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Kyle Peterson, Analyst, Needham & Company
Hey, good afternoon, everybody. Welcome to the Needham Tech and Media
Conference. My name is Kyle Peterson. I'm with the FinTech Equity Research
team. Next, we have a presentation from Apex Fintech Solutions. They'll
provide a little bit of overview on kind of what they do and where they kind of
play in the FinTech space. And then we'll open it up for some Q&A at the end.
So Bill, I will turn it over to you.
William Capuzzi, Chief Executive Officer
Kyle, thanks so much for having us. Good afternoon, everyone. Chris and I
are excited to be here. So we're just going to walk through a few slides and as
Kyle said at the end, we'll open up for some question and answer.
Let me start by just walking through what is Apex. What is the premise of the
company? What do we do at a really high level? And I think this slide really
kind of depicts that. First of all, we are the FinTech for FinTechs. And the
premise behind the firm is we're a B2B platform and the vision of the company
is to be the technology provider, the technology partner that's driving kind of
the next generation of financial services.
And then the last piece that's on the slide is about the purpose. And I think the
kind of greatest KPI for Apex is how many end customers are we servicing? I
think it goes to the premise and the purpose, the altruistic sort of sense of who
we are as a company is really to make investing easy, make it simple, lower
the barriers to entry and allow for anyone to invest in the future. Okay, next
slide.
So what do we actually do, right? I talked about us being purely B2B platform
that's going to drive this kind of next generation. And I think this slide kind of
walks through that at a fairly high level. And SoFi as an example is a client of
Apex. This is sort of depicts that well. SoFi owns the front end, very clearly.
They own the customer experience and the two decisions when they get into
wanting to be in the investment business, they have to make two decisions.
Who do they want to sort of service? What is the profile of the customer that
they're trying to attract from first-time investors to ultra high net worth.
And then the second question is what do they want to offer? What is the
experience? Do they want to offer equities, options, futures, fixed income? Do
they want it to be more active, meaning somebody picking a stock, do they
want it to be more passive where somebody is actually putting it into a
portfolio? Do they want to offer cryptocurrency, NFTs, right?

Once those decisions are made and they've again, focused on building this
amazing front end, we do all the things behind the scenes. But this is that
platform, right? And as this slide depicts, we do all the account opening. So
the KYC, the AML, we do that totally electronic, no paperwork in nine seconds
or less. We do all of the linking to bank accounts to pull money in and out of
the investment account. We do all of the trading, like, as I mentioned before,
whether it's an equity, an option, a future, fixed income, ETFs, mutual funds,
cryptocurrency and in the future NFTs, we do all the tax reporting, all the cost
basis, all of this confirms the statements.
And then lastly on here, and I think, this kind of came – kind of front and
center over January and February is we actually custody the assets, right?
We saw some of this come front center down in Washington, D.C. around
settlement cycles. We are the custodian, we're holding the assets, we're
safeguarding the assets of the customer. And so when you sort of put that
together, it's a platform that allows for people in a fairly turnkey way to be able
to stand up and support an investment solution for an end customer. Okay,
next slide.
So who do we service? Who are the customers of Apex? And historically it's
really been focused on the brokerage sleeve and the wealth techs sleeve
where the most of the clients are named here. And that's where we're going to
continue to sort of focus and dominate the focus of the firm. And I think the
part that's going to change on a go-forward basis is we'll continue to support
the startups, right, so the Betterments, the SoFis, the Stashs, the M1s, the
Publics of the world.
But I think on a go-forward basis, there's also going to be names on here that
have had success someplace else in the continuum or in the FinTech
continuum. So people like Goldman Sachs’ Marcus, people like eToro. And
there's a number of other names that are coming over the next few months,
folks that have had an instilled client base that have one, let's just say they're
in the payments space or they're in the lending space, or they're in the
banking space, like a Goldman Sachs’ Marcus and they want to add investing
alongside of what their current offering is.
To the left and to the right of that brokerage and wealth-tech, we have sort of
a budding advisory support business custody. This is where we're competing
with likes of Schwab and Fidelity, big opportunity, obviously a gigantic
addressable market. And we have less than 1% market share today. But I
think the secular tailwinds around what's happening broader around investing
is going to work to our advantage as we continue to sort of move further into
the advisory business.
And then to the right, professional. So we support a number of professional
trading shops. The Trillium, Chimera's, Benchmarks, just inherent to being a
custodian provides us opportunity to support the more professional trading
shops that are out there.

