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Firebird U.S. Value Investment Approach

f
We invest in companies with strong moats
Qua“ty - What is the source of competitive advantage?
- What is the value proposition to all stakeholders?
N
: Cash flow focus
Val - Look at how the company generates and uses its cash
diue - Consider value derived from actual returns to investors
(dividends + buybacks)
.
4 Macroeconomic analysis helps avoid value traps
20+ years of emerging market investing experience
Macro - We don't simply “putup with macro economics”
.
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Why is investing in financials scary?
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Emergency Loan Effectively Gives Government Control of Insurer; Historic Move Would Cap 10 Days That Reshaped U.S. Finance
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Analyzing Financial Companies
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Analyzing Financial Companies (cont'd)

2007

2018

Operating
Expenses

Non-
Interest
Revenues

) Source: CapitallQ, Bloomberg, Firebird US Value Advisors calculations

FIREBIRD MANAGEMENT LLC

60.0%

50.0%

40.0%

30.0%

20.0%

10.0%

0.0%

50%

a45%%

40%

35%

30%s

25%

20%

15%

1026

5%

OOO

Financials

S&P

2007

60.0%

50.0%

40.0%

30.0%

20.0%

10.0%

0.0%

Financials

2018

S&P

Page 7



Analyzing Financial Companies (Summary)

~ Higher Leverage than average company, but not as high
as it was in 2007

~ Higher Operating Expenses than average company

~Significant percentage of revenues coming from non-
interest sources — volatile and hard to understand

~ Higher Gross Margins than average company and much
improved since 2007

= No CapX needs means all of operating cash flow is either
reinvested in core business or used for corporate needs
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Synchrony Financial - Introduction

Ticker — SYF - $23B market cap

Spun out of GE Financial in 2014 synchrony

FINANCIAL

S90B+ portfolio of loans mostly in private label
credit cards

M Last Price 33.94
High on 01/26/18 40.21
Avera: 31.0496

s el \m/w %”‘Mﬁ i

i/

M Volume 11.829M

Sep Dec Mar Jun
2014 2015
SYF US Equity (Synchrony Financial) Daily 05JUN2014-04JUN2019

>
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Synchrony Competitive Advantage — Network of Partnerships

Retail Cards
29 partners & Growing

Payment Solutions
130k retail locations

Care Solutions
220k locations
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Synchrony Growth

—~ Number of accounts growing by 5% p.a.

—~ QOverall Loans growing by 10% p.a.

—~ All segments are growing at roughly the same pace (8-10% p.a.)
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Source: Company Filings, Firebird US Value Advisors calculations
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Synchrony Differentiation

—~ Specialty lender focused on retail credit card partners

—~ Synchrony rewards retail clients via revenue sharing arrangement
based on profitability.

>

FIREBIRD MANAGEMENT LLC

Shared Components

Program Revenue
* Interest Income

* Fee Income

* Interchange Fees

Program Expenses
* Interest Expense

+ Provision for Loan
Losses

* Loyalty Expense
* Operating Expenses

Operating
Environment

£
[
1

lllustrative Examples

Program B SYF Share of Return
Return Retailer Share of Return
4.0%

2.5%
>
Total Program
Return

2.5%
1.0%

B —

Total Program
Return

a
a

Total Program Return
Allocation

a

SYF - 69% of
Program Return

0.50%
2.00%

SYF - 80% of
Program Return
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Store Branded Credit Cards Landscape

Largest partner
Number of Partners
Type of Cards
Differentiation

Credit Card Loans

FIREBIRD MANAGEMENT LLC

Large Banks

P
citl
Best Buy

20

Open/closed
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Price

$170B

Capita/lOne,‘"

Wal-Mart
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Specialty Finance
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£ i Data
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L Brands

160+

Mostly
Closed Loop

Data
Analysis

$198B
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Analyzing Synchrony Financial
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Analyzing Synchrony Financial (cont'd)
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Analyzing Synchrony Financial (Summary)

~ Lower leverage than average financial company

~ Lower operating expenses than average financial
company

> All the revenue comes from interest income
= Higher Gross Margins than average financial company

~ No CapX needs means all of operating cash flow is either
reinvested in core business or used for corporate needs

>
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Valuation

~ Currently trading well below historical averages on P/E and FCF

Yield

> 60% discount to S&P 500 on P/E basis despite higher growth rates

18
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current
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Source: Bloomberg, Company Filings, Firebird US Value Advisors calculations
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Why is it cheap?

