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ECONOMIC VIEWS

Opportunities in US
wealth management

How Interactive Brokers, LPL Financial gnd
Charles Schwab ave capitalising on emerging
trends '

By DANIE PRETORIUS, HUMAIRA SURVE and HENK GROENEWALD
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. AMERICAN HOUSEHOLDS WITH investable assets — and the wealth management industry
@b supporting them - have been notable beneficiaries of the growth in the broader economy and

‘ appreciation of financial assets over the past decade. Retail assets held with brokerages and
). advisory platforms (which exclude institutional pools such as retirement funds) have grown at 8%
‘ ” p.a. since the 2008 financial crisis, reaching in excess of US$44 trillion (Figure 1, following page).
D;ﬂ”jyii::;\gzsizger:t While the wealth management industry generates revenue through a combination of commis-
of investment industry sions, advisory fees, and interest income, the most important underlying driver of value is growth
experience. in AUM. Within the industry, a structural shift in the market is enabling some firms to grow AUM

at a faster pace than others.

Firstly, the self-directed segment is growing fastest, as more individual investors take responsi-
bility for their investment decisions. There are many reasons cited for this trend, such as:

« Technology, as modern applications make it easier for retail investors to manage their own

portfolios.
Hut?tlkﬁ;yzr;?sn;fty“ - Demographics, as younger generations that are more likely to use self-service channels are
investment industry growing in the investor mix (Figure 2, following page).

experience. « Product availability, for instance, the proliferation of low-cost exchange traded funds.

Henk is an equity "Full-service financial services firms operating at scale such as banks, with tied advisors and own-brand products
analyst with 22 years of

investment experience.
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Secondly, Figure 3 (following page) shows that, within the advisor-mediated market, advisors
(and assets) are steadily migrating away from large banks (the wirehouses) and broker-dealers
to independent platforms. Again, the reasons are multitude, and include the following:

« Financial: Unlike advisors employed by big banks, independent advisors are typically able

to retain a greater share of the fee revenue they generate. For instance, while a bank-tied
advisor on average retains 36 cents of every dollar in fee or commission revenue generated,
an independent advisor is likely to retain 80% to 100%.

- Ownership: Independent advisors have the autonomy and freedom to choose how they want

to operate and serve their clients. Importantly, they own their client relationships, allowing
them to sell their business, for example, when they retire.

« Product and technology: Whereas in the past the wirehouses had the advantage of being

able to offer unique access to products such as investment research and initial public offerings
(IPOs), these points of differentiation have been eroded. Independent advisors typically have
access to best-in-class technology and a broad suite of product offerings at their disposal.

These trends are structural in nature, and as a result, are likely to persist.

We have identified three companies that are extremely
well positioned to capitalise on these trends, attract
assets, and are priced attractively relative to the market
considering their quality: Interactive Brokers, LPL Financial
and Charles Schwab.

INTERACTIVE BROKERS - LEVERAGING TECH-
NOLOGY TO LOWER TRADING COSTS

Interactive Brokers is a low-cost brokerage and trading

platform serving both retail and professional investors
globally. The business is singularly focused on delivering a
highly automated platform that allows them to offer their
customers the lowest trading costs, the lowest margin loan
rates, the broadest array of markets, and excellence in
I I I | execution. Clients have responded strongly to this propo-
sition, increasing tenfold over the past decade. However,

008 010 2012 2014 2016 2018 2020 2022 2024 2026 at only 3.2 million accounts (compared to 36 million at
20m 2013 2015 2017 2019 2021 2023 . .
Charles Schwab) there is still plenty of room for growth
W Selfdirected W Advisormediated over and above the general trend towards self-directed
Source: Redburn Atlantic, Cerulli, Coronation analysis inVeSting.

Figure 2

CHANNEL PREFERENCE BY GENERATION
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This competitive advantage is unlikely to be eroded soon
given decades of investment in technology, the complex-
ities of linking multiple highly regulated and disparate
markets, and management’s singular focus on operating
at the lowest cost. Shareholders reap the rewards - despite
the superior offering to customers, Interactive boasts indus-

try-leading margins of over 70% and generates healthy
returns on capital.

Earnings are influenced by client trading activity and
interest rates and can therefore be volatile, but their
fortress balance sheet should allow them to weather most
storms. We prefer to focus on the underlying earnings
power of the business, which should continue increasing
in double digits for a significant period.

The market price has begun to reflect some of these

Gen-Z

W Self-directed

Source: Broadridge

Millenial

positives, but in our view not yet the full extent of the
unique market position and longevity of growth.

Gen-X Boomers Silent Generation

W Advisor-mediated
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LPL FINANCIAL -THE GO-TO FOR INDEPENDENT ADVISORS

LPL is the largest independent broker/dealer and advisory platform in the US. It offers financial
advisors a variety of different affiliation models. These range from salaried employees to fully
independent business owners, which are supported by a broad suite of functions, including
technology, regulatory compliance, and customer relationship management. LPL essentially
offers an advisor everything required to leave a wirehouse and become independent, and does
so in a manner that is financially lucrative to the advisor (on average, LPL advisors retain 88%
of fees, compared to 20%-50% at the wirehouses). As a result, LPL has grown AUM more than
threefold over the past eight years.