The neat part about supporting those folks. Again, the folks that we support
are looking for someone that's going to provide a turnkey, very efficient
platform and the value to us in terms of those professional clients versus
somebody that's in either the brokerage or wealth-tech is it creates this natural
sort of netting because oftentimes the professional traders are short. The
names that the retail firms are long, and it creates a really neat ecosystem for
Apex in terms of netting down and keeping the sort of collateral requirements
for the firm in check.
And then lastly, on the sort of far left, far right, we have just a bunch of
channel partners, right? So you think about the folks like Orion, folks like
Envestnet, InvestCloud, and then on the right, Orbis, FusionIQ, Tradier.
Those are platforms, and for us, there are force multipliers for us in terms of
driving net new business into Apex. Chris, anything I miss?
Chris Springer, Chief Financial Officer
No, Bill, you've got it.
William Capuzzi, Chief Executive Officer
Great. So this just gives some sense of the lineage of the firm. I've been here
since 2015 as the CEO of Apex. And look, this is, we're a technology firm that
provides this investment platform, and you guys can read this through
yourselves. I think we have a proven track record in being sort of pioneer,
whether it's zero commission, whether it's fractional share trading, launching
crypto platform back in 2018. The expectation is what we're going to be
launching NFTs sooner than later. And the premise there is we're going to
continue to sort of evolve the platform. And our job is to provide products and
services that make our customers - SoFis, the Stashs, the Webulls of the
world, more sticky with their own customers.
Next slide. Look, this is the natural flywheel effect. There's a really deep moat
around what we do. Now, for those that are on this that are listening or
watching, providing custody and clearing, providing this turnkey investment
solution is more than just offering great technology, right? The premise is you
take great technology and you couple that with literally decades of
experience, to understand all the byzantine rules around custody and clearing
around the SEC and FINRA how to settle trades and you sort of marry those
together that creates the sort of defensible moat, right?
And then as you've levered that as we go out to customers, it creates this sort
of natural flywheel, right, where we lower as we get more customers on, it
lowers the cost basis for all of our customers. We can then obviously turn
around and continue to add more customers, more product, which is going to
attract new customers to Apex and increase the volume. And so that flywheel
effect continues. And we saw that for sure pronounced over the last 18
months.

Yeah. So this gets a little bit deeper into that competitive moat of Apex. So
number one is cost structure. And so because we do what we do in a hyper
efficient way, we can offer sort of those advantages and those savings onto
our customer, right? So to give a proof point around that when we open
roughly a million accounts in a weekend with about 400 people that work
within the firm and being able to try and do that yourself and build out all the
technology obviously is really complicated.
There's really high barriers to entry, right? You need to understand collateral
management, you need to understand treasury, you need to have a good
amount of capital base. You need to be able to support customers on the
service basis and have an incredibly sort of diligence and forward-thinking for
sort of evolving technology team. And it needs to be coupled with deep
domain knowledge within the custody and clearing space.
And then lastly, there's really high switching costs, right? So we service as we
reported at the end of the first quarter, over 14 million customers and the
switching costs for someone to leave Apex and either do this themselves, or
head to a different custodian is just really complicated. Every one of those
customers has to be repaid for it. And the job for us is to continue to add
value-add products and services, to make us more sticky with our customers,
right. And frankly, make it more complicated for them to have to do this
themselves, or try and move to somebody else.
Next slide. So let me turn it over to Chris. Chris, why don't you spend a few
minutes on how we generate revenue?
Chris Springer, Chief Financial Officer
Sure. Thanks, Bill. So before I get started on revenue, I just am obliged to
mention that this portion of our presentation will include references to nonGAAP financial metrics and the reconciliations to the closest GAAP metrics
can be found in our earnings release dated April 28. And this is you can find
that on the investor relations portion of our website.
So with that out of the way, let's talk about how we generate revenue. So as
you can see on the slide, our revenue levers can be broken down into two
buckets, a transactional and recurring. And the way to think about
transactional levers are that they're relying upon customer interaction. And
some of the fees that this generates are clearing, execution, banking, and
revenue from our crypto business. So in contrast, we generate recurring
revenues as the custodian of customer assets, and we do this through a
variety of different streams, and these include interest on credit and debit
balances, securities lending activities, account maintenance fees, proxy fees,
and there are a bunch of others.
And the thing to remember is that the contribution from recurring and
transactional buckets, as you can see here, we're about 50/50 last year, but

