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Firm Overview - Capital One Financial Corp.
is a diversified financial services holding company
headquartered in McLean, VA. The company
provides financial products and services through
three segments: Credit Card, Consumer Banking
and Commercial Banking.

Highlights:
•

Trading at a pre-tax, pre-provision earnings
(PTPP) multiple below five, lower than most
national and regional banks.

•

Low rate of charge-offs (provision for writing
off bad/ delinquent accounts) could boost
earnings going forward.

•

Low relative valuation versus history.

The Bottom Line - Secular tailwinds are fueling
the broad switch from cash to electronic payments.
Capital One’s foresight has enabled it to benefit
from this trend by increasing overall efficiency and
customer growth as consumers go digital. In short,
we believe Capital One is a leading digital bank that
continues to leverage fintech investments to further
distance itself from the competition.

Potential Headwinds/Considerations:
•

Near-term credit performance expectations

•

Future sources of new account growth

•

Cost of technology talent increasing
significantly

•

Competition from smaller fintech firms

Price

$154.69

52-Week Range

$58.35 – $166.29

Market Cap

$69.0 billion

Enterprise Value

$77.8 billion

TTM Revenue

$29.2 billion

The Company
Capital One Financial (COF) is a descendant of the Bank of
Virginia, which was formed in 1945. Years of acquisitions
and mergers that consolidated over two dozen banks and
mortgage companies under the bank’s umbrella led it to
become Signet Banking in 1986. Under the leadership of
Richard Fairbank and Nigel Morris, the bank began using
sophisticated data-collection methods to gather massive
amounts of information on existing and prospective
customers, allowing them to design and mass-market
customized products to the customer - the most notable
being an innovative balance-transfer card. In 2005, the
company expanded into banking with the acquisition of
New Orleans-based Hibernia and adopted the Capital One
moniker.
Today, Capital One Financial is one of the most recognizable
credit card issuers in the U.S. In addition to credit cards, they
offer debit cards, auto loans and other consumer lending
products in markets primarily across the United States.
Capital One maintains a strong online presence with its
internet and mobile banking applications. The company’s
Credit Card business is its largest segment, representing over
60% of revenue while Consumer Banking generates roughly
30% of revenue. The Commercial Banking division serves
the bank’s commercial, multi-family real estate and industrial
customers. This segment represents roughly 10% of revenue
and 30% of the bank’s loan portfolio.
The company focuses on the development and use of
efficient and flexible computer and operational systems,
such as cloud technology, to support complex marketing
and account management strategies, the servicing of their
customers and the development of new and diversified
products. Management continuously explores opportunities
to enter into strategic partnerships and acquire financial
services and products as part of its growth initiatives.
(Source: Bloomberg - adapted from Hoover’s Inc., a Dun & Bradstreet Co.)

As of 6/30/21.
Source: Bloomberg
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Our Initial Thesis
The Thornburg Global Opportunities’ team initiated a
position in COF in early 2012 after several quarters of
extensive analysis on the company and the financial services
industry. At the time, we were broadly positive on the credit
card segment for multiple reasons:
Market Share: We viewed the industry as a beneficiary of
the retrenchment of debit card (due to the 2011 Durbin
Amendment) and home equity lines of credit (due to
lower mortgage equity)1. During the 2000s, debit cards
and HELOCs took roughly 30 and 25 percentage points,
respectively, of market share from credit cards. For the first
time in a decade, this trend began to reverse in 2011. With
its robust consumer credit card business, we believed COF
would gain additional market share within the segment.
A Rebound in Consumption: With consumer balance
sheets on the mend, U.S. spending volume growth turned
positive in Q4 2009 and U.S. credit card loans outstanding
turned positive in Q2 2011. Our analysis showed that credit
card lending was poised to grow at a higher rate than total
system lending. In addition, credit card receivables are a
high-yielding asset, a trait that is particularly attractive in a
low interest rate environment. With roughly 50% of COF’s
loan book consisting of credit card loans, we believed the
company was uniquely positioned to take advantage of the
opportunities created by a healthier U.S. consumer and
strengthening credit card loan environment.
An additional component of our initial thesis was built
around management’s announcement in the second half
of 2011 of the acquisitions of ING Direct and HSBC’s U.S.
credit card business, making Capital One the fifth largest
depository institution and sixth largest discount broker in
the United States at the time. Our team viewed the pending
deals as being highly accretive to COF’s earnings. With
respect to the ING Direct deal, specifically, the acquisition
would provide access to large, geographically diverse lower
cost funding – The deposits and broader channel would give
COF, a former monoline, more financing stability and more
freedom from the bond market.