This growth is likely to continue. The investments LPL has made in areas like technology are
allowing them to affiliate with a greater variety of advisors of different sizes and expand their
addressable market. For instance, it recently concluded a deal with Prudential to take on all its
advisors in its first foray into the insurance-tied channel.

LPL has an enviable track record, with earnings per share (EPS) growing nearly sixfold between
2017 and 2024. While exposure to interest rates introduces some periodic variability, we believe
LPL should continue to deliver mid-teens EPS growth for the foreseeable future.

CHARLES SCHWAB - WEALTH MANAGEMENT
GIANT FACES TEMPORARY HEADWINDS

Schwab, the second-largest retail broker in the US, oversees
more than 36 million active accounts and nearly US$10
trillion in client assets. Its scale and low-cost operating
model allow it to offer comprehensive wealth manage-
ment services at highly competitive fees. As a result,

Figure 3
ADVISOR-MEDIATED ASSETS BY CHANNEL
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client assets, split between self-directed customers and 35
advisors, are expected to grow in the mid- to high-single 30
digits, driven by market appreciation and share gains 25
from wirehouses. 20

Revenue growth is projected to outpace asset growth,
bolstered by improvements in net interest income. Rising
rates over the past two years prompted clients to shift
cash deposits into higher yielding money market funds,
raising the cost of funding to Schwab. Company-reported
metrics suggest this shift is now subsiding. As a result, we
anticipate that deposits will start growing again, reducing
reliance on costly short-term funding. Schwab’s net interest
margin will benefit from meaningfully lower borrowing
costs and the gradual repricing of its securities portfolio
(which currently yields below-market rates).

2008 2010 2012 2014 2016 2018 2020 2022 2024
— Wirehouse — Independent — Other employee

Source: LPL Financial, Coronation

Figure 4
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With largely fixed operating costs, profits are expected ’s

to grow faster than revenue. Schwab plans to end 2025 .
with a strong capital position, which will enable share
repurchases and drive high-teen EPS growth. Longer term
opportunities include distributing higher-fee alternative 15
assets such as private equity, which could significantly

boost the company’s fair value. 10

20

VALUATIONS REMAIN ATTRACTIVE

We believe all three companies remain attractively valued

5]

2026

%

given their unique positions in the industry, business
quality and durability of growth (Figure 4).

Interactive Brokers LPL Financial Schwab MSCIACWI
m P/E'25 & 25-28 EPS CAGR (RHS)

Source: Bloomberg, Coronation
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A key risk that we monitor for wealth managers is regulation. For instance, an enforcement
action by the Securities Exchange Commission against a competing wirehouse last year raised
questions about the sustainability of certain interest-related revenue streams. Our research
suggests that Interactive, LPL, and Schwab are all relatively well positioned as low-cost and
differentiated providers and, should the need arise, would likely have the ability to offset any
potential lost interest revenue elsewhere in their businesses. +
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DISCLAIMER

South African Readers

All information and opinions provided are of a general nature and are not intended to address the circumstances of any particular individual or entity. As a result,
there may be limitations as to the appropriateness of any information given. It is therefore recommended that the reader first obtain the appropriate legal, tax,
investment or other professional advice and formulate an appropriate investment strategy that would suit the risk profile of the reader prior to acting upon such
information and to consider whether any recommendation is appropriate considering the reader’s own objectives and particular needs. Neither Coronation Fund
Managers Limited nor any subsidiary of Coronation Fund Managers Limited (collectively “Coronation”) is acting, purporting to act and nor is it authorised to act

in any way as an adviser. Any opinions, statements or information contained herein may change and are expressed in good faith. Coronation does not undertake

to advise any person if such opinions, statements or information should change or become inaccurate. This document is for information purposes only and does

not constitute or form part of any offer to the public to issue or sell, or any solicitation of any offer to subscribe for or purchase an investment, nor shall it or the fact
of its distribution form the basis of, or be relied upon in connection with any contract for investment. In the event that specific funds and/or strategies (collectively
“funds”) and/or their performance is mentioned, please refer to the relevant fact sheet in order to obtain all the necessary information regarding that fund (www.
coronation.com). Fund investments should be considered a medium-to long-term investment. The value of investments may go down as well as up, and is therefore not
guaranteed. Past performance is not necessarily an indication of future performance. Funds may be allowed to engage in scrip lending and borrowing. To the extent
that any performance information is provided herein, please note that: Performance is calculated by Coronation for a lump sum investment with distributions, to
the extent applicable, reinvested. Performance figures are quoted gross of management fees after the deduction of certain costs incurred within the particular fund.
Fluctuations or movements in exchange rates may cause the value of any underlying international investment to go down or up. Coronation Fund Managers Limited
is a full member of the Association for Savings and Investment SA (ASISA). Coronation Asset Management (Pty) Ltd (FSP 548), Coronation Investment Management
International (Pty) Ltd (FSP 45646) and Coronation Alternative Investment Managers (Pty) Ltd (FSP 49893) are authorised financial services providers. Coronation
Life Assurance Company Limited is a licenced insurer under the Insurance Act, No.18 of 2017.