they can and will vary over time. And this is based on a number of factors,
including interest rates, market volatility, the number of trades we process,
how many accounts we opened as Bill said with our 4 million in the first
quarter, as well as the new services and products that we roll out to diversify
our offering.
But the real message that we need to keep thinking about here is the
importance of the continued growth of accounts. As we increase the accounts
that are on our platform, revenue grows, and the number of accounts will drive
income through a variety of ways. So it happens at account opening fees,
account maintenance fees, and then as the accounts start to mature, they
start to accumulate assets. And these securities, once they're accumulated,
go into our stock lending program, and they also further drive revenue.
Turning to the next page. So these were our first quarter of 2021 results
compared to 2020. And I just want to spend a few minutes walking through
the highlights of the quarter. If you start in the lower left hand corner on the
KPI growth, you'll see that the number of accounts that we serve increased
85% from the same period last year to $14.4 million as Bill mentioned.
Sequentially over 4 million accounts were added in Q1. And I think there's an
interesting stat is about 75% of those accounts along the customers that are
under the age 40. You'll see extraordinary market volatility associated with
certain stocks coupled with an unusually high level of customer engagement,
drove a record number of trades for the quarter, 235 million. It's 70% above
where we were in Q4 and 183% higher than the first quarter of 2020.
Customer account growth drives increased balances and transactions.
And those were the catalysts of our revenue growth for the first quarter at
Apex. You might ask, how did this manifest in revenue growth? So focusing
on the upper right-hand corner of the chart, you'll see our adjusted net
revenues were $102 million for the quarter. This is up over 120% from $46
million that was recorded in the first quarter of 2020. And when we speak
about adjusted net revenues, we mean the total net revenues, less
reimbursable fees, less non-operating income, and also excludes any interest
expense that we have on debt. The growth in Q1 in the adjusted net revenue
was driven by three things, clearing and execution fees, account based fees
and increased securities lending income.
Now focusing on EBITDA. And we defined EBITDA as net income adjusted
for income tax expense, interest expense on debt, depreciation, and
amortization, and non-operating income and expenses. As you can see,
adjusted EBITDA totaled $46 million for the first quarter of 2021, translating to
a 45% adjusted operating margin that compares to adjusted EBITDA of $13
million and a related margin of 28% for the first quarter of 2020.
As Bill spoke, these numbers demonstrate the scalability of our financials,
where additional revenue generates EBITDA at a higher incremental, adjusted
operating margin rate. And that incremental adjusted operating margin rate
was right around 60% for the quarter.