Loss of Wal-Mart Account to Capital One

Wal-Mart was single largest retail relationship responsible for 10% of the

loan book

Negative NPL Trends

WMT change
in partnership
from SYF to
Capital One

M Volume 3.307M

Jan Feb  Mar  Ar May Jwm Jl Mg Sep Ot Nov
218
SYF US Equity (Synchrony Financial) Daily 01JAN2018-07JUN2019

>
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Copyrightg 2019 Bloomberg Finance L.P.
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Synchrony TTM NPLs as % of Gross Loans

Source: Bloomberg, Company Filings, Firebird US Value Advisors calculations
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Synchrony Response to Loss of Wal-Mart

Sold existing Walmart loan portfolio to Capital One freeing up

S1B of capital for growth and buybacks

Signed up PayPal as credit card partner

Renewed card relationship
with Sam’s Club, Amazon &
others

97% of loans are in
partnerships expiring
after 2022

Did not compete on price to
retain/win business

3.2%

3.1%

3.0%

2.9%

2.8%

2.7%

2.6%

2.5%

2012

Retailer Share as % of purchase volume

2013 2014 2015 2016 2017

2018

B | Source: Company Filings, Firebird US Value Advisors calculations
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Negative NPL trends

> Recent increases in NPLs are result of normalization of losses to
historical trends

—~ At 6% default rates lending generates ROE of 24%

Card Services: Principal Loss Rates

. Loss rates have now returned to trend

Great Recession Era

2008 - 2011
~ 8%

At Trend

Below Trend

% AlliancelData

>
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Why does it makes sense to lend at higher default rates?

Return on incremental lending is above 10% with default rates
below 9%

Default rates did not exceed 9% even in 2007-2008

Sensitivity of Synchrony's Incremental credit card IRR
80%

70%
60%
50%
40%
30%
20%

10%

3% 4% 5% 6% 7% 8% 9%

Source: Firebird US Value Advisors calculations; see Appendix for assumptions

>
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Capital Allocation

—~ Synchrony receives excess capital as dividends from the banking
subsidiary

—~ Excess capital traditionally paid out to shareholders in form of
dividends and buybacks

Synchrony bank dividends vs. shareholder returns

$3,000 20.0%
18.0%
$2,500 16.0%
10,
$2.000 14.0%
12.0%
$1,500 10.0%
8.0%
$1,000 ‘0%
0,
$500 4.0%
2.0%
$- 0.0%

2013 2014 2015 2016 2017 2018

mmmm Shareholder Returns (dividends+buybacks) (S min) mmmm Bank dividends (S min) es=Yield to current market cap

Source: Company Filings, Firebird US Value Advisors calculations

>
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Valuation & IRR

Synchrony is trading at PE of 7x 2021* estimated earnings
At 11x P/E it would be worth almost double the current price

At market average P/E it would be worth 250% of current
market price

Total Return 2019 2020 2021 2022
Outflow (34.18)

Dividend 0.95 1.10 1.22 1.34
Exit Price 63.84
Total CF (33.23) 1.10 1.22 65.19
IRR 27.3%

* Assuming annual revenue growth of 5% and Net Income margin of 15.4%

>
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Summary & Contact

Fast growing Specialty Finance

Company

Network of partnerships & switching synchrony
costs create sustainable competitive FINANCIAL
advantage

Conservatively financed with leverage
below industry levels

Trades at double digit free cash flow

yield

Steven Gorelik
Reduced shares outstanding by 15% E-mail: sgorelik@fbird.com

since 2015 listing ,
Tel: +1 212.698.9260
Estimated IRR of 25% on 2-3 year time Firebird Management LLC
horizon http://www.fbird.com
152 West 57th Street,
24th floor,

