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Trading Price:   $46.78 
52-week Range:  $44.50-58.77 
  
EPS Estimates:   2015A: $4.17 
                              2016E: $4.10 
                             2017E: $4.37 
                              2Q16E: $1.01 (vs. $1.03 2Q15) 

Tangible Book Value:  $31.08 (estimated)  
Price/TBV:    1.51x 
Dividend/Yield:   $1.50 / 3.13% 
Market Capitalization:   $245.4 billion 
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▪ Sometimes it pays to go away from a company for a while… 
 

▪ A big question presently—Has this company suddenly come into the crosshairs 
of its regulators? 
 

▪ WFC has a unique problem...It started at the top... 
 

 
Sometimes it absolutely pays to not think too much about a company for a while... 
That thought struck us as we were attending Wells Fargo’s biennial analyst meeting in San Francisco a few 
weeks ago. We had not attended WFC’s 2014 meeting with analysts, due to our relocation from New Jersey to 
Georgia during that time, so it had been four eventful years since we had sat in a room and listened to 
presentations from the full Wells Fargo management team. While the mood of CEO John Stumpf and his senior 
managers was optimistic—and why wouldn’t it be?—there nonetheless seemed to be a much more sober tone 
to the company’s commentary and projections and a real effort to dampen near-term expectations. 
 
 

Wells Fargo & Co. 

(NYSE: WFC) 

June 16, 2016 



 

 Atlanta  |  Charlotte  |  BanksStreetPartners.com 

June 16, 2016 

Wells Fargo & Co. 

 
 
Why would that be? We’ve been pondering that question in recent days, and several possibilities come to mind. 
The first is that while the acquisition of the Wachovia franchise—which we continue to believe will go down 
as one of the great deals of banking history—has proven to be transformational for Wells Fargo, the reality is 
that the magic of purchase accounting accretion lessens as the years go on, and we think that WFC reached 
that point in the last couple of years or so. (Quarterly accretion into net interest income from the PCI portfolio 
continues at the $300 million-plus pace—versus an average of $500 million or so per quarter over the seven 
year period ending 12/31/15.) The “juice” has gone out of the story in that old Wachovia customers are now 
old Wells Fargo customers, and the potential for that all-important cross-sell goes down as customer tenure 
grows longer.  
 
We also think that WFC’s management has been proactive in warning about the persistence of low rates, 
which has been a turn-off for some potential investors. Much was made about the fact that John Stumpf 
lowered the bank’s ROE target by 1% at the Analyst Day—to a range of 11%-14% (from  a 14.25% ROE in 

1Q16) —but that now looks like a prescient and proactive move. The company has championed a “lower for 

longer” interest rate scenario—at a time when many in the industry have been looking for more rate increases 
this year—and as such has chosen to take a “dry powder” approach to putting cash and other liquid assets to 
work on the balance sheet. While this strategy has put some marginal pressure on the NIM in the last couple of 
quarters—it seems to be flattening out in the 2.90% range presently—it seems to us that discretion should be 
the better part of valor in the current environment, lest a violent whipsaw be the unexpected result. In any case, 
the company has projected year-over-year increases in net interest income even with this cautious 
investment stance, and we take them at their word. 
 
Are regulatory concerns one of the reasons for management’s caution? This is where the outlook for the 
company gets a little stickier. Wells Fargo was clearly singled out for rough treatment on April 12, when its 
plan for resolution—a.k.a., its “living will”—was basically kicked to the curb by the Fed and the FDIC and the 
company was told to resubmit its plan by October 16. WFC’s rejection by the joint agencies was accompanied 
by some pretty harsh language—issues with the living will “call into question the executability of the 2015 plan, 
as the lack of effective resolution planning governance raises concerns regarding quality control, senior 
management oversight, and recovery and resolution planning staffing.” (Our editorial comment—yikes!) 
 
This is no longer just an academic exercise. One of Wells’ avenues for resolution calls for the bank to be broken 
up and disposed of on a regional basis, and the Fed found fault with this part of their plan, saying that the 
company did not “demonstrate that the firm could achieve that separability” and then pointing out the detail 
that would be needed to convince them that such regional units could be supported and that “separation and 
sale are sufficiently actionable” was lacking. And when this plan is perfected, then Wells Fargo management 
must—in reality, not just on paper—maintain the systems, staffing, etc., necessary to actually implement a 
regional break-up. We asked the question at the Analyst Day as to whether this “living will” process has 
now evolved into extra infrastructure (and accompanying expense) that must now be maintained, and the 
answer was an unequivocal “Yes”. 
 
