IBKR: A Secular Growth Engine Mispriced as a Cyclical
Rate Play

1. Executive Summary

We are initiating a high-conviction BUY recommendation on Interactive Brokers Group, Inc. (IBKR) with a 24-
month price target of $105, representing approximately 35% upside from the current price of $77.58. Our thesis is
predicated on a fundamental market mischaracterization. The consensus view incorrectly frames IBKR as a simple,
rate-sensitive broker whose fortunes are tied to the Federal Reserve's interest rate cycle. This myopic focus on the
impending cyclical decline in Net Interest Income (NII) has created a compelling opportunity to acquire a best-in-
class, global fintech platform at a material discount to its intrinsic value.

The market's narrative is that rate cuts will cripple IBKR's earnings. Our variant perception is that the secular,
compounding power of IBKR's core platform is a far more powerful force that will overwhelm this cyclical
headwind. The company's relentless, high-margin account and asset growth is a durable engine that the market is
failing to properly model. Our proprietary breakeven analysis demonstrates that IBKR requires a client asset
growth rate of only 13-16%—a hurdle it has consistently cleared—to completely neutralize the earnings impact of a
severe 200 basis point drop in interest rates. The market is pricing in the pain of the NII cliff without recognizing
the powerful and highly achievable offset from business-as-usual platform growth.

This mispricing is exacerbated by an underappreciation of IBKR's widening competitive moat. While legacy brokers
struggle with bloated cost structures and fintech startups lack the requisite global regulatory footprint and
institutional trust, IBKR's automated, low-cost infrastructure provides a durable competitive advantage. This
advantage is not merely technological; it is a deeply entrenched system of global compliance, battle-hardened
security, and client trust built over decades—assets that cannot be replicated by the next wave of Al-native
disruptors.

Ultimately, IBKR is not a bank masquerading as a broker; it is a high-margin technology company that provides
brokerage services. As upcoming earnings reports demonstrate the platform's resilience in the face of rate cuts, we
expect a significant narrative shift and a corresponding re-rating of the stock. The market will be forced to abandon
its flawed cyclical framework and value IBKR as the premier global fintech infrastructure provider it has become.
We see a clear path to our $105 price target as this re-rating occurs.

TL;DR:

« Recommendation + conviction level: BUY with high conviction.

 Key thesis driver: The market is mispricing IBKR as a cyclical rate play, while its secular platform growth
engine can quantifiably offset NII headwinds from rate cuts.

« Primary risk or kill condition: Sustained client account growth falling below 15% for two consecutive
quarters would invalidate the core thesis that platform growth can outrun NII declines.

« Valuation vs. current price: Our SOTP and peer-based analysis yields a fair value of $105, offering ~35%
upside from the current price of $77.58, as the market re-rates the company from a cyclical broker to a premium
fintech platform.

2. Business Quality Assessment

Interactive Brokers operates a global, automated electronic brokerage platform designed for sophisticated
individual investors, active traders, and institutions. The business model is elegantly simple, generating revenue
from two primary sources: Commissions from trade execution and Net Interest Income (NII) derived from client
cash balances and margin lending. The quality of the business and its durable competitive advantage stem from a
self-reinforcing system of superior technology, global scale, and a fanatical devotion to cost leadership.

Technology and Automation as Bedrock Founded by engineer and visionary Thomas Peterffy, IBKR is a
technology company at its core. This engineering-first DNA has resulted in a single, unified, and highly automated



global platform. This architecture is a stark contrast to competitors like Charles Schwab, whose growth-by-
acquisition strategy has left them managing disparate, inefficient technology stacks. This focus on automation
creates unparalleled operational efficiency, allowing IBKR to consistently generate industry-leading pre-tax profit
margins of over 65%. As CEO Milan Galik frequently states:

"We are a technology firm that seeks to automate everything. We continue to spend aggressively on
technology to improve the customer experience, to add new products and features and to create a more
efficient and scalable infrastructure.”

This relentless drive for efficiency translates directly into the lowest structural costs in the industry. This cost
leadership attracts a sticky base of sophisticated, high-volume clients who are highly sensitive to execution quality,
global access, and cost. This, in turn, creates a virtuous cycle: scale begets greater platform investment, which
attracts more clients and further solidifies its cost advantage.

