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Important Disclosure Information is contained on the last page of this report.   
The recipient of this report is directed to read these disclosures. 

 

This Financials Company Gives You Growth and Value 
“Growth is always a component in the calculation of value, constituting a variable whose importance can range 

from negligible to enormous and whose impact can be negative as well as positive. In addition, we think the very 
term "value investing" is redundant.  What is "investing" if it is not the act of seeking value at least sufficient to 

justify the amount paid?” 

-Warren Buffett, letter to Berkshire Hathaway Shareholders, 1992 

We agree with Warren Buffett that the distinctions between growth and value investing are irrelevant. Value 
without growth offers limited upside, while growth without value offers no investment merit. The best 
investments, as Buffett would go on to write in his letter above, offer both growth and value by employing large 
amounts of new capital at a high return on invested capital (ROIC). 

Following these principles, we’ve identified a company with a high ROIC, double digit revenue growth, and it just 
so happens to be a stock that Buffett himself has been buying recently. With strong fundamentals and cheap 
valuation compared to its peers, Synchrony Financial (SYF: $35/share) is our Long Idea this week. 

High Profit Growth and Returns 

SYF is the largest provider of private label credit cards. It partners with retail giants such as Walmart (WMT), 
Lowe’s (LOW), and Amazon (AMZN) to provide consumers with store-branded credit cards. These private label 
cards tend to have higher interest rates than a normal credit card, and SYF’s net interest margin of 16.1% is 
much higher than Capital One (COF) at 6.8% or Discover Financial (DFS) at 10%. 

The high net interest margin helps SYF earn a high ROIC. While the company’s ROIC declined in 2015, it’s 
moving back in a positive direction, and increased from 16% in 2015 to a top-quintile 18% over the last twelve 
months. As Figure 1 shows, SYF has also managed to grow after-tax profit (NOPAT) by 7% compounded 
annually since 2012. We were bullish on SYF when it first went public with the spin-off of General Electric’s (GE) 
consumer finance unit in 2014 and its strong fundamentals now earn SYF a Very Attractive risk/reward rating.  

Figure 1: SYF’s NOPAT and ROIC Since 2012  

 

 
 

Sources: New Constructs, LLC and company filings 
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Synchrony’s Market Share Provides Scale Advantages 

SYF is the biggest player in the private label credit card market in terms of both number of active accounts and 
the dollar amount of transactions. Figure 2, which comes from competitor Alliance Data Systems (ADS) investor 
presentation, shows SYF’s position in the industry. 

Figure 2: Private Label Credit Card Market Share 
 

 
 

Sources: ADP Q1 Investor Roadshow Presentation 

That scale provides a built-in advantage for SYF as it seeks to obtain new business and get the most value out 
of its existing customers. More customers and more transactions leads to more data, which SYF can then 
leverage to more effectively market to consumers. 

Growth Opportunities on the Horizon 

There’s no reason for investors to believe SYF’s NOPAT growth will come to an end anytime soon. Revenue has 
grown by 12% over the past twelve months while NOPAT is up 13%. There are a number of catalysts that should 
lead to further growth in the near future, including: 

• A recently announced $6.8 billion deal (34% of invested capital) for SYF to acquire PayPal’s (PYPL) 
consumer credit receivables and an interest in other PayPal receivables held by other investors. In 
addition, SYF will be the exclusive provider of PayPal credit for the next 10 years, which means it will 
continue to thrive even if online shopping cuts into the business of its brick-and-mortar partners. 

• The rise of mobile payments, which will make it easier for consumers to utilize more private-label cards. 
Physical credit cards take up space and can make a wallet uncomfortably bulky, but digital wallets can 
contain as many different cards as a consumer wants. 

• The rise of AI and machine learning. As retailers begin leveraging these new technologies to increase 
their efficiency, the data SYF collects from consumers will become even more valuable. 

With consumer credit growing at a steady pace, SYF should continue to grow revenue and NOPAT for the 
foreseeable future. 

 

http://blog.newconstructs.com/
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Synchrony Faces Inherent Risks Operating in the Consumer Credit Market 

While the value and growth opportunities for SYF are significant, any company in the consumer credit business 
does come with some built-in risks. Among these risks are: 

• Deterioration in credit quality - Charge-offs have been trending slightly up in recent months, so this is an 
issue to keep an eye on, especially with the PayPal deal. PayPal’s credit users have an average FICO 
score of 682, below SYF’s 714, so there is a risk that these loans could default at a higher rate. 

• Economic recession - When people lose their jobs or have their wages cut, private label cards tend to be 
the first debts they stop paying. While we believe the long-term prospects for SYF are good, it would 
almost certainly underperform the market in the event of a recession. 

