asset
backed. Finally, JMH needed to get paid for taking the
Africa risk by way of the equity kicker. 46 Parallels, a joint
venture between JMH and TIA Capital Management, was
the only team that could effectively manage these risks.
As a result, JMH brought the team on board, financed
the full set-up costs, and started investing its own money
and some co-investment funds into the region. After all,
what better due diligence is there than actually having the
team on board and working with them to create what is,
in JMH’s view, the best risk/reward balance for investing
in emerging markets?
The JMH family office believes that it has created a
unique portfolio of niche fund assets, able to generate
very steady, low-volatility returns regardless of the overall
market environment. The key to this has been following a
strategy of investing into a diversified basket of genuinely
uncorrelated asset classes. By splitting the portfolio
between 30% liquid assets (with greater than weekly
liquidity) and 70% illiquid assets (a broad range, but still
averaging under a year), JMH Capital can provide its
principal with liquidity at very short notice, yet still deliver a
solid return at minimal risk.
In what is projected to be a new normal of low returns
for the foreseeable future, JMH believes that the family
office has gone some way to providing a robust solution
to the risk/return/liquidity conundrum – something that all
family offices should aspire to.
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THE INVESTMENT PROCESS

*QYFQHCOKN[QHHKEGUKPXGUVVJGKTRTKPEKRCNUoOQPG[!(COKN[QHHKEGUVGPFVQHQNNQY
VJGKTQYPKPFKXKFWCNKPXGUVOGPVRQNKEKGUDGECWUGWPNKMGDCPMUCPFQVJGTHKPCPEKCN
UGTXKEGRTQXKFGTUVJG[CTGIGPGTCNN[UWDLGEVVQVJGOQTGTGNCZGFTGIWNCVKQPU
CRRNKECDNGVQEQORCPKGUVTWUVUCPFHQWPFCVKQPU*QYGXGTVJGFGITGGQHHTGGFQO
GPLQ[GFD[HCOKN[QHHKEGUKUTGFWEGFKPRTQRQTVKQPVQVJGNGXGNQHUGTXKEGURTQXKFGFD[
VJKTFRCTVKGUCPFVJGPWODGTQHHCOKNKGUUGTXGFD[VJGHCOKN[QHHKEG
Family offices can often diversify their assets very
broadly, much more than institutional investors can,
thanks to the amount of assets under management.
Family offices are also generally better able to
invest on a more long-term basis, and primarily
pursue wealth preservation in order to pass on
assets to the next generations.8 According to recent
research, many prefer direct investments, and where
organizations have an entrepreneurial principal,
are more likely to become directly involved in the
investment process. More than a third of those
surveyed would be glad to contribute to the planning
stage of their investments.9
Many family offices take an open approach to their
investment policy and try to avoid conventional
investment paths. Thus many invest in alternative
investments, such as yachts, horses, art, forests
and farmland, or car, wine or watch collections.
This enables them to spread risks while reflecting
the personal preferences and passions of family
members.
The growth of family offices is a relatively new trend,
and because of the diverse origins of many family
fortunes and the different backgrounds of CIOs, it is
difficult to pinpoint a uniform family office investment
process. Very broadly, the process should first set
out an investment road ahead, listing goals and risk
tolerance, and resolving issues relating to business
shareholdings and family member stakes. The next
phase is to establish the portfolio structure (for
example, how much to place in equities, real estate,
etc.) to deliver the risk/return trade-off the family

8
9
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Credit Suisse, Family Business Survey, September 2012
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requires. Implementation and governance then follow
– finding the appropriate investments to make up the
portfolio, and overseeing their performance.

4QNGQHVJGHCOKN[
The crafting of an investment process is heavily
dependent on legacy issues, reflecting the economic
sector where the family made its money, the extent
to which the family is still actively involved in the
business, and the background of the CIO of the
family office. Each of these factors tends to bias
how a family’s wealth is invested and impacts the
subsequent need to produce a diversified portfolio for
the long term.
Another important issue is the composition of the
family. For example, a family office set up by a
first-generation entrepreneur would probably be very
different in its aims to one established by a large
fourth-generation family. As a result, the behavioral,
financial and legal issues involved make structuring
the investment process of a family office both
complex and fascinating.
Credit Suisse’s Family Business Survey suggests
that most family businesses, even those with a third
generation and older, do not yet have a family office.
Cost and complexity are two contributing factors
here, although it is also clear that the rate of growth
of family offices is accelerating, and the need for a
transparent, independent and structured investment
process is a key reason for this.10

