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Segment Focus 
Trust Banks
All three publicly traded trust banks (BNY Mellon (BK), State 

Street (STT), and Northern Trust (NTRS)) outperformed the 

market in 2016, continuing their upward trajectory over the last 

few years but still lagging the broader indices since the financial 

crisis of 2008 and 2009.  Placing this recent comeback in its 

historical context reveals the headwinds these businesses 

have been facing in a low interest rate environment that has 

significantly compressed their money market fees and yields 

on fixed income investments.  Their recent success may 

therefore be more indicative of a reversion to mean valuation 

levels following years of depressed performance rather than a 

sudden surge of investor optimism regarding future prospects.  

Further, pricing improvements for this group appear to be 

more relative to an improved banking environment than a 

change in circumstances for trust services.

Still, in recent quarters, most trust bank stocks outperformed 

other classes of asset managers like mutual funds and 

alternative investors that endured a rocky 2016 as passive 

products and indexing strategies continued to gain ground on 

active management.  The steepening yield curve portends 

higher NIM spreads and reinvestment income, and the market 

has responded accordingly – our trust bank index gained 20% 

for the year, besting the broader indices and all other classes 

of asset managers.

So have these securities gone from oversold to overbought?  

A quick glance at year-end pricing (page 4) shows the group 

valued at 15x (forward and trailing) earnings with the rest 

of the market closer to 25x, so that alone would certainly 

suggest they aren’t yet too aggressively priced.  Still, the three 

companies are all trading within 5% of their 52 week high (and 

all-time high for that matter), so it’s hard to say they’re really 

all that cheap either.  

If you’re looking for mean reversion within the sector then 

alternative asset managers might be your best bet, though 

we’d be remiss not to point out the inherent risks associated 

with some of these businesses.
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WHITEPAPER

Buy-Sell Agreements for 
Investment Management Firms
An Ounce of Prevention is  
Worth a Pound of Cure

Download Whitepaper

Buy-sell agreements are frequently 

the most forgotten corporate docu-

ment in the file. Partners are often 

surprised by the language in the con-

tract they signed many years before, 

and too often a serious dispute breaks 

out between partners over what the 

words in the agreement mean, or were 

intended to mean. 

The purpose of this whitepaper is to 

equip ownership to understand the 

consequences of their buy-sell agree-

ments before a controversy arises, 

and to make informed decisions about 

the drafting or re-drafting of the agree-

ment that promote the financial health 

and sustainability of their firm. Down-

load your copy today.
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A quick glance at year-end pricing of publicly traded asset 

managers reveals a continued skid in cap factors for mutual 

fund providers offset by some multiple expansion for tradi-

tional and alternative asset managers.  

This downward trend in mutual fund valuation metrics is likely 

attributable to their diminished growth prospects in the face 

of heightened competition from ETF products and passive 

investment strategies.  Alternative and traditional asset man-

ager valuations, on the other hand, have been buoyed by the 

recent stock market rally and the anticipation of higher man-

agement fees.  While this should benefit all sectors of the RIA 

space, mutual funds seem to be facing stronger headwinds.

Actual share price performance by sector highlights the recent 

momentum enjoyed by publicly traded trust banks.  RIAs have 

also performed well over the last few months, which is likely 

attributable to higher AUM balances in a rising stock market.  

On balance these gains have more than offset the January 

sell-off for most classes of asset managers.  Publicly traded PE 

firms and hedge funds are a notable exception, and have been 

adversely affected by 

fee compression and 

relatively poor perfor-

mance in an other-

wise upward trending 

market.

The outlook for these 

businesses is simi-

larly market driven – 

though it does vary 

a bit by sector.  Trust 

banks are more sus-

ceptible to changes 

in interest rates and 

yield curve posi-

tioning.  Alternative 

asset managers tend 

Asset Manager Performance by Sector in 2016
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to be more idiosyncratic but still influenced by investor senti-

ment regarding their hard-to-value assets.  Mutual funds and 

traditional asset managers are more vulnerable to trends in 

active and passive investing.  All are off to a good start in 

2017 after entering bear market territory just one year ago, 

showing how much can change for these market-leveraged 

businesses in a relatively short timeframe.
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Despite a rocky year for asset manager valuations, sector 

M&A was still strong.  Total transactions were down about 

10% from 2015 while aggregate deal value increased close 

to 20%.  Several themes from the prior year also persisted 

as wealth management acquisitions remained robust and 

banks continued to play a pivotal role on both the buy-side 

and the sell-side.