Our Current Thesis
Our thesis for Capital One remains intact, though it
has evolved over time as we continue to sharpen our
understanding of the business. Today, there are multiple
components to our thesis. First, the consumer is relatively
healthy, and the loan loss provisions taken by COF at the
beginning of the COVID pandemic were potentially larger
than required, providing a tailwind to earnings going forward.

More significantly, Capital One is a heavy investor in financial
technology platforms and online delivery of products and
services. As a best in class technological operator, it is our
belief that Capital One will disproportionately benefit from
the digital revolution in finance with consumers transitioning
from in-person to online interactions and transactions.
Capital One wants to be viewed as a technology company
in the business of banking, not the other way around. This is
key as fintech companies have been rewarded heavily by the
market over the past five years, and Capital One currently
trades more like a financial stock.

Applying Global Opportunities’ Research
Framework to Capital One
Identifying Sustainable Business Models •

High credit quality of loans across multiple segments

•

Strong management with track record of fintech
investments to power growth

•

Secular tailwinds fueling shift from cash to electronic
payments

•

Potential headwind: Increasing cost of technology
talent.

Determining Intrinsic Value •

Low rate of charge-offs should boost earnings going
forward

•

Low relative historical valuation

•

Trading at low PTPP multiple vs most national and
regional banks

Uncovering a Clear Path to Success •

Higher consumer spending in CY21 & CY22 leading to
positive inflection in receivables

•

Continued digital transformation should increase
engagement, efficiency and customer acquisition

•

Excess capital driving future buybacks and dividends

•

Better interest margins in a rising rate environment

•

Potential headwind: Increased competition from
smaller fintech firms

The Durbin amendment also known as Regulation II is a provision of United States federal law that requires the Federal Reserve to limit fees charged to retailers for debit card
processing. It was passed as part of the Dodd-Frank financial reform legislation in 2010, as a last-minute addition by Illinois Senator Richard Durbin.
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Important Information
Unless otherwise noted data is as of 06/30/2021.
The views expressed are subject to change and do not necessarily reflect the views of Thornburg Investment Management, Inc. This information should not be relied upon as a
recommendation or investment advice and is not intended to predict the performance of any investment or market.
Investments in the Strategy carry risks, including possible loss of principal. Carefully consider the Strategy’s investment objectives, risks, and expenses before investing. There is no
guarantee that the portfolio will meet its investment objectives.
Securities mentioned herein are for illustrative purposes only and are presented to describe the due diligence process for purchasing or selling an individual stock. Under no
circumstances does the information contained within represent a recommendation to buy or sell any security. This information is current as of the date indicated and represents current
holdings of Thornburg; however, there is no assurance that any security referenced will remain in any portfolio and Thornburg undertakes no obligation to update the information or
otherwise advise the reader of changes in its ownership of the holdings. It should not be assumed that any of the referenced securities were or will be profitable or that the investment
decisions we make in the future will be profitable.
This is not a solicitation or offer for any product or service. Nor is it a complete analysis of every material fact concerning any market, industry, or investment. Data has been obtained
from sources considered reliable, but Thornburg makes no representations as to the completeness or accuracy of such information and has no obligation to provide updates or changes.
Thornburg does not accept any responsibility and cannot be held liable for any person’s use of or reliance on the information and opinions contained herein.