Turning to the next slide. As you can see in the last couple of years, we've
had outstanding momentum in performance. We believe that Apex is the
bellwether for the digitalization of investing. Historic momentum in the growth
of our accounts has continued to play out in the first quarter, adding more
accounts in the first quarter of 2021 than we did in all of 2020. Our ability to
generate revenues for those accounts has grown as well with an 18% CAGR
from 2018 to 2020. We believe that we are poised to continue to capitalize on
the secular tailwinds that are driving the digitalization of investing.
And with that, I'll turn it back to Kyle.
Kyle Peterson, Analyst, Needham & Company
Thanks, Chris. So yeah, just a reminder to anyone on the webcast, if you'd
like to – should there be any questions, you can submit it, I think, through the
form for the conference. But I guess, I'll kick things off. I guess, the question
I've had about Apex in learning the story is, really why do you guys kind of win
new deals? You have a very impressive client roster. When you guys go-tomarket kind of what sets you apart? Why does a SoFi, for example, choose to
partner with Apex versus going to another clearing and custody service, or
kind of doing things in-house?
William Capuzzi, Chief Executive Officer
Yes, it's a great question. And I think it actually really speaks to what is Apex,
right. It's not just custody and clearing, right. People are like, well, why are you
working with Goldman Sachs’ Marcus they can’t take clear trade? And the
answer is they can, right. But this is about providing a turnkey platform. Right.
And so, let's just use, you mentioned SoFi, SoFi needs to focus on the
experience, the end customer experience, getting great content in front of the
customer, by continuing to engage the customer and obviously trying to
acquire new customers. Our job is to provide that platform behind the scenes
and bring that all to life. Right.
And open the account seamlessly, do the funding, do all of the things that
happen in and around supporting an investment solution and do them through
a totally digital lens. So that's why I talk about us being a platform, that's why I
talk about us being a technology company that provides custody and clearing.
And I think a proof point to that is we launched, as I mentioned, we launched
crypto 2018. It's a product sort of a companion to the Apex Clearing platform.
And the whole premise is that crypto is just another asset, right? And you're
going to buy an equity, you may buy an option and you want to buy
cryptocurrency there's no reason why you should have to be, if you're a
Coinbase user only be able to offer crypto and then have to open your own
investment account someplace else for equities or options. And we've created
this unique solution that allows for that to happen seamlessly.

And then the second part of it is our job is to continue to stay in front of what
the, sort of the going trend is. And so, as an example, when Dogecoin started
to become important, right, I'll hold my comments as to the investment
worthiness of Dogecoin. But so long as it's safe and that there's people that
want to invest in Dogecoin, our job is to make that happen, right. And so, on
Coinbase didn't offer a Dogecoin and when Robinhood was having its issues,
in terms of keeping up with the volume, we were at a great place to provide
that solution to our customers and make them look great. And the net results
as kind of really, I think, good proof point is that as a result specifically of
Dogecoin, right, we were able to help our customers open over a million in
customer counts and largely as a result of having access to Dogecoin,
whereas others did not.
Kyle Peterson, Analyst, Needham & Company
Got it. That's super helpful. And then, I guess, you mentioned it briefly earlier,
but just kind of on the competitive moat that Apex has developed, how do you
guys kind of think about, like, I know there is some kind of capital
requirements in this business, how do you guys balance capital
management? And maybe you could dive a little bit more into kind of the role
that netting and like the – has for you guys?
William Capuzzi, Chief Executive Officer
Sure. I mean, look that's one of the, I think, important parts of leveraging
someone like Apex, where you have an ecosystem of different types of
customers. And again, not to get too much detail, but the way that the
collateral requirements work from an industry standpoint is the NSCC looks at
Apex as one customer, right. They don't know anything about the millions of
customers that are on our books. And as that one customer of the depository,
they look at our portfolio as that of one customer. And so, if we're just doing
this on our own and we're all long, so think about Robinhood, we're a long
GME and AMC. And there's no net sellers on the platform. You are effectively
long, all that stock and then have to post the collateral that's required DTCC
as a result.
The neat part about providing this sort of this platform to many is that you get
all walks of life, right. People that want to buy GME, people that want to sell
GME, and it creates that netting. And so, the net position that that collateral is
required against is significantly lower because of that netting effect across the
platform of customers that we have. That's part one.
Part two, it's a complicated business. It really is complicated in terms of
optimizing collateral, right. And we saw that play out in a really public way
over the course of the last two years with some of the folks that decided to try
and do this themselves. And this is the value, this is the symbiotic relationship
between Apex as the platform and our customers. It's something they don't
have to worry about, right. Their job, our customers’ job, is to focus on great
client experience. And our job is to do all the things behind the scenes to