Banks have been on the hunt for RIA acquisitions for quite 

some time in their quest for returns not tied to interest rate 

movements.  A steepening yield curve could curtail some 

of this momentum as lending profits improve, but we haven’t 

seen it yet.  Given the favorable economics underlying many 

RIAs (high margins, low capital requirements, recurring 

revenue stream, etc.), we suspect they’ll continue to be in 

demand by financial institutions.

Perhaps a more surprising trend is the continued interest 

in alternative asset managers, despite the sector’s recent 

woes.  Acquisitions involving alt managers accounted for 

approximately one-quarter of investment management 

transactions globally last year, according to data from 

Cambridge International Partners. This trend seems 

counterintuitive in the era of passive investing and fee 

compression, but strategic and financial acquirers appear 

to be drawn to the segment’s exposure to non-correlated 

asset classes and high revenue yield on assets under 

management.

Less surprising is the recent consolidation of discount 

brokers for self-directed investors.  Falling commission 

rates and transaction fees have spurred capitulation in the 

sector to create scale and cost efficiencies.  2016 was no 

exception to this trend as Ally Financial bought Tradeking, 

E-Trade purchased OptionsHouse, and TD Ameritrade 

agreed to buy Scottrade.  The culmination of all these deals 

is the creation of two large independent retail brokers,  

TD Ameritrade and E-Trade as rivals to much larger Schwab 

and Fidelity.  With so few sizeable independent brokerage 

firms left, industry consolidation may have run its course.  

Keep an eye on E-Trade though – new senior leadership 

hasn’t ruled out a potential sale over the next year or two.

On balance, the outlook for asset manager M&A in 2017 

is more promising.  With over 11,000 RIAs currently 

operating in the U.S., the industry is still very fragmented 

and ripe for further consolidation.  An aging ownership 

base is another impetus, and the recent market gains might 

induce prospective sellers to finally pull the trigger.  Fee 

compression could also lead to more transactions if RIAs 

look to create synergies and cost efficiencies to maintain 

their profit margin.  Absent another correction or heightened 

volatility, 2017 could prove to be a record year for asset 

manager M&A.

M&A Review
2016 in Review 

U.S. Wealth Management Transactions
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CONSOLIDATION IN PRIVATE WEALTH MANAGEMENT 
 
Two of the top ten transactions globally 
were consolidations in private wealth 
management. The largest, the purchase of 
Lugano-based private bank BSI by EFG 
International when troubled Brazilian 
investment bank BTG Pactual was forced 
to sell, fits into the pattern of a rapidly 
consolidating private banking industry in 
Switzerland. Savings of about $190 
million, or 15% of the combined cost base, 
are targeted by 2019. Consolidation of 
private banking was also seen in France 
where Rothschild & Co. acquired 
Compagnie Financière Martin Maurel.  

 
The second largest transaction was the 
purchase in the UK of Towry by Tilney 
Bestinvest for $855 million marking the 
passing of the baton from one private-
equity backed roll-up to another. Towry, 
led by Palamon Capital Partners, followed 
a buy-and-build strategy that grew an 
initial £250 million AUM wealth manager 
acquisition in 2003 to be one of the largest 
independents in the UK today with £9 

billion of client assets. Private equity firm 
Permira acquired Bestinvest with £5 
billion of client assets two years ago 
hoping to repeat Palamon’s roll-up success 
and, given that a series of acquisitions 
including Towry will bring its client assets 
to £20 billion, it looks likely to succeed. 
Consolidation of private wealth 
management in the UK has accelerated in 
the last few years following the 2013 
implementation of the Retail Distribution 
Review (RDR) forcing adoption of a fee-
for-service model and abandonment of 
commissions. It will be interesting to see if 
the implementation of the DOL’s Fiduciary 
Rule, assuming it goes ahead, causes a 
similar consolidation acceleration in the 
US.  
 
The number of US private wealth 
management transactions, at 37, was 
down from 2015’s unusually high 49, but 
still shows a steady consolidation of an 
industry sector that remains highly 
fragmented. Nearly all of the transactions 
were sales of independent firms to a 
diverse group of buyers -- including 
aggregators (especially Focus Financial 
with four purchases in the first four 
months of the year, ahead of an August 
filing to go public), banks (especially 
community banks), other registered 
investment advisors and private equity.  
 