US Readers

Coronation Investment Management International (Pty) Limited is an investment adviser registered with the United States Securities and Exchange Commission
(“SEC”). An investment adviser’s registration with the SEC does not imply a certain level of skill or training. Additional information about Coronation Investment
Management International (Pty) Limited is also available on the SEC’s website at www.adviserinfo.sec.gov. The information in this document has not been approved
or verified by the SEC or by any state securities authority. The opinions expressed herein are those of Coronation Investment Management International (Pty) Limited
at the time of publication and no representation is made that they will be valid beyond that date. Certain information herein has been obtained from third party
sources which we believe to be reliable but no representation is being made as to the accuracy of the information obtained from third parties. This newsletter contain
references to targeted returns which we believe to be reasonable based on current market conditions, but no guarantees are being made the targets will be achieved
or that investors will not lose money.

This article is for informational purposes and should not be taken as a recommendation to purchase any individual securities. The companies mentioned herein are
currently held in Coronation managed strategies, however, Coronation closely monitors its positions and may make changes to investment strategies at any time.

If a company’s underlying fundamentals or valuation measures change, Coronation will re-evaluate its position and may sell part or all of its position. There is no
guarantee that, should market conditions repeat, the abovementioned companies will perform in the same way in the future. There is no guarantee that the opinions
expressed herein will be valid beyond the date of this presentation. There can be no assurance that a strategy will continue to hold the same position in companies
described herein.

Global (ex-US) readers

The information contained in the publication is not approved for the public and is only intended for recipients who would be generally classified as ‘qualified’,
‘professional’, ‘accredited’ or ‘institutional’ investors. The information is not designed for use in any jurisdiction or location where the publication or availability of the
information would be contrary to local law or regulation. If you have access to the information it is your responsibility to be aware of and to observe all applicable
laws and regulations of any relevant jurisdiction and it is recommended any potential investor first obtain appropriate legal, tax, investment or other professional
advice prior to acting upon the information. The value of investments and any income from them can go down as well as up and investors may not get back all that
they have invested. Please be advised that any return estimates or indications of past performance in this publication are for information purposes and can in no way
be construed as a guarantee of future performance. Coronation Fund Managers accepts no liability of any sort resulting from reliance being placed upon outdated
information contained in this publication by any user or other person. Whilst every effort is made to represent accurate financial and technical information on an
ongoing basis, inadvertent errors and typographical inaccuracies may occur. Information, laws, rules and regulations may also change from time to time. Information
contained in the publication is therefore made available without any express or implied representation or warranty whatsoever, and Coronation Fund Managers
disclaims liability for any expenses incurred, or any damage, claims or costs sustained by users arising from the reliance being placed on the use of links, services or any
information or representations contained in the publication. Coronation Asset Management (Pty) Ltd (FSP 548), Coronation Investment Management International
(Pty) Ltd (FSP 45646) and Coronation Alternative Investment Managers (Pty) Ltd (FSP 49893) are authorised financial services providers. Coronation Life Assurance
Company Limited is a licenced insurer under the Insurance Act, No.18 of 2017. Coronation International Limited is authorised and regulated by the Financial Conduct
Authority. Coronation Global Fund Managers (Ireland) Limited is authorised by the Central Bank of Ireland under the European Communities (UCITS) Regulations 2011
and the Alternative Investment Fund Managers Directive 2011, with effect from 22 July 2014. Unit trusts are generally medium to long-term investments. The value of
units may go up as well as down. Past performance is not necessarily an indication of the future. Unit trusts are traded at ruling prices and can engage in borrowing
and scrip lending. Unit trusts may invest in assets denominated in currencies other than their base currency and fluctuations or movements in exchange rates may have
an adverse effect on the value of the underlying investments. Performance is measured on NAV prices with income distribution reinvested.

This article is for informational purposes and should not be taken as a recommendation to purchase any individual securities. The companies mentioned herein are
currently held in Coronation managed strategies, however, Coronation closely monitors its positions and may make changes to investment strategies at any time.

If a company’s underlying fundamentals or valuation measures change, Coronation will re-evaluate its position and may sell part or all of its position. There is no
guarantee that, should market conditions repeat, the abovementioned companies will perform in the same way in the future. There is no guarantee that the opinions
expressed herein will be valid beyond the date of this presentation. There can be no assurance that a strategy will continue to hold the same position in companies
described herein.
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