make it: a) come to life; and be a pleasant, efficient, dynamic experience for
the end customer, but also doing an incredibly safe way, right. Manage the
risk in and around trading, in and around collateral, in and around treasury,
those are things that we are great at.
Kyle Peterson, Analyst, Needham & Company
Got it. That's good. That's helpful color. So, I guess, just a follow-up, maybe
switching over a little bit to the revenue model, particularly on interest rates, I
think, that's kind of an interesting time we're in now with obviously being very
low. But what does this business look like and like the revenue kind of look
like with, if we get like a rise in interest rates either short end or long end of
the curve at some point?
William Capuzzi, Chief Executive Officer
So, I think, the best way the rule of thumb is for every 25 basis points
increase, roughly half of that's going to drop for Apex, because again, we're in
the business of sharing. But roughly 25 – of the 25 basis points, 50% would
go to Apex. And I think people understand it drops almost straight to the
bottom line, right. There's obviously no work when that happens. And Chris
you could talk about how we've modeled it over the next couple of years, but
we've been incredibly conservative in the way that we've kind of view it how
the Fed is going to operate.
Chris Springer, Chief Financial Officer
So, the way when we were building our models to support the deal was that
we didn't assume any increase in Fed rate over the next call it throughout
2023. So, as Bill mentioned, if there was an increase in the Fed rate,
approximately half of that would fall to our bottom line based upon the credit
balances that we have in our accounts today, which are around that $10
billion range. And additionally, in that is that one of the things we do is when
we see opportunities a little further out the curve, we put longer term money to
work. So therefore, as we see opportunities to earn more than what the
market is generating today, on the short side of the curve, we'll go out a little
bit longer and that is not built into our model either. And that will be straight
upside to us. We don't share that upside
Kyle Peterson, Analyst, Needham & Company
That is very helpful. And then, I guess, you alluded to it Chris a second ago,
but with regards to the transaction it seems like obviously you guys are in the
process of going public through the a SPAC merger. Could you give a little
more color on how that came about? And what your plans kind of are for
Apex, once you guys are a public company here probably late in the quarter, I
think, is what you said?
William Capuzzi, Chief Executive Officer

Yes, so why don't I start Chris?
Chris Springer, Chief Financial Officer
Yes.
William Capuzzi, Chief Executive Officer
So, look, the first part is, why did we choose this path? And the reality is we're
obviously in the financial markets, we understand how the different options
would work. And the most important things to us was speed. And the reason
for it is, I mean, it's just sort of this massive amount of growth - the folks can
see it in the numbers. And so, getting to that starting line, I think, was really
important for us in terms of raising capital. No money is coming out. And
frankly, the way that we expect to deploy the capital is sort of a mixture of
continuing to obviously build organically, continue to add engineers and
product folks to the mix.
There's a number of things that we have that we're working on and need to
continue to accelerate. And as important is a number of inorganic
opportunities, right. Things that are kind of line of sight to continue to build out
that platform beyond what we do today, right. So, you can think
internationally, right, our kind of expansion internationally. We talked a little bit
about advisory, right and continue to expand broader into the advisor
segment. And there's a number of interesting assets that are out there that we
think would be sort of accretive, to the model for Apex.
Kyle Peterson, Analyst, Needham & Company
That's helpful. And yes, so I guess yes, just kind of switching over a little bit,
you mentioned kind of international what does that look like for you guys
today? Is that mostly investors in other countries trading U.S. stocks or maybe
if you could explain where you are today and where there might be an
opportunity over time?
William Capuzzi, Chief Executive Officer
Yes, So I think it's a one, two punch Kyle. So, the first part is we look at the
clients that we've signed over the last five months and those that we've
brought live, there's quite a few of them that are overseas, a big Brazilian,
entity Indian entity, Hong Kong entity, and all of them are looking to do the
same thing, which is provide access to the United States in an efficient way.
And so, the work for us, I mentioned alluded to some work is it's complicated
to open accounts for an Indian resident, right. And so, there's some organic,
potentially some inorganic opportunities for us to continue to refine that
process by which opening accounts and funding from overseas clients and
sort of make it akin to what we do for U.S. resident.