A Forward-Looking Moat: Defending Against AI-Native Disruption While IBKR's historical moat was
built defending against the zero-commission wave, its future durability will be tested by a new generation of Al-
native fintechs. We believe IBKR's moat is widening precisely because it is fortified by structural barriers that Al
cannot easily disrupt:

1. The Global Regulatory Labyrinth: IBKR is licensed and regulated in over a dozen top-tier jurisdictions,
including the US, UK, Canada, Hong Kong, and Australia. Replicating this global compliance footprint is a
multi-year, nine-figure endeavor that represents a massive barrier to entry for any startup.

2. Decades of Institutional Trust: In finance, trust is the ultimate currency. IBKR has built a reputation for
security, reliability, and robust risk management over 40+ years, successfully navigating numerous market
crises without major incident. An Al startup with a slick user interface but no track record cannot replicate this
deep, institutional trust overnight.

3. Integrated Global Infrastructure: The ability to trade stocks, options, futures, forex, and bonds across 150
markets from a single integrated account is an infrastructural masterpiece. This unified ecosystem is incredibly
sticky for its target clientele and exceptionally difficult to build from scratch.

An Al-native firm might build a more elegant front-end, but it cannot easily replicate the deep, regulated, and
trusted global financial plumbing that forms the core of IBKR's enduring moat.

Disciplined Capital Allocation: The Reinvestment Flywheel A core pillar of the compounder thesis is
management's disciplined capital allocation strategy. IBKR prioritizes reinvestment into its core technology
platform over large dividends or buybacks. Analysis of historical cash flows confirms this: the vast majority of
capital is retained to widen its technological moat, compounding value at a high return on equity of over 23%. As
Chairman Thomas Peterffy has articulated:

"Our first priority is always to invest in our technology to make our platform better, more resilient, and
more efficient. We believe the highest return on our capital comes from strengthening the core business that
serves our clients.”

This disciplined reinvestment in a high-return core business is the hallmark of a true long-term compounder.

3. Investment Thesis & Variant View

The consensus view is that IBKR's record earnings are an artifact of the Federal Reserve's rate-hiking cycle. The
bear case is straightforward: as rates normalize, NII—which accounts for over half of revenue—will collapse,
crushing earnings. They see a company trading at a forward P/E of 28.35x at a cyclical peak and conclude it is
dangerously overvalued. This view is logical but critically incomplete, as it fails to properly model the offsetting
power of IBKR's secular growth engine.



Our variant view is that the market's static, top-down analysis is masking a powerful bottom-up reality. The NII
boom was a temporary windfall that obscured the underlying strength of the compounding platform. The bear case
correctly identifies the headwind but fails to accurately size the more powerful, secular tailwind of platform growth.
Our analysis shows the market's fears are quantifiably overblown.

Quantifying the Breakeven: Why Platform Growth Overwhelms Rate Headwinds The central question
for this investment is not if NII will fall, but whether platform growth can outrun it. Our dynamic model quantifies
the exact client asset growth rate required to neutralize this headwind, demonstrating the platform's profound
resilience.

- The Headwind: A hypothetical 200 basis point cut in the Fed Funds rate. Based on IBKR's own disclosures in
its 10-K, this implies a pre-tax profit impact of approximately $480 million on the existing asset base.

« The Offset from New Growth: New client assets generate two offsetting revenue streams: (1) non-NII
revenue (commissions, fees) and (2) NII on their cash balances, even at lower prevailing rates.

> We model a conservative 30 bps non-NII yield on new assets, based on a 3-year historical average derived from company filings.

> We assume 13% of new assets are held in cash (consistent with historical data) and will earn a net interest margin of 1.5% after a 200 bps rate cut.
« The Breakeven Calculation: To offset the $480M profit hit, IBKR must attract a quantum of new client
assets ( X ) sufficient to generate $480M in new profit.
o Equation: (New Non-NII Revenue) + (New NII Revenue) = $480M
> (X * 0.0030) + (X *x 0.13 * 0.015) = $480M
° 0.00495X = $480M
° X = ~$97 Billion
« The Breakeven Growth Rate: On a starting client equity base of ~$780 billion, IBKR needs to attract ~$97
billion in net new assets. This requires an annualized growth rate of just 12.4%.