Outside the United States
For United Kingdom: This communication is issued by Thornburg Investment Management Ltd. (“TIM Ltd.”) and approved by Robert Quinn Advisory LLP which is authorised and regulated
by the UK Financial Conduct Authority (“FCA”). TIM Ltd. is an appointed representative of Robert Quinn Advisory LLP.
This material constitutes a financial promotion for the purposes of the Financial Services and Markets Act 2000 (the “Act”) and the handbook of rules and guidance issued from time to
time by the FCA (the “FCA Rules”). This material is for information purposes only and does not constitute an offer to subscribe for or purchase any financial instrument. TIM Ltd. neither
provides investment advice to, nor receives and transmits orders from, persons to whom this material is communicated nor does it carry on any other activities with or for such persons
that constitute “MiFID or equivalent third country business” for the purposes of the FCA Rules. All information provided is not warranted as to completeness or accuracy and is subject to
change without notice.
This communication and any investment or service to which this material may relate is exclusively intended for persons who are Professional Clients or Eligible Counterparties for the
purposes of the FCA Rules and other persons should not act or rely on it. This communication is not intended for use by any person or entity in any jurisdiction or country where such
distribution or use would be contrary to local law or regulation.
For Australia: This communication is exclusively intended for wholesale clients only. The information contained herein is provided for informational purposes only and should not be
considered a solicitation or offering of investment services, nor a solicitation to sell or buy any shares of any securities (nor shall any such securities be offered or sold to any per-son) in
any jurisdiction where such solicitation or offering would be unlawful under the applicable laws of such jurisdiction. This material should not be relied upon as investment advice and is
not a recommendation to adopt any investment strategy.
Thornburg is regulated by the U.S. Securities and Exchange Commission under U.S. laws, which differ from Australian laws, and is exempt from the requirement to hold an AFSL in
accordance with class order 03/1100 in respect of the provision of financial services to wholesale clients in Australia (ARBN 605 031 909). In accordance with the relevant Australian
Securities and Investments Commission Class Order, maintains such exemption from the requirements under Relevant Law to hold an Australian Financial Services Licence, and all other
licences required to be held under all applicable laws governing the activities of Thornburg.
For Finland, Germany, Italy, Luxembourg, Netherlands, Norway, Singapore, Spain, South Korea, Sweden, Switzerland, Taiwan and Thailand: This material is directed at and intended for
institutional investors (as such term is defined in each jurisdiction). This material does not constitute investment advice or an offer or solicitation to sell or a solicitation of an offer to buy
any product or service (nor shall any product or service be offered or sold to any person) in any jurisdiction in which an offer, solicitation, purchase or sale would be unlawful under the
securities law of that jurisdiction. Any products or services referenced in this material may not be licensed in all jurisdictions, and, unless otherwise indicated, no regulator or government
authority has reviewed this document, or the merits of the products and services referenced herein. If you receive a copy of this material, you may not treat this as constituting a public
offering, and you should note that there may be restrictions or limitations to whom these materials may be made available.
This material is provided on a confidential basis for informational purposes only and may not be reproduced in any form or transmitted to any person without authorization. This
material was prepared without considering the specific investment objectives, financial situation or particular needs of any particular person and does not identify all the risks (direct
or indirect) or other considerations which might be material to you when entering any financial transaction. Before acting on any information in this material, prospective clients should
inform themselves of and observe all applicable laws and regulations of any relevant jurisdictions. Prospective clients should inform themselves as to the legal requirements and tax
consequences within the countries of their citizenship, residence, domicile and place of business with respect to the ongoing provision of services, and any foreign exchange restrictions
that may be relevant thereto. Prospective clients are advised to exercise caution in relation to any information in this document. If you are in doubt about any of the contents of this
document, you should seek independent professional advice. Thornburg Investment Management, Inc. does not accept any responsibility and cannot be held liable for any person’s
use of or reliance on the information and opinions contained herein. Any entity responsible for forwarding this material to other parties takes responsibility for ensuring compliance with
applicable securities laws.
Thornburg is regulated by the U.S. Securities and Exchange Commission under U.S. laws, which differ from the above jurisdiction’s laws.
For Hong Kong: This article is issued by Thornburg Investment Management (Asia) Limited (“Company”), a wholly-owned subsidiary of Thornburg Investment Management, Inc. The
Company is currently licensed with the Hong Kong SFC for Type 1 regulated activity, with the CE No.: BPQ208.
This is issued for information purposes only. It is not to be construed as an offer or solicitation for the purchase or sale of any financial instruments. It has not been reviewed by the
Securities and Futures Commission or any regulator in any jurisdiction.
Any prices referred to herein are indicative only and dependent upon market conditions. Past performance is not indicative of future results. Unless otherwise specified, investments
are not bank deposits or other obligations of a bank, and the repayment of principal is not insured or guaranteed. They are subject to investment risks, including the possibility that the
value of any investment (and income derived thereof (if any) can increase, decrease or in some cases, be entirely lost and investors may not get back the amount originally invested. The
contents of this presentation have not been reviewed by any regulatory authority in the countries in which it is distributed.
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Thornburg Investment Management, Inc. accepts no liability whatsoever for any direct, indirect or consequential loss arising from or in connection with any use of, or reliance on, this
presentation which does not have any regard to the particular needs of any person. Thornburg Investment Management, Inc. takes no responsibility whatsoever for any use, reliance or
reference by persons other than the intended recipient of this presentation.
The opinions and views herein do not take into account your individual circumstances, objectives, or needs and are not intended to be recommendations of particular financial
instruments or strategies to you. This presentation does not identify all the risks (direct or indirect) or other considerations which might be material to you when entering any financial
transaction. You are advised to exercise caution in relation to any information in this document. If you are in doubt about any of the contents of this document, you should seek
independent professional advice.

For Investment Professional and Institutional Client Use Only


Thornburg Investment Management, Inc | 2300 North Ridgetop Road | Santa Fe, New Mexico 87506 | 877.215.1330 | www.thornburg.com

17 Sep 21
TH4842