New York, New York 10019
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Disclaimer

Steve Gorelik is a portfolio manager for Firebird Management LLC (“Firebird”). This report was prepared based upon information from
sources that are believed to be reliable. However, neither Mr. Gorelik nor Firebird make any representation or warranty as to the
accuracy or completeness of the information contained in this report. This report may include estimates and projections. No
representation is made as to the accuracy of such estimates or projections or that such projections will be realized. Mr. Gorelik and
Firebird have no obligation to update or keep current any information or projections contained in this report. Firebird is registered as an
investment adviser with the U.S. Securities and Exchange Commission. Mr. Gorelik, Firebird and Firebird’s principals, employees and
affiliates and accounts managed or advised by Firebird own interests in securities issued by Synchrony Financial.



Appendix — Capital Position

—~ Regulator is lowering capital requirements on Synchrony Bank

creating excess capital

14.0%

12.0%

10.0%

8.0%

6.0%

4.0%

2.0%

0.0%

Synchrony Bank's capital position

2016 2017 2018

Tier 1 Ratio Tier 1 requirement

Emmmm Excess Capital

$8,000
$7,000
$6,000
$5,000
$4,000
$3,000
$2,000
$1,000

>
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Source: Company Filings, Firebird US Value Advisors calculations
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Appendix — NPL Coverage

—~ Synchrony bank provisions exceed highly risky loans by almost

4x

90 day provision coverage

SYF Provision coverage of 90 day+ past due loans

4.0x
3.8x
3.6x
3.4x
3.2x
3.0x
2.8x
2.6x
2.4x
2.2x
2.0x

2012 2013 2014 2015 2016 2017

2018

2.5%

2.0%

1.5%

1.0%

0.5%

0.0%

90 days past due as % of loan hook

>
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Source: Company Filings, Firebird US Value Advisors calculations
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Appendix — ROE Sensitivity

15% capital requirement; interest rate of 21%; interest expense of 2.3%; charge-offs

of 6%, Retail Share of 2.7% of transactions; Cost of Loyalty 0.6% of transactions;

interchange fees of 0.5% of transaction and Operating Expenses of 3.5% of loans

outstanding.

YR YR 2 YR 3 YR 4 YR5 YR6 YR7 YR 8 YRS YR10

Initial Capital S (150)

Interest Income S 2100 S 2100 S 2100 S 2100 S 2100 S 2100 S 2100 S 210.0 S 2100 S 2100
Interchange Income ) 90 § 90 S 90 S 90 S 90 S 90 S 90 S 90 S 90 S 90
Interest Expense S (19.6) S (19.6) S (19.6) S (19.6) S (19.6) S (19.6) S (19.6) S (19.6) S (19.6) S (19.6)
Charge Offs S (60.0) S (60.0) S (60.0) S (60.0) S (60.0) S (60.0) S (60.0) S (60.0) S (60.0) S (60.0)
RSA S (486) S (486) S (48.6) S (48.6) S (486) S (486) S (486) S (486) S (486) S (486)
Loyalty ) (99) S (99 S (99 S (99 S (99 S (99 S (99 S (99 S (99 S (99
Operating Expenses S (3500 S (35.0) S (35.0) S (35.0) S (35.0) S (35.0) $ (35.0) S (35.0) S (35.0) S (35.0)
Taxes S (9.6) S (96) S (96) S (96) S (9.6) S (9.6) S (9.6) S (9.6) S (9.6) S (9.6)
Return of initial capital S 150
Total Cash Flows S (114) S 3 S 3 S 3 S 36 S 36 S 36 S 36 S 36 S 186
ROE 24% 24% 24% 24% 24% 24% 24% 24%

IRR 33%

>

FIREBIRD MANAGEMENT LLC

Source: Company Filings, Firebird US Value Advisors calculations
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Appendix — Ownership