10 Ibid

5GVVKPIKPXGUVOGPVIQCNU
For most investment funds, whether sovereign wealth
funds, endowments or family offices, the first task
is to establish clear investment objectives and risk
profiles. Different investment structures can have
varying goals and objectives, and there is also variety
in how these objectives are constructed. For example,
some institutional investors work with inflation-related
return objectives, others might not.
An important distinction can also be made at this
stage between liquid assets, such as tradable
securities; and illiquid assets, such as direct
investments, private equity and real estate – the latter
being difficult to value and often requiring support
in terms of funding. Many CIOs tend to view illiquid
assets differently, when it comes to returns and
investment horizons, to liquid asset portfolios.
Examining prior investment styles and questionnaires
can help to identify the family’s tolerance to risk.
In addition, scenario testing that illustrates and
draws out important sensitivities to risk and portfolio
drawdowns can be useful. In some cases, the
discussion of the investment process is led by

the CIO. In others, it can entail a more collective
discussion involving family members, and cover
any desires they have to establish charities or
philanthropic initiatives alongside the family office.
Once an asset allocation recommendation has been
reviewed, understood and accepted, the family should
formalize the investment plan in an investment policy
statement. Such a statement is a roadmap and focus
for all parties involved, including investment advisers,
investment managers and trustees. It also provides
a course of action to be followed in times of market
dislocation when emotional reactions may result in
imprudent courses of action.
Once the specific investment goals – whether they
involve growing or preserving wealth – and the risk
profile of the family office have been established, the
next step is to create an overall portfolio structure and
engage the necessary investment tools to drive the
investment process. In some cases, historical asset
return data is used to give a sense of what future
returns might look like. However, as recent stock
market history has shown, the past is not a reliable
guide to the future.

The Investment Process

25

6CZEQPUKFGTCVKQPU

7UKPIECRKVCNOCTMGVCUUWORVKQPU

It is no secret that some asset classes are more
tax-efficient than others. Selecting the most efficient
combination of assets for the family requires taking
into consideration the ultimate after-tax return that
they would expect to receive. For each asset class,
the expected return should be deconstructed to
reflect the income yield from interest and dividends
versus the return from capital appreciation. Based
on the level of turnover typical for each asset
class, it is possible to estimate the percentage of
asset appreciation that comes from realized versus
unrealized capital gains, and also the extent to which
realized capital gains would be treated as short-term
as against long-term tax liabilities. Providing asset
allocation analysis on an after-tax basis may present a
realistic view of the return the family can expect from
its portfolio investments, as well as a favorable mix of
investments tailored to a family’s specific tax situation.

It is important for the asset allocation process to
involve capital market assumptions (CMAs) covering
as large a number of assets and asset classes
as possible. Total return forecasts should balance
quantitative forecasts with qualitative judgments
to produce long-term average forecasts of how
assets and asset classes will perform. This permits
the building of tailored portfolios guided by how
long-run asset returns may look in the future, as
opposed to simply using longer-term historical trends.
Nevertheless, cross-checking with the past
(for example, by using resources such as the
Credit Suisse Investment Returns Yearbook, which
analyzes 112 years of stock and bond returns across
20 countries) can also help to put forecasts into
context versus the long run.11

(KIWTG2TQLGEVGFVQVCNTGVWTPCPF
XQNCVKNKV[QHXCTKQWUCUUGVENCUUGU

Source: Credit Suisse, Datastream, 2013

13%

Projected total return (5 year average)

Private Equity

11%
Developed Asia Equity
(ex. Japan)

Australia Equity

9%

UK Equity
US Real Property

7%

Commodities
EM Government

Hedge Funds

5%

1%

US Equity

Eurobloc Equity

US High Yield Bonds

Swiss Equity
US Convertible Bonds
Gold

Europe RE Funds
AUD Cash

3%

US Listed Real Estate

Global Equity

EM Europe Equity

Emerging Markets Equity
Asia Listed Real Estate

Japan Equity

AUD Government
US Corporate Bonds
Europe Corp.
US Inflation Linked
Europe Government
USD Cash
UK Government
US Government
EUR Cash
JPY Cash

-1%
0%

5%

10%

15%

20%

25%

30%

35%

Projected volatility (5 year average)

The Capital Market Assumptions framework at Credit Suisse produces five year average return and volatility
forecasts for 78 assets (in effectively seven asset classes), some of which are shown in the chart.
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Once an initial portfolio shape is in place, several
further exercises can be useful, such as stress testing
the return profile of the portfolio to demonstrate
to family members how the portfolio might behave
during periods of volatility. In performing this type
of analysis, it is sensible to examine all the family’s
wealth, not just their investment portfolio. Modeling
the core business holding of a family as a form of
private equity or direct equity holding, and then
analyzing and optimizing other components of a
family’s wealth with respect to this, is a difficult but
necessary task.

Implementation and governance quality is crucial.
From an investment point of view, how a portfolio is
implemented must be consistent with its objectives
and structure. Having a formal investment policy
statement in place is important for maintaining an
appropriate governance structure. In addition to
reviewing the family’s goals and objectives, it is vital to
review asset allocation. This can be done by running
asset allocation diagnostics on portfolios at least once
a year, in order to ensure that they perform as initially
prescribed. Transparency is also very important, and
regular meetings and contacts between principals,
the family office staff and external advisers will help to
clarify broad macro views, turning points in strategy,
and issues relating to implementation.