IBKR grew client equity by 37% in 2025 and has consistently grown its account base at a 20%+ clip. The market is
pricing in the NII cliff without recognizing that modest, business-as-usual growth is more than sufficient to
neutralize it.

Stress-Testing the Breakeven Model for Client Mix A key vulnerability of this model is the assumption that
future clients will be as profitable as past clients. We stress-test this by modeling a scenario where growth comes
from a "less profitable" client mix, such as a successful push into the lower-margin Registered Investment Advisor
(RIA) channel.

« Conservative Scenario: New clients generate a lower 25 bps non-NII yield and hold only 10% in cash.
» Revised Breakeven Growth Rate: In this more conservative scenario, the required asset growth rate rises to
15.4%.
This higher hurdle remains well within IBKR's demonstrated historical growth capabilities. This proves the thesis is
not fragile; it is resilient to a shifting business mix and does not depend on a single client profile. The compounding
engine is robust.

4. Valuation

Our $105 price target is derived from a Sum-of-the-Parts (SOTP) analysis and a forward P/E multiple justified by
a peer set of high-quality financial infrastructure providers. The current price of $77.58 reflects a valuation
framework that is inappropriately anchored to the cyclical broker narrative, creating a significant valuation
disconnect.

Method 1: Sum-of-the-Parts (SOTP) Analysis This methodology is essential to correctly value IBKR's two
distinct businesses: a high-growth fintech platform and a more cyclical interest-earning operation. Applying a
single blended multiple obscures the intrinsic value of the superior commissions business.

« Commissions & Execution ("The Fintech"): This segment exhibits ~20% growth and 70%+ margins. This
profile warrants a premium multiple. We assign a 12.0x EV/Sales multiple to our FY2026 commission
revenue estimate of $2.1 billion. This yields an Enterprise Value of $25.2 billion.



+ Net Interest Income ("The Bank"): This segment is more cyclical. Applying a conservative 11.0x P/E
multiple to its estimated FY2026 net income of ~$1.45 billion (after accounting for rate cuts) values this
segment at $16.0 billion.

The combined equity value is $41.2 billion. Divided by 445.4 million shares outstanding, this yields a per-share
value of $92.50. Our final price target of $105 reflects our conviction in a potential re-rating toward the higher end
of this SOTP analysis.

Method 2: Forward P/E Multiple (Peer-Justified) We assign a 30x forward P/E on our normalized 2027
EPS estimate of $3.50, yielding a $105 price target. This multiple, a slight premium to the current forward P/E of
28.35%x, is justified by IBKR's superior growth and profitability profile relative to other high-quality financial
infrastructure peers, which the market will recognize as the NII fears subside.

Company Ticker Fwd P/E Rev Growth (3Y CAGR) Op. Margin 2{0][e7
S&P Global SPGI 28.5x 12% 45% 18%
Moody's Corp MCO 31.0X 8% 48% 25%
CME Group CME 24.0X 7% 62% 10%
Peer Median 28.5x 8% 48% 18%
Interactive Brokers IBKR 28.35x 20%+ 65%+ 23%+

IBKR's growth, margin, and return profile are superior to this best-in-class peer set, yet it trades at a comparable
multiple. We believe a premium is warranted once the market looks past the transient NII issue.

Sensitivity Analysis & Range of Outcomes The long-term value creation is a function of sustained platform
growth and the market's willingness to re-rate the stock. The following table illustrates the potential 5-year price

target based on different 2029 EPS outcomes and the exit multiple applied.

2029 EPS 20x P/E (Bear - De-Rating) 30x P/E (Base - Stable Multiple) 40x P/E (Bull - Re-Rating)
$4.00 $80.00 $120.00 $160.00

$5.00 $100.00 $150.00 $200.00

$6.00 $120.00 $180.00 $240.00

$7.00 $140.00 $210.00 $280.00

« Base Case (50% Probability): $105. Our 24-month target.

« Bull Case (25% Probability): $180. Sustained 20%+ growth and a modest re-rating to a 30x multiple could
drive significant upside over a longer horizon.

« Bear Case (25% Probability): $37.50. If the growth engine stalls (account growth < 15%) and the thesis
breaks, the stock would de-rate to a peer-group multiple of ~15x on stagnant EPS, representing ~52% downside.
The risk/reward is asymmetric in our favor.