One of few companies that counts both Berkshire Hathaway and

Baupost as its shareholders

Government of Singapore is the largest shareholder

>

FIREBIRD MANAGEMENT LLC

25) Export

SYNCHRONY FINANCIAL
) Historical 3) Matrix

4 Ownership Summary

Settings

5 Insider Trans:

R ENEEALL Holders, Sorted by Size KAl 2) Sea
Text Search Holder Group [NIFRIEES v

Shrs Out 689.3M % Out

24) Color Legend
Holder Name

GIC Pte Ltd

. B Vanguard Group Inc/The

. B BlackRock Inc

. FMR LLC

. B State Street Corp

. B Berkshire Hathaway Inc

. B Janus Henderson Group PLC
Baupost Group LLC/The

. B3 AQR Capital Management LLC
Geode Capital Management L...
APG Asset Management NV

. B AllianceBernstein LP

3. K1 UBS AG

4. @ BANK OF NEW YORK MELLON C..

. B CI Investments Inc/Canada

. B T Rowe Price Group Inc

. B Teachers Insurance & Annuit...

. B Northern Trust Corp
F (ClearRridae 11 C

Source: Bloomberg

Portfolio Name

JANUS HENDERSON ...
THE BAUPOST GROU...
AQR CAPITAL MANA..
GEODE CAPITAL MA..
APG ASSET MANAGE...

NORTHERN TRUST C...

Source

13G
ULT-AGG
ULT-AGG
ULT-AGG
ULT-AGG
ULT-AGG
13F
13F
13F
13F
13F
ULT-AGG
ULT-AGG
ULT-AGG
ULT-AGG
ULT-AGG
ULT-AGG
13F
|l T-AGG

99.81

Opt

AL RJAURS

Float/Shrs Out

Position]

55,468,263
53,841,651
44,351,592
33,683,582
28,830,986
20,803,000
19,243,280
14,260,557
10,848,426
10,536,999
10,293,286
10,105,131
9,996,827
9,708,676
9,703,487
9,109,068
8,316,464
7,670,887
7 416 348

Security Ownership
CUSIP87165B10

7) Debt

23) Refine Search
Investment Manager View

% Out

8.05
7.81
6.43
4.89

1.57
1.53
1.49
1.47
1.45
1.41
1.41
1.32
1.21

1.11
1.08

96.73

Latest Chg

0
5,013,391

619,258

0
452,123

4,281,422
188,552
2,256,600
671,255

54,088
2,671,204

372,055
467 216

SI % Out 1.39 &K

File Dt 4

12/31/18||4
03/31/19|4
03/31/19)4
03/31/19|l4
03/31/19)|l4
03/31/19)|4
03/31/19)l4
03/31/19|l4
03/31/19|4
03/31/19)l4
03/31/19|4
03/31/19)l4
03/31/19)l4
03/31/19|4
03/31/19)4
03/31/19|4
03/31/19)l4
03/31/19|l4
03/321 /’IQJ,v
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Appendix -Management Incentives

~ Management is incentivized based on growth in earnings, loan
growth efficiency ratio, and Total Shareholder Returns (TSR)

—~ Company is achieving best in class growth and profitability

EFFICIENCY RATIO

4T7% @
38%
I 31%
mn Capital Disco SYF
lllll
a five-y riod fre h
pared to our d peers

5-YEAR NET EARNINGS
GROWTH RATE

7.1% 7.1%@

5.0%
2.2% I
Discover Amex Capital  SYF
One

3.8%
26% 28% @
Capital Discover SYF Amax
One
ables growth rate and annualized eamings growth

th rate ranked first

2018 RETURN ON ASSETS

5-YEAR RECEIVABLES
GROWTH RATE

10.2%@

LLLLL

) Source: Company Filings

FIREBIRD MANAGEMENT LLC

Page 31



TR
WALYR YA,

Explore more presentations at VALUExVail.com



https://valuexvail.com/

	Steve Gorelik - SYF Presentation - ValueX.pdf
	backpage 2019.pdf