• Hacking - SYF would obviously suffer from a hack of its own data, but even other hacking instances in 
the industry can cause problems. Hacks can cause consumers to lose trust in financial institutions and 
freeze their credit, which makes it difficult to sign up new customers. 

These are real risks that investors should take into account when considering SYF as an investment. However, 
we believe the potential rewards outweigh the risk. Most importantly, the risks above are already factored in to 
the valuation and provide an attractive risk/reward trade-off. 

Cheap Valuation Presents Buying Opportunity 

Despite its track record of improving profitability, SYF trades at a steep discount to other companies in the 
consumer credit industry. Figure 3 compares SYF to several peers in terms of TTM NOPAT growth and price to 
economic book value (PEBV), which measures the no-growth expectations implied by the stock price. 

Figure 3: Consumer Credit Stocks Growth and Valuation 
 

Company Ticker NOPAT Growth PEBV 

Citi C 19.3% 1.3 

American Express AXP -24.1% 1.2 

Alliance Data ADS 1.3% 0.9 

Discover Financial DFS 7.5% 0.7 

Capital One Financial COF -9.6% 0.7 

Synchrony Financial SYF 13.3% 0.5 
 
 

Sources: New Constructs, LLC and company filings 

Despite having the second highest NOPAT growth rate over the past twelve months, SYF has the lowest PEBV 
of its peers. Some of this disparity can be attributed to credit quality, as companies such as American Express 
(AXP) and Discover Financial (DFS) make loans to less risky customers, but that doesn’t tell the whole story.  

36% of Capital One’s (COF) domestic credit card loans are to customers with FICO scores below 660, compared 
to just 27% for SYF. The market seems to perceive a higher level of risk for SYF than actually exists. 

At its current price of $35/share, SYF has a PEBV of 0.5. This ratio means that the market expects the 
company’s NOPAT to permanently decline by 50%. While SYF does face real risks as detailed above, such a 
scenario seems overly pessimistic. 

If SYF can maintain a 20% NOPAT margin (below TTM margin of 22%) and grow NOPAT by just 5% 
compounded annually for the next five years, the stock is worth ~$74/share today – a 109% upside to the current 
price.  

Total Shareholder Yield Approaches 7% 

For the first couple years after its spinoff, SYF did not return any capital to shareholders. However, it started 
paying a dividend and buying back shares towards the end of last year. The company has roughly $1 billion 
remaining on its current buyback plan, and it’s on pace to buyback ~$1.4 billion in shares for 2017 (5.1% of 
market cap). When combined with a 1.7% dividend yield, the total yield to shareholders stands at 6.8%  

Multiple Catalysts to Send Shares Higher 

After a rough start to the year, where credit quality concerns dominated, SYF has been on a strong run recently. 
The stock is up 33% from its low in May, and there are a number of other factors that could spur this run higher. 

http://blog.newconstructs.com/
http://www.newconstructs.com
https://www.bloomberg.com/news/articles/2017-09-15/equifax-credit-freezes-spell-pain-for-banks-behind-store-cards
https://www.newconstructs.com/education-economic-book-value/
https://www.newconstructs.com/wp-content/uploads/2017/11/SYF_DCF.png
https://www.newconstructs.com/wp-content/uploads/2017/11/SYF_DCF.png
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• A strong holiday shopping season would boost both SYF’s financial performance and overall sentiment 
for the retail sector. 

• Improved macroeconomic data could reduce fears of a recession or credit crunch. 
• Berkshire Hathaway (BRK.A) could increase its stake or even acquire the company. At the moment, 

Berkshire holds ~3% of outstanding shares, but it has been adding to its position. 

Corporate Governance Could Improve, But Raises No Alarms 

An improvement in the company’s executive compensation plan could be a long-term catalyst for SYF. Currently, 
SYF ties executive compensation to net earnings, efficiency ratio, and loan receivables growth. Net earnings and 
efficiency ratio both contain the potential for manipulation, while loan receivables only measure growth and not 
shareholder value. 

SYF would benefit from tying a significant portion of executive compensation to ROIC, which would ensure 
capital discipline and a long-term focus on shareholder value creation. Such a change could also have an 
immediate impact on the stock price. In a recent survey, 77% of institutional investors favored linking executive 
compensation to ROIC. A change in its executive compensation practices could help SYF attract more interest 
from large investors. 