This regulatory singling out was a surprise to the Street. While there were five banks (out of the big eight) 
that had their living wills rejected, the verbiage surrounding the Wells Fargo rejection was by far the most 
extensive and specific, and this was a surprise to us—mainly because our assumption had been that Wells Fargo 
management maintained a pretty good relationship with their regulators and would be cognizant of what was 
expected of them. (Since Wells Fargo had been the only large bank to pass the living will process without any 
exceptions in 2014, that seemed to be a pretty good bet.) And in speaking with Wells’ management in San 
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Francisco after the meeting, it was pretty clear that they had believed that they understood the Fed’s 
requirements as well, and were very surprised that that was not the case. 
 
So—is something else at work here? It has not escaped our attention that the Fed has in the past used the 
CCAR process to deliver messages to both the industry and to specific companies, and we wonder if the same 
thing has not begun to happen with the living will submissions as well. Wells Fargo has generally been seen to 
be the least complex of the systemically important banks, and as the bank least likely to raise regulatory angst 
through the maintenance of large capital markets operations, a big trading book, etc., etc. Perhaps this was a 
reminder from the Fed about the importance of maintaining that structural simplicity—or perhaps the Fed 
expects to see a constantly increasing degree of sophistication in resolution planning and WFC management 
simply did not figure that out. (Whatever.) In any case, we will be anxiously awaiting the results of the 
DFAST and the CCAR—to be released on June 23 and June 29, respectively—and if Wells Fargo receives a 
“special mention” in those results as well, it will be pretty clear that there’s a problem. 
 
That’s sort of a segue into the issue of capital markets… When we revisited the fundamentals of Synovus 
(SNV) for our Profile piece on that company back in April, we remarked on the revelations that we gained 
in redoing our earnings model. Well—ditto for Wells Fargo, Wells Fargo’s earnings have always been pretty 
straightforward to model—there was decent loan growth (mid-single digits is our latest projection), NIM did 
not move around wildly and was mostly predictable, loan loss reserves were modest, and expenses generally 
got ratcheted down on a quarterly basis. Now a few things have changed. The loan loss reserves will be 
elevated for the next couple of years—due to the company’s well-publicized and much discussed $17.8 billion 

oil and gas loan portfolio—but the biggest issue for us are the lumpy revenue lines that come along with 
increased participation in capital markets activities. 
 
How big do they want to be there? While these revenues are still a minor part of the overall revenue picture at 
Wells Fargo—roughly 7% of fee income in 1Q16, when we combine debt and equity gains and gains from 

trading activities—we worry about the seductive nature of these activities and the damage that a greater 
identification with Wall Street would carry for this company’s image and its stock. John Stumpf has said often 
the Wells Fargo is “the bank of the real economy”—i.e., not the bank of the financial economy—and we 
hope it stays that way.  
 
The fact that the company had to come out last February and flat-out deny that it was buying the investment 
banking activities of Credit Suisse should give management some pause. While the company did something 
unusual—they issued a formal denial of the rumors—we do not think that these whispers would have gained 
any traction had there not been a growing perception in the markets that Wells Fargo wishes to become a bigger 
player on the Wall Street scene. Management made clear on May 24 that they see further diversification into 
wholesale lending to be a lucrative growth path for the company, and we agree—but we also would posit our 
view that this can be accomplished without adding much to the capital markets platform that exists there 
already. In our view, this company must continue to maintain and heighten an identity distinct from those 
of competitors Bank of America (BAC), J.P. Morgan Chase (JPM) and Citigroup (C)—or the stock and its 
holders will suffer the consequences. 
 
Bottom Line: This is arguably the nation’s most important bank, and it is very important to the Southeast… 
Some followers have asked us why we include Wells Fargo in Southeastern bank coverage. Our answer—
look at the numbers. One need only look at the FDIC deposit market share totals (although they’re almost a 
year old) to see the degree to which Wells Fargo (through the old Wachovia presence) influences major markets 
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in the Southeast. The company commands 19% of deposits in Atlanta, 17% in Charlotte, 25% in Charleston, 
12% in Birmingham, 14% in the District of Columbia—and on and on.  
 
We would also put forth our view that the advent of Wells Fargo into the Southeast in 2008 made a huge 
difference in the path of Southeastern banking. We think that the real value of the Wells Fargo presence in 
the Southeast has been that of a rationalizing factor in the deposit markets, which has brought a halt (for now, 
at least) to the deposit pricing wars that tended to break out here prior to the Financial Crisis. The bank came 
into the Southeast with the reputation as the nation’s lowest deposit rate payer, and that stinginess 
(unfortunately for depositors) has translated into an overall much more favorable deposit pricing environment 
for banks both large and small. We would also posit the view that Wells Fargo’s preference for branches, its 
distinctive brand, its plethora of consumer products, and its ferociously competitive culture have been good 
for consumers and businesses alike in the region (and have particularly stabilized the economic fortunes of the 
important Charlotte market.) 
 