And then the second part of this sort of the one, two part, the second part of
the punch is to obviously offer non-U.S., do what we do for non-U.S.
securities. And today we do it, frankly on a really as an accommodation, it's
not a core product Apex to be able to settle trades in Brazil as an example.
My background is in and around global trading. I understand how to do it. And
so, I think, the expectation is that at some point down the road we'll continue
to sort of branch out into non-U.S. security settlement as well.
Kyle Peterson, Analyst, Needham & Company
Got it.
William Capuzzi, Chief Executive Officer
In a more meaningful way than we do today.
Kyle Peterson, Analyst, Needham & Company
That's good to know. And then I’d remiss if I didn't ask, how has COVID
impacted your business, whether it's growth trends, obviously, like there's
been fiscal stimulus, a lot of market activity in the upside and downside. What
has been some of the trends you guys have seen kind of since the pandemic
kind of firsthand, and then how have things kind of leveled off here as things
have kind of readjusted a little bit?
William Capuzzi, Chief Executive Officer
Yes, look, so let's just start by saying, I think, the COVID effect was more of
an accelerant than sort of stepping off point. And what I mean by that is you
think about, and we were the pioneers around zero commission back when
we were the pioneer around fractional share trading. The rest of the markets
went to zero commission. We're able, based upon the hyper efficiency to be
able to offer clients the ability to start with a $100 in an account. And so, a lot
of what's happened over the last 15 months really kind of started well before
that, I think, like I said, COVID was really the accelerant. It started with people
at home, those sports, right. And everyone has a phone in their hand. Right.
And the fact that we've lowered the barriers to entry has sort of made it more
simple for people to get involved. I think the interesting dynamic that's played
out over the last, I think, more pronounced in the last, six, eight months is just
the role of social media as it relates to investing, right. Some good, a lot of
good, frankly. I think there's a lot of negative that's talked about, but a lot of
good. And so, Apex being that platform obviously saw a lot of that accelerated
growth.
Yes, look, things – our business goes through ebbs and flows, whereas
second quarter the market has pulled back at least the equity market has
pulled back. But if you are paying attention at the same time, cryptocurrency

has been sort of moving and very, very active. And that's the beauty of sort of
us offering a platform that does more than just cryptocurrency, or equities or
options, right. It's a platform that allows for people to invest in things that they
want to invest in.
And then the last thing I would say, Kyle, is that part of the – again, the
symbiotic relationship with our customers is that the Stashes, the SoFis, the
Webulls, the Goldman Sachs Marcus' what they're doing is they're engaging
with our customer in just a different way than we've ever have seen before.
And what we see is that there's a consistent sort of drip campaign with a lot of
these customers where every month they put more money into their accounts,
right. And so, you see the balances continue, even if there's ebbs and flows in
the markets, – you continue to see net new money coming in to these
accounts because our customers, right, again, the Stashes and the SoFis, the
Webulls of the world, the Goldman Sachs Marcus' of the world are doing a
great job of engaging with those customers and getting them to continue on
this path towards investing towards their future.
Kyle Peterson, Analyst, Needham & Company
Great. That's really helpful. We have a couple of minutes left here. So, I
guess, are there any kind of parting thoughts or things you really want to
emphasize to the audience about Apex and kind of your path forward that you
guys are on?
William Capuzzi, Chief Executive Officer
Yes, I think this is a long – this company has been in place for quite some
time, I think we talked about sort of being mission-driven, purpose-built. And
we see the secular tailwinds that are playing out. We see the opportunities,
whether it's in the FinTech, in the international and the advisor space and the
need for platform provider, right. Someone that's going to provide the solution
and make it simple for people to focus on what they're good at, right, which is
in there in our customer's case, the end client and leave this sort of really
complicated stuff around settlements, and clearance and collateral
management, to folks like Apex.
And so, I see acceleration happening, not something where it's sort of a point
in time sort of interest and then a fade for sure, based upon the number of
customers we're signing, the acceleration is happening this year and into next
year.
Kyle Peterson, Analyst, Needham & Company
Got it. That's helpful. All right. So, I guess we'll leave it there. Yes, I want to
thank Bill and Chris for joining us today. And thanks to all who tuned in. Have
a good day, everybody.
William Capuzzi, Chief Executive Officer

Thanks for having us. Take care everybody.
Chris Springer, Chief Financial Officer
Thanks for having us, Kyle.
Kyle Peterson, Analyst, Needham & Company
Yes, thank you.