Insider Trading and Short Interest Trends 

Encouragingly, SYF insiders seem to have bought into the dip in the company’s shares earlier this year. Over the 
past twelve months, SYF insiders have acquired 286 thousand shares and sold 69 thousand, for a net addition of 
217 thousand shares (<1% of shares outstanding). Even though these transactions represent a small portion of 
the overall volume in the stock, they signify the underlying confidence of corporate insiders. 

Short interest has relatively little impact on the stock. There are currently 13 million shares sold short, which 
equates to ~2% of shares outstanding and three days to cover.  

Auditable Impact of Footnotes & Forensic Accounting Adjustments 

Our Robo-Analyst technology enables us to perform forensic accounting with scale and provide the research 
needed to fulfill fiduciary duties. In order to derive the true recurring cash flows, an accurate invested capital, and 
an accurate shareholder value, we made the following adjustments to Synchrony Financial’s 2016 10-K: 

Income Statement: we made $868 million of adjustments, with a net effect of removing $843 million in non-
operating expense (6% of revenue). We removed $12 million in non-operating income and $856 million in non-
operating expenses. Our most notable adjustment was the removal of $846 million in non-operating expense due 
to an increase in loan-loss reserves. You can see all the adjustments made to SYF’s income statement here. 

Balance Sheet: we made $4.6 billion of adjustments to calculate invested capital with a net increase of $4.6 
billion. The most notable adjustment was $4.3 billion in reserves. This adjustment represented 31% of reported 
net assets. You can see all the adjustments made to SYF’s balance sheet here. 

Valuation: we made $367 million of adjustments with a net effect of decreasing shareholder value by $367 
million. There were no adjustments that increased shareholder value. The largest adjustment to shareholder 
value was $175 million in underfunded pensions. This adjustment represents <1% of SYF’s market cap.  Despite 
the decrease in shareholder value, SYF remains undervalued. 

Attractive Funds That Hold SYF 

The following funds receive our Attractive-or-better rating and allocate significantly to SYF.  

1. Fidelity Consumer Finance Portfolio (FSVLX) – 6.7% allocation and Very Attractive rating. 

2. Morgan Stanley Global Concentrated Portfolio (MLNCX) – 4.5% allocation and Very Attractive rating. 

This article originally published on November 29, 2017. 

Disclosure: David Trainer, Sam McBride, and Kyle Guske II receive no compensation to write about any specific 
stock, style, or theme.  

Follow us on Twitter, Facebook, LinkedIn, and StockTwits for real-time alerts on all our research.  
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New Constructs® - Research to Fulfill the Fiduciary Duty of Care 

Ratings & screeners on 3000 stocks, 450 ETFs and 7000 mutual funds help you make prudent 
investment decisions. 

New Constructs leverages the latest in machine learning to analyze structured and unstructured 
financial data with unrivaled speed and accuracy. The firm's forensic accounting experts work 
alongside engineers to develop proprietary NLP libraries and financial models. Our investment ratings 
are based on the best fundamental data in the business for stocks, ETFs and mutual funds. Clients 
include many of the top hedge funds, mutual funds and wealth management firms. David Trainer, the 
firm's CEO, is regularly featured in the media as a thought leader on the fiduciary duty of care, 
earnings quality, valuation and investment strategy. 

To fulfill the Duty of Care, research should be:  

1. Comprehensive - All relevant publicly-available (e.g. 10-Ks and 10-Qs) information has been 
diligently reviewed, including footnotes and the management discussion & analysis (MD&A).  

2. Un-conflicted - Clients deserve unbiased research.  

3. Transparent - Advisors should be able to show how the analysis was performed and the data 
behind it.  

4. Relevant - Empirical evidence must provide tangible, quantifiable correlation to stock, ETF or 
mutual fund performance. 

Value Investing 2.0: Diligence Matters: Technology is Key to Value Investing With Scale 

Accounting data is only the beginning of fundamental research. It must be translated into economic 
earnings to truly understand profitability and valuation. This translation requires deep analysis of 
footnotes and the MD&A, a process that our robo-analyst technology empowers us to perform for 
thousands of stocks, ETFs and mutual funds. 
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DISCLOSURES  

New Constructs®, LLC (together with any subsidiaries and/or affiliates, “New Constructs”) is an independent organization with no management 
ties to the companies it covers.  None of the members of New Constructs’ management team or the management team of any New Constructs’ 
affiliate holds a seat on the Board of Directors of any of the companies New Constructs covers.  New Constructs does not perform any 
investment or merchant banking functions and does not operate a trading desk.   
New Constructs’ Stock Ownership Policy prevents any of its employees or managers from engaging in Insider Trading and restricts any trading 
whereby an employee may exploit inside information regarding our stock research.  In addition, employees and managers of the company are 
bound by a code of ethics that restricts them from purchasing or selling a security that they know or should have known was under consideration 
for inclusion in a New Constructs report nor may they purchase or sell a security for the first 15 days after New Constructs issues a report on 
that security. 