In the context of family businesses, one common
outcome of this part of the process is to show that
the initial investment portfolio of the family office
could be better diversified, since it often has a large
holding in the underlying family business or, in some
cases, legacy investments that tend to be overconcentrated in certain asset classes (e.g. private
equity). There are several ways to achieve a more
diversified portfolio for the family office, helped by
looking at projected total return and volatility data (see
figure 10).

6JGKORQTVCPEGQHECUJHNQY
Family offices are different from other organizations
in that there is often a greater and more irregular call
on the investment portfolio. Family members request
funds for business-related or private equity stakes,
philanthropic and impact investments, or ongoing
expenses. In this respect, being able to model the
impact of cash flows on an overall investment portfolio
is important, and experience suggests that the focus
on yield and cash flow tends to be higher for family
offices than for other organizations. Accordingly,
families should consider their overall liquidity needs
carefully during the portfolio construction process.

In summary, while the family office space is growing
and evolving quickly, several building blocks can be
identified as forming the key components of a family
office investment process. These are:

Consideration of how legacy issues
determine the starting point of the fund.
Objective setting and creation of an
investment policy statement.
Mapping risk tolerances.
Building a portfolio structure across all liquid
and illiquid assets.
Implementation using strategic and tactical
investment tools to ensure that investment
solutions fit the goals and objectives and
meet cash flow needs.
Governance.
Rebalancing.

The Investment Process
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The following resources may provide additional information to expand upon the topics discussed
throughout the paper.
Andrew Ang, National Bureau of Economic Research, Asset owners and delegated managers, 2012
Professor. Dr. Yvonne Brückner (in cooperation with BW Bank), Family Office der Zukunft. Krisenfolgen:
Opportunitäten und Herausforderungen. Executive Summary, Family Office Panel, 2012
Center for Family Business, University of St.Gallen, From family business to business families, 2013
Joseph Chen, Harrison Hong, Joseph D. Kubik, Outsourcing mutual fund management, 2010
Credit Suisse and Thunderbird School of Global Management, How Leading Families Manage the Challenges
of Wealth, 2012
Credit Suisse and University of St.Gallen, From Family Enterprise to an Entrepreneurial Family, 2012
Credit Suisse Research Institute, Family Business Survey, Credit Suisse, 2012
Dr. Beate Degen, Ernst & Young, and Prof. Dr. Peter Ruhwedel, Der Aufsichtsrat und das Risikomanagmenent,
Der Aufsichtsrat, 2011
Ernst & Young, Turning risk into results, 2012
Family Office Exchange, A Look Inside the Small Family Office, 2010
Family Office Exchange, Building a Family Enterprise Plan to Deal with Future Uncertainty, 2012
Family Office Exchange, Protecting the Future: Managing Family Wealth Separately From the Family Business, 2008
Family Office Exchange, Recasting the Central Role of the Family Office as Risk Manager: The New Imperative as
Family Risk Manager, 2006
Family Office Exchange, Rethinking Investment Management, Anticipated Changes to Investment Risk
Management Practices in a New Era of Due Diligence, 2009
Family Office Exchange, Securing the Future: Managing Threats and Opportunities Through Effective Risk
Planning, 2009
K. Rosplock, The Complete Family Office Handbook (Bloomberg, 2014)
Foster Forschungsinstitut für Family Offices, M&G Investments, Qualitative Analyse des Risk Management in
Family Offices und bei großen Unternehmervermögen, 2011
Andrea Frazzini, Lasse Heje Pedersen, Betting against beta, NYU Stern School of Business, 2010
Stefan Freytag, Wilhelm von Finck Deutsche Family Office AG, Institutionelles Vermögensmanagement für große
Privatvermögen, Absolut Report, Ausgabe 2011
Felix Haupt, Thomas Hilger, Das Family Office: Integrierter Dienstleister oder strategischer Berater?, INTES
Institut für Familienunternehmen, Forschungspapier Nr. 5, WHU Forschungspapier Nr. 113, WHU Otto Beisheim
School of Management, 2006
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Benoit Leleux, Joachim Schwass, IMD, Family offices and risk investments, 2006
Professional Wealth Management, Growing the family business, March 2012
Angelo J. Robles, Founder & CEO, Family Office Association, Creating a Single Family Office for Wealth Creation
and Family Legacy Sustainability, Family Office Association, 2009
SL Advisers, In pursuit of value, 2011
VP Group, University of St.Gallen, Family Offices in Asia - The Evolution of the Asian Family Office Market, 2008
Dr. Maximilian A. Werkmüller, LL.M., Family Office Management, Finanz Colloquium Heidelberg, 2010
Wharton Global Family Alliance, Single family offices: private wealth management in the family context, 2007
Wharton Global Family Alliance, Benchmarking the single family office, 2009
World Economic Forum, Future of long-term investing, 2011
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