They have moved swiftly into the era of fintech. While Bank of America has claimed the bulk of investor 
attention with its aggressive program to move customers onto mobile and digital platforms and out of its 
branches, Wells Fargo has been moving in that direction for some time. The company had a “Culture of 
Innovation” presentation at the Analysts Day, and they presented the technologies that would aid with 
“customer experience, trust, and efficiency”. The development of the mobile wallet—technology that enables 
the consumer to see all his financial relationships on one mobile platform—seems to be the primary thrust in 
retail banking, but it seems that authentication (biometric, primarily) is the area in which WFC is aiming to 
truly differentiate its efforts. 
 
But there was also an important statement about fintech made at the meeting. Steve Ellis, the bank’s Head of 
Innovation, said forthrightly: “We are not a technology company...We will deliver technology in an 

appropriate way at an appropriate cost.” To us, this statement signifies an important difference for the banking 
industry from its dalliance with technology in the late 1990’s-early 2000’s, when some banks tried to claim the 
mantle of technology companies (some going so far as to abandon branches) and suffered a crash with the 
technology industry as a result. We think that Wells Fargo and others will see technology differently this time 
around—as a useful tool, not as a reason to be or a model to emulate—and that the benefits of fintech will be 
longer-lasting and more valuable to shareholders and customers alike as a result. 
 
It all comes down to Wells Fargo’s stock. Wells Fargo remains the best-performing of the major banks—on 
both an ROA and on an ROE basis—and is the only major bank at this juncture that we are certain is earning 
its cost of capital. But the stock is not particularly highly valued at this point, selling at 11.0X next year’s 
estimate, roughly 1.5x its tangible book value, and yielding a whopping 3.1%. On a stock performance basis, 
the stock is down roughly 12% YTD—trailing only industry whipping boy Bank of America as an 
underperformer. 
 
It’s hard to start at the top, because there’s only one way to go. We have discussed in this report  the issues 
that we see as bedeviling this stock presently, but we must also emphasize that we see these challenges as 

both transitory and short-lived. This bank has been lionized and has been historically prized by conservative 
investors due to its identification with investor Warren Buffett. But in the current environment those positives 
seem not to matter so much as the desire of some in the market to own beaten-down bank stocks that may give 
a pop on the off chance of a Fed rate increase or a couple of extra pennies of earnings surprise. 
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Our long-held view of banks and bank stocks is that quality always wins, and we see no reason to change 
that view now. To say that Wells Fargo’s stock is a core holding in any bank stock portfolio may be a truism, 
but that also doesn’t mean that it’s not true. (We especially see the stock’s dividend yield—and the prospect of 
significant dividend growth in the future—as compelling in an era when income is prized.) Bank stock fads 
may come and go—but we think that WFC’s bent toward quality and the appeal of the Big Red Stagecoach will 
endure. 
 

Nancy A. Bush, CFA 
706-438-3098 

NBush@BushOnBanks.com 
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NAB Research, LLC, is a consulting firm specializing in providing independent research on financial stocks and banking 
industry analysis and commentary ("Reports") to institutional investors, bank managers and other financial industry 
participants.  NAB Research also distributes banking research and commentary on a third-party basis through Banks 
Street Partners (BSP), an Atlanta-based investment bank. (www.banksstreetpartners.com) BSP and its affiliates may 
include appropriate disclosures and disclaimers in the Reports that BSP uses as they reasonably determine are required for 
regulatory compliance purposes. Otherwise, BSP shall distribute NAB Reports in their entirety without alteration. 
 
The information relating to any company mentioned in these Reports is derived from publicly available sources and NAB 
makes no representation as to the accuracy or completeness of such information.  NAB and/or its principal, Nancy A. 
Bush, may have long/short positions or holdings in the securities or other related investments of companies mentioned 
herein. 
 
NAB Research LLC, is not a registered investment adviser and does not make markets in any of the securities mentioned 
in its Reports.  Neither Nancy A. Bush nor any related household member is an officer, director, or advisory board member 
of any company in its Reports, or otherwise affiliated with such companies in these Reports. Neither NAB Research, LLC, 
nor its principal, Nancy A. Bush, own shares equal to one percent or more of any company mentioned in its Reports. 
 
Opinions expressed in this report are those of the author and may not reflect the opinions of Banks Street Partners, BSP 
Securities, or any of its employees or officers. Some of the information in this report is from outside sources we deem to be 
reliable, but no attempt has been made to verify its accuracy. 
 
BSP and its affiliates provides investment banking services to depository institutions and might seek to provide such 
services in the future to the companies named in this report. For more information about BSP, please visit 
BanksStreetPartners.com. 
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