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Holland Views – Wells Fargo – Price: €50: MCap: $223bn 
  

A time to be Greedy – First stop $70 
 

 

Like Mr Market we are delighted by the appointment of Charles Scharf to be CEO of Well Fargo. 

We think he is an excellent choice but almost as important his appointment provides a reason for 

Wells’ Regulators and customers to now look forward, rather than back. This is world class bank 

that has sat in the sin bin for far too long now. Coming from a position of envied strength however 

the company has suffered losing revenue growth opportunities while its cost base has remained 

the same over the last few years. It did however do one thing very right during this period, it 

focused on rebuilding customer trust in the business any way it could, even if that meant 

uncovering other areas of poor practice and hurting profits/ the share price. These are the right 

actions that a franchise type business should take during a threat to its credibility and reputation. 

The result now we believe is be bank that has(and is seen to have) paid the price for its past 

misdemeanours and can now regrow/realign itself once gain offering personal and corporate 

customers cost effective financial solutions. Importantly, its main competitive advantage (a very 

low-cost deposit base) remains sticky and fully intact. 

 

Our focus on Wells during the last 12-24 month has been almost totally fixated on its elevated 

cost base. Today’s share price multiple seemingly discounts this remaining high and thus 

implicitly assuming Wells has lost the advantages it once held over many of its peers. We think 

the complete opposite. Attached you will find our modelling for the companies cost base and 

how we think its future reduction(or faster loan growth) will see the company quickly recover the 

Return on Tangible Equity gap with its peers. Please do take a look at this spreadsheet - Below 

we extract the commentary from it:  

In short however we would ask investors to reflect on the fact that: 

 In the financial year to December 2018 Wells had a Return on Tangle Equity(ROTE) of 

13.6% and a Cost Income Ratio(CIR) of a whopping 65% 

 Bank America, a company Wells towered over for decades, reported a ROTE of 16% 

from a cost income ratio of 57% 

 Were Wells Fargo’s Cost ratio to be 59% a year or two out, its likely ROTE would 

be c.16.5%. On a PE of 12x this would produce a share price of $71 

 We think this is not only provides great upside to the shares(40% in 2-3 years) it is also 

a very beatable target all achievable due to self-help, not due to a favourable economic 

backdrop. More likely we think a ROTE of 18% one day is restored at Wells 

(required Cost ratio for this is 56%) On a PE of 13x this would give a share price of 

c.$85!! 
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Disclaimer 
This document does not consist of investment research as it has not been prepared in accordance with UK legal 

requirements designed to promote the independence of investment research. Therefore even if it contains a research 

recommendation it should be treated as a marketing communication and as such will be fair, clear and not misleading 

in line with Financial Conduct Authority rules. Holland Advisors is authorised and regulated by the Financial Conduct 

Authority. This presentation is intended for institutional investors and high net worth experienced investors who 

understand the risks involved with the investment being promoted within this document. This communication should 

not be distributed to anyone other than the intended recipients and should not be relied upon by retail clients (as defined 

by Financial Conduct Authority). This communication is being supplied to you solely for your information and may 

not be reproduced, re-distributed or passed to any other person or published in whole or in part for any purpose. This 

communication is provided for information purposes only and should not be regarded as an offer or solicitation to buy 

or sell any security or other financial instrument. Any opinions cited in this communication are subject to change 

without notice. This communication is not a personal recommendation to you. Holland Advisors takes all reasonable 

care to ensure that the information is accurate and complete; however no warranty, representation, or undertaking is 

given that it is free from inaccuracies or omissions. This communication is based on and contains current public 

information, data, opinions, estimates and projections obtained from sources we believe to be reliable. Past performance 

is not necessarily a guide to future performance. The content of this communication may have been disclosed to the 

issuer(s) prior to dissemination in order to verify its factual accuracy. Investments in general involve some degree of 

risk therefore Prospective Investors should be aware that the value of any investment may rise and fall and you may 

get back less than you invested. Value and income may be adversely affected by exchange rates, interest rates and other 

factors. The investment discussed in this communication may not be eligible for sale in some states or countries and 

may not be suitable for all investors. If you are unsure about the suitability of this investment given your financial 

objectives, resources and risk appetite, please contact your financial advisor before taking any further action. This 

document is for informational purposes only and should not be regarded as an offer or solicitation to buy the securities 

or other instruments mentioned in it. Holland Advisors and/or its officers, directors and employees may have or take 

positions in securities or derivatives mentioned in this document (or in any related investment) and may from time to 

time dispose of any such securities (or instrument). Holland Advisors manage conflicts of interest in regard to this 

communication internally via their compliance procedures.  

 

 

 

 


