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INVESTMENT VIEWS

The makings of a long-term

A

“Playing the openinglike a book, the middlegame like
amagician, and the endgame like amachme:™
=Rudolf Spiclmann, chess'master

By ZUKISA LUSWAZI

THE PSG Financial Services is Outperformance has been Key group businesses - PSG
a great business that has driven by strong execution and Wealth and Western National —
QUICK long looked expensive but consistent investment in key remain well positioned to continue
TAKE has delivered for patient underlying businesses that have delivering and building on the
investors delivered good earnings growth successes we have seen to date

PSG FINANCIAL SERVICES (PSG) is a great example of a long-term winner whose valuation has
looked full' at almost any time over the last decade but has nonetheless done well for the patient
investor (Figure 1 - next page) as it delivered growth underpinned by strong fundamentals.

Even in recent years, forward price-earnings multiples looked expensive, trading at a notable
premium to the market (Figure 2 - next page). Despite this, we have long liked and owned the

Zukisa is an analyst and company, meaningfully increasing our stake over the years. This is due to our conviction that the

portfolio manager with . . . . .

12 years of investment market has never fully appreciated the size and quality of the business PSG is set to become over
industry experience. time. Even on what looks like a full rating today, we believe it remains attractive and consider

the c.16 times forward price-earnings multiple undemanding, given the size and durability of
its long-term growth prospects.

THE NUTS AND BOLTS

PSG is an advice-led financial services group with operations in wealth management, insurance
and asset management. Founded almost 30 years ago, it has grown a strong wealth manage-
ment franchise in PSG Wealth; built well-regarded insurance operations (distribution and under-
writing) in PSG Insure; and nurtured a respectable asset manager in PSG Asset Management.

' A forward price-earnings multiple that is at a notable premium to the market and suggests weak prospects for future outperformance
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Figure 1

PSG HAS OUTPERFORMED THE MARKET OVER ALL MEANINGFUL
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Particularly noteworthy is its transformation and growth
over the last decade. The current group CEO and CFO took
the helm in 2013. They then embarked on a disciplined
journey of cleaning up, institutionalising, investing in,
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Alpha 3.5%

Syr 10yr Since listing resourcing, and strengthening the Group’s businesses. This
process built strong franchises with favourable positions
from which they can compete for long-term market share
and win. A strong feature of the Group is outstanding
5.7% 5.4% 3.0% senior leadership with the ability to think long-term. This is
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Source: Bloomberg as at 17 April 2025

Figure 2
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probably underappreciated but has been vital in ensuring
exemplary execution over time. Shareholders have been
richly rewarded in the process, and with management
also benefitting through their long-term incentives and
notable stakes in the business, they are closely aligned
with shareholder interests.

Today, PSG is a high-performing company and its largest
business - PSG Wealth - is extremely well positioned for

T it | -+, superior long-term growth, arguably beyond our invest-
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8 growing underwriter in Western National - part of PSG
6 Insure - whose growth and progress over the years have
4 been impressive. Execution in both businesses has been
2 strong, and we think their futures are bright.
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SR PSG is all about PSG Wealth. At c.60% of current earnings,
M % ownership of company (RHS) — Capped SWIX - 1-year forward price-earnings (LHS) this is a business with an outsized share of the Group's
PSG Financial Services - 1-year forward price-earnings (LHS) current and future fortunes. It enjoys an extraordinary set

Sources: Coronation, Bloomberg

of circumstances that have supported its growth to date
and should see it thrive further in years to come.

PSG Wealth is a respected wealth manager with the largest non-life/non-bank-tied wealth
advisory force in South Africa (SA) and operates in a large and fragmented financial advisory
market. It runs a time-tested revenue-sharing business model with its advisors. This respects their
autonomy and allows them to build independently run advisory practices within the PSG stable.
In addition, they benefit from the support of a strong centre that takes away the administra-
tive burden of running advisory practices. This frees advisors up to do what they do best - serve
clients well and grow their practices.

The business model is attractive to independent financial advisors (IFAs) and bank-tied wealth
managers alike. [FAs are attracted because growing regulatory and compliance pressures on
financial advisors are compelling them to find a home for their practices. Wealth managers
are driven by the superior economics of being a wealth advisor within PSG compared to being
bank-tied.