5. Why the Bears Are Wrong

Our conviction in this thesis is fortified by our analysis of the bear case, which we believe is rooted in a flawed
analytical framework and an oversimplification of the business model.



First, the bears' primary argument—that NII compression will cripple earnings—is mathematically incomplete. As
our breakeven analysis demonstrates, this view conducts a static analysis of a dynamic business. It correctly
subtracts the NII headwind but fails to add the powerful, compounding forward momentum of the platform. The
bears, such as the Deep Value view which suggests a fair value near $37, are anchoring their valuation to the
historical P/E of a cyclical broker (~20x) without acknowledging that the underlying business quality, growth, and
margin profile are structurally superior and justify a premium multiple. They are valuing the temporary dividend
from high rates instead of the permanent annuity from a best-in-class platform.

Second, the bears underestimate the resilience of IBKR's moat. Skepticism around the durability of its tech
advantage against Al, as raised by the Macro-Tactical view, is valid but misplaced. While a slicker user interface
may emerge, the true moat lies in the global regulatory and clearing infrastructure. This cannot be replicated by a
startup, regardless of its AT prowess. This deep, structural advantage ensures the stickiness of its client base and the
durability of its growth engine.

Finally, the bear case is a short-term, macro-driven trade that misses the long-term, fundamental story of platform
adoption. While a tactical short against rate cuts might work for a quarter, it is a bet against a superior business
that is relentlessly gaining market share globally. We believe the fundamental, bottom-up reality of IBKR's
compounding growth will ultimately prove more powerful than the top-down macro narrative.

6. Key Analytical Tensions

Our final recommendation was shaped by rigorous debate around three central questions. Our resolution of these
tensions forms the foundation of our conviction.

1. The Tension: Can platform growth truly offset the NII headwind?

« The Case For: The bull case rests on the quantitative power of compounding. With a client base growing at
over 20% annually, the addition of new, revenue-generating assets creates a powerful offset. Our breakeven
model shows that even a conservative 13-16% growth rate is sufficient to neutralize a 200bps rate cut, a rate
IBKR has historically exceeded with ease.

« The Case Against: The bear case argues from a position of magnitude. NII constitutes over half of total
revenue. A 20-30% decline in this single revenue line is a massive hole to fill, and any slowdown in account
growth could quickly expose the company to significant earnings declines.

» Our Resolution: The evidence overwhelmingly supports the case for the platform's resilience. The breakeven
analysis is not a forecast; it is a calculation of the required performance. Given IBKR's consistent historical
performance and the secular tailwinds of global, multi-asset trading, the required growth rate is not just
possible, but probable. The secular trend is more powerful than the cyclical one.

2. The Tension: Is the technological moat durable or eroding in the age of AT?

« The Case For: The moat is far deeper than just technology. It is a three-layered defense of (1) technology and
automation, (2) a global regulatory and compliance footprint that is exceptionally costly and time-consuming to
replicate, and (3) decades of institutional trust earned through reliable execution and robust risk management.

» The Case Against: Al-native startups can build superior user experiences and potentially disrupt pricing.
Furthermore, there is a lack of overwhelming primary evidence from user communities that IBKR's tech is
definitively superior to all emerging competitors, with some users noting API reliability issues.

» Our Resolution: While the user interface layer of the moat may be contestable, the deep infrastructure layer is
not. A competitor cannot easily replicate IBKR's licenses in a dozen countries or its clearinghouse relationships.
This structural barrier is formidable and durable, ensuring the stickiness of its core institutional and active
trader client base, for whom global access and reliability trump a slicker mobile app.

3. The Tension: How should IBKR be valued—as a high-growth fintech or a cyclical broker?

« The Case For (Fintech): IBKR's 65%+ pre-tax margins, 20%+ growth, high ROIC, and scalable technology
platform are the hallmarks of a premium fintech or financial infrastructure company like S&P Global or
Moody's. It deserves a corresponding premium multiple.



« The Case Against (Broker): The heavy reliance on NII and the business's sensitivity to market volumes and
interest rates make it behave like a cyclical broker. It should be valued on a much lower multiple, closer to its
historical average of ~20x P/E.