The largest private wealth management 
transaction, private equity’s sale of 
AssetMark Financial to China-based 
Huatai Securities for $780 million, was not 
typical of these transactions as AssetMark 
is a turnkey asset management platform  
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Pricing as of December 31, 2016

Ticker
12/31/2016 

 Stock Price

% of  
52 Week  

High
Price / 

Trailing EPS

Price / 
Forward  

EPS

Enterprise 
Value /  

AUM (%)

Enterprise 
Value / 
EBITDA

TRADITIONAL ASSET MANAGERS

Affiliated Managers Group, Inc. AMG  145.30 80.79% 11.61 13.67  1.67  12.51 

BlackRock, Inc. BLK 380.54 95.26% 20.34 19.75  1.26  12.94 

Legg Mason, Inc. LM 29.91 76.78% 10.99 8.91  0.67  69.15 

Pzena Investment Management, Inc. PZN 11.11 96.78% 26.74 26.45  2.69  14.67 

Westwood Holdings Group, Inc. WHG 59.99 93.75% 23.17 nm 2.37 14.24 

Group Median 93.75% 20.34 16.71 1.67 14.24 

MUTUAL FUNDS

AllianceBerstein Investments, Inc. AB  23.45 97.30% 11.61 13.67 0.46 nm

Calamos Asset Management, Inc. CLMS 8.55 93.17% 44.51 nm  0.32  3.32 

Cohen & Steers, Inc. CNS 33.60 78.83% 19.57 17.82 2.44 10.77 

INVESCO Ltd. IVZ 30.34 91.00% 14.43 13.53 2.10 12.57 

Franklin Resources, Inc. BEN 39.58 94.30% 13.75 14.12  2.16  6.40 

Diamond Hill Investment Group, Inc. DHIL 210.38 98.03% 18.64 nm 3.77 9.39 

Eaton Vance Corp. EV 41.88 95.46% 21.40 19.62  nm  10.93 

Hennessy Advisors, Inc, HNNA 31.75 80.84% 11.36 nm 2.91 7.84 

Manning & Napier, Inc. MN 7.55 75.66% 11.27 11.14  0.07  0.27 

T. Rowe Price Group, Inc. TROW 75.26 96.01% 16.55 17.16 2.21 9.93 

U.S. Global Investors, Inc. GROW 1.36 58.88% nm nm  2.27  nm 

Waddell & Reed Financial, Inc. WDR 19.51 73.35% 8.04 9.07 1.35 3.77 

Federated Investors, Inc. FII 28.28 89.67% 14.74 14.16  0.80  8.25 

Virtus Investment Partners, Inc. VRTS 118.05 92.15% 23.72 20.57 2.22 13.41 

Janus Capital Group Inc. JNS 13.27 80.56% 14.97 15.39  1.27  6.57 

Group Median 91.00% 14.86 14.78 2.13 8.25 

ALTERNATIVE ASSET MANAGERS

Apollo Global Management, LLC APO  19.36 91.45% 14.25 10.70 2.67 7.15 

Brookfield Asset Management, Inc. BAM.A 33.01 91.42% 14.32 40.75  42.86  15.94 

Blackstone Group L.P. BX 27.03 89.36% 25.77 13.88 10.77 17.51 

Carlye Group, L.P, CG 15.25 92.71% 94.90 13.46  2.78  8.92 

Fortress Investment Group LLC FIG 4.86 88.52% 21.45 5.35 2.43 7.29 

Kohlberg Kravis Roberts & Co. KKR 15.39 87.59% 59.19 21.40  18.16  nm 

Oaktree Capital Group, LLC OAK 37.50 77.91% 15.72 13.37 9.04 nm 

Och-Ziff Capital Mgmt Group LLC OZM 3.31 50.50% 5.30 nm  4.05  nm 

Group Median 88.94% 18.58 13.46 6.55 8.92 

TRUST BANKS

Northern Trust Corporation NTRS  89.05 97.90% 21.49 20.73 nm nm

Bank of New York Mellon Corporation BK 47.38 95.64% 15.45 15.00  nm  nm 

State Street Corporation STT 77.72 95.35% 15.03 15.40 nm nm

Group Median 95.64% 15.45 15.40 nm nm 

OVERALL MEDIAN 91.42% 15.58 14.58 2.27 9.93 

Asset Manager Multiples by Sector
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