We think this is a superior model that should take a meaningful share of the advisor market
and advised assets, building on the progress of the last decade. Many small advisory firms hold
significant assets under advice and could find a home in PSG. There also remains a sizeable
pool of bank-tied wealth managers who could credibly build their own wealth practices within
PSG and be more prosperous.

The power of this business model cannot be underestimated. It is optimised to serve advisors
well (who are thus empowered to serve their clients well) and rewards them fairly for their
efforts. In return, the Group receives its fair share of advisor revenues. As the business scales,
it unlocks growing financial resources to accelerate investment in many areas, particularly
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in technology and infrastructure, driving the flywheel
of growth, scale efficiencies, and reinvestment. This, in
turn, enables advisors to continuously modernise and
compete harder, entrenching PSG Wealth’s attraction to
advisors and clients, which drives further market share
gains (organic and inorganic). To date, this virtuous circle
has translated into significant growth in the advisor base
and, more importantly, superior flows generated by PSG
Wealth compared to the overall retail industry. Figures 3a
and 3b show that PSG Wealth has grown its advisor base
steadily over time, and net flows as a percentage of assets
have consistently been ahead of the market, supported by
advisor acquisitions.

Given its low market share of no more than 13% of industry
assets and an increasingly competitive business that is
becoming more attractive to both advisors and clients, we
think it is highly probable that this business will continue
to take share, drive steady growth in advisor numbers, and
deliver good flows. This would translate to good growth
in its key drivers and continue to build on the growth in
earnings we have seen over the years. Figure 4 illustrates
how PSG Wealth has delivered strong growth in funda-
mentals over the long term.

Operating margins have started to expand in recent years.
This is after heavy reinvestment of positive operating
leverage gains back into the business to strengthen the
Wealth franchise, drive revenue growth, and position it
for the long-term prize: capturing an outsized share of
a large and fragmented advisory market. Over the long
term, we expect scale efficiencies to kick in on the back
of a well-invested cost base and translate into operating
margin growth, accelerating earnings growth ahead of
revenues.

The million-dollar question is: how long can PSG Wealth
sustain above-average growth? It is difficult to know
exactly, but considering how small PSG Wealth is relative
to the overall industry, there is considerable opportunity to
grow its assets under management/advice as its superior
model continues to win market share. Other industries,
such as pharmacy retail, serve as a case study of how
strong corporate players with winning business models can
sustain market share gains for long periods at the expense
of weaker players ceding share (Figure 5 - following page).
It would therefore not be surprising to see PSG Wealth
emerge as a major long-term winner in the financial
advisory/wealth management industry.

PSG INSURE: WESTERN NATIONAL. A GEM

Western National is PSG’s underwriter focused on commer-
cialrisk lines. It is a small player in commercial insurance,
with a differentiated service model that has earned
commendable long-term gross written premium (GWP)
growth off a low base. Execution over the years has been

Figure 3a
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Figure 4
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Figure s
PHARMACY RETAIL MARKET SHARE TRENDS
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excellent, with significant reinvestment into the business
to improve its quality and deliver sustainable growth.
Reassuringly, growth has been accompanied by rising
underwriting margins, which helps support our view that
the quality of underwriting has been good and that
market share gains are sustainable. Going forward, given
its low industry share, we expect this business to continue
to deliver above-average GWP growth as it continues to
scale its winning service model. Figures 6a and 6b show
how Western National is growing premiums faster than
the market (using industry bellwether Santam as proxy)
and at healthy, improved margins.

CONCLUSION

PSG has delivered handsomely for shareholders over the
years, even though it has historically looked like a fully
valued share. Today, it continues to trade at a mid-teens
price-earnings multiple, which we think is reasonable
given its calibre. It is a high-quality business with high
recurring revenues, healthy margins, and strong returns,
bolstered by an ungeared balance sheet and strong
long-term growth prospects. Importantly, it is under
the stewardship of a strong and experienced manage-
ment team that is aligned with shareholders. For these
reasons, we believe the stock should continue to deliver
for the patient investor. PSG’s structural growth story is
extremely valuable in these uncertain economic times,
and we believe that backing the best and winning busi-
nesses, at fair valuations, is a strategy that should serve
our clients well over the long term. +
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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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