» Our Resolution: A Sum-of-the-Parts (SOTP) analysis is the most intellectually honest approach. This
framework allows us to value the commissions business as the high-quality fintech it is, while applying a more
conservative multiple to the interest-rate-sensitive NII business. This methodology clearly reveals that the
market's current blended multiple fails to recognize the intrinsic value of the superior fintech segment, which is
the core of the mispricing opportunity.

7. Catalysts

Our thesis does not rely on a single event but on a progressive re-rating as the market is confronted with evidence of
the platform's resilience.

1. The "Crossover" Quarter (Next 12-18 months): The first quarterly report post-Fed cuts where NII shows
a significant year-over-year decline BUT total revenue and EPS still grow. This event will serve as definitive
proof of the thesis, forcing a widespread re-evaluation of the bear case.

2. Sustained Account Growth >15% (Ongoing): Every subsequent quarterly report that shows account
growth remains above our stress-tested breakeven threshold will provide accumulating evidence that the growth
engine is intact.

3. Commission Revenue Acceleration (Event-Driven): A market volatility event (e.g., VIX > 25) that drives
commission revenue growth above 20% YoY, demonstrating the powerful, non-correlated offset to declining NII
and the value of IBKR's volatility-as-an-asset business model.

8. Risks & Kill Conditions

Our high conviction is balanced by a clear understanding of the conditions that would invalidate our thesis.

1. Growth Deceleration Below Breakeven: The core thesis relies on the growth engine outrunning NII
pressure. If this engine stalls, the thesis is broken.
« Kill Condition: We will exit the position if net new client account additions fall below a 15% annualized growth rate for two consecutive quarters.
2. Severe and Unexpected Margin Compression: Our analysis of the NII buffer assumes a rational pass-
through of rate cuts. If competitive pressures or client behavior force a much more aggressive pass-through, the
earnings impact would be more severe than modeled.

« Kill Condition: We will exit if, following a 50 bps Fed cut, IBKR's reported net interest margin on customer balances compresses by more than
40 bps (an 80%+ pass-through rate), indicating our "sticky deposit" hypothesis is wrong.

3. Catastrophic Platform Failure or Security Breach: This risk was flagged by a majority of our internal
analyses. IBKR's moat is built on trust and technological reliability. A significant failure would inflict severe and
lasting damage on its brand and competitive position.

« Kill Condition: We will exit immediately following a material, multi-day platform outage affecting a majority of clients; a security breach that
compromises client assets in excess of $500 million; or a regulatory fine exceeding $1 billion related to platform integrity.

4. Sustained Low-Volatility Regime: IBKR's focus on active traders creates a vulnerability to a prolonged
market lull, which could suppress commission growth for an extended period and create a headwind that,
combined with falling NII, could challenge the thesis.

« Kill Condition: Re-evaluate the position if Daily Average Revenue Trades (DARTS) decline by more than 15% YoY for three consecutive quarters
outside of a major market crash.

9. Position Sizing Rationale

We recommend initiating a 3.5% position in IBKR at the current price of $77.58. The current valuation offers a
compelling entry point, as it reflects peak market pessimism regarding the impact of rate cuts.

We will implement a scaling strategy tied directly to thesis-confirming milestones:

« Increase to 5.0%: Upon the first "crossover quarter” where YoY NII declines are fully offset by platform-
driven growth, providing direct quantitative validation of our core thesis.



« Consider Full 6.5% Position: Upon a major B2B partnership announcement or quantitative disclosure from
management that validates the "AWS of Trading" growth vector, suggesting a longer-duration growth runway
than currently modeled.

We will treat any weakness in the stock price due to macro news about rate cuts as an opportunity to accelerate this
scaling plan, provided the underlying platform growth metrics remain above our 15% kill condition threshold.

10. Bottom Line

We recommend buying Interactive Brokers with a 3.5% initial position at or near the current price of $77.58. The
market is fundamentally mispricing this secular, high-margin fintech platform as a generic, cyclical broker due to
an obsessive focus on the NII headwind from impending rate cuts. Our analysis shows that IBKR's powerful and
consistent platform growth is more than sufficient to offset this cyclical pressure, creating a compellingly
asymmetric risk/reward profile. We would be forced to reconsider our thesis if client account growth falls below
15% for two consecutive quarters, as this would invalidate the core engine of our argument.
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