 

DISCLAIMERS  

The information and opinions presented in this report are provided to you for information purposes only and are not to be used or considered 
as an offer or solicitation of an offer to buy or sell securities or other financial instruments. New Constructs has not taken any steps to ensure 
that the securities referred to in this report are suitable for any particular investor and nothing in this report constitutes investment, legal, 
accounting or tax advice. This report includes general information that does not take into account your individual circumstance, financial 
situation or needs, nor does it represent a personal recommendation to you. The investments or services contained or referred to in this report 
may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about any such 
investments or investment services. 
Information and opinions presented in this report have been obtained or derived from sources believed by New Constructs to be reliable, but 
New Constructs makes no representation as to their accuracy, authority, usefulness, reliability, timeliness or completeness. New Constructs 
accepts no liability for loss arising from the use of the information presented in this report, and New Constructs makes no warranty as to results 
that may be obtained from the information presented in this report. Past performance should not be taken as an indication or guarantee of 
future performance, and no representation or warranty, express or implied, is made regarding future performance. Information and opinions 
contained in this report reflect a judgment at its original date of publication by New Constructs and are subject to change without notice. New 
Constructs may have issued, and may in the future issue, other reports that are inconsistent with, and reach different conclusions from, the 
information presented in this report. Those reports reflect the different assumptions, views and analytical methods of the analysts who prepared 
them and New Constructs is under no obligation to insure that such other reports are brought to the attention of any recipient of this report.  
New Constructs’ reports are intended for distribution to its professional and institutional investor customers. Recipients who are not 
professionals or institutional investor customers of New Constructs should seek the advice of their independent financial advisor prior to making 
any investment decision or for any necessary explanation of its contents.   
This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any 
locality, state, country or jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which 
would be subject New Constructs to any registration or licensing requirement within such jurisdiction.  
This report may provide the addresses of websites. Except to the extent to which the report refers to New Constructs own website material, 
New Constructs has not reviewed the linked site and takes no responsibility for the content therein. Such address or hyperlink (including 
addresses or hyperlinks to New Constructs own website material) is provided solely for your convenience and the information and content of 
the linked site do not in any way form part of this report.  Accessing such websites or following such hyperlink through this report shall be at 
your own risk.  
All material in this report is the property of, and under copyright, of New Constructs. None of the contents, nor any copy of it, may be altered in 
any way, copied, or distributed or transmitted to any other party without the prior express written consent of New Constructs. All trademarks, 
service marks and logos used in this report are trademarks or service marks or registered trademarks or service marks of New Constructs. 
Copyright New Constructs, LLC 2003 through the present date. All rights reserved. 

 

http://blog.newconstructs.com/
http://www.newconstructs.com

	This Financials Company Gives You Growth and Value
	-Warren Buffett, letter to Berkshire Hathaway Shareholders, 1992
	High Profit Growth and Returns
	Figure 1: SYF’s NOPAT and ROIC Since 2012
	Sources: New Constructs, LLC and company filings
	Synchrony’s Market Share Provides Scale Advantages
	Figure 2: Private Label Credit Card Market Share
	Sources: ADP Q1 Investor Roadshow Presentation
	Growth Opportunities on the Horizon
	Synchrony Faces Inherent Risks Operating in the Consumer Credit Market
	Cheap Valuation Presents Buying Opportunity
	Figure 3: Consumer Credit Stocks Growth and Valuation
	Sources: New Constructs, LLC and company filings
	Total Shareholder Yield Approaches 7%
	Multiple Catalysts to Send Shares Higher
	Corporate Governance Could Improve, But Raises No Alarms
	Insider Trading and Short Interest Trends
	Auditable Impact of Footnotes & Forensic Accounting Adjustments
	Attractive Funds That Hold SYF
	New Constructs® - Research to Fulfill the Fiduciary Duty of Care
	Ratings & screeners on 3000 stocks, 450 ETFs and 7000 mutual funds help you make prudent investment decisions.
	New Constructs leverages the latest in machine learning to analyze structured and unstructured financial data with unrivaled speed and accuracy. The firm's forensic accounting experts work alongside engineers to develop proprietary NLP libraries and f...
	To fulfill the Duty of Care, research should be:
	Value Investing 2.0: Diligence Matters: Technology is Key to Value Investing With Scale
	DISCLOSURES
	DISCLAIMERS

