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Ally Financial, Inc. 
4Q15 Earnings Beat Overshadowed by Management’s 
Pushback Against Credit Fears and Effort to Force Sale 

In the face of investor frustration with its sagging stock price, an activist 
challenge from a hedge fund and qualms about its continued aggressive 
approach to loan and lease originations at what is perceived to be a late 
stage in the credit cycle, Ally Financial (ALLY, Buy, $32 PT) CEO Jeff Brown 
this morning defended his company’s strategy, addressed fears that an 
auto-lending bubble is forming and dismissed the idea that a sale of the 
firm would represent the best means of maximizing shareholder value. 

 

 

Almost lost in the shuffle today was the 4Q15 earnings beat ALLY 
posted: adjusted earnings per diluted share of $0.52 beat the 
consensus estimate of $0.51 and our estimate of $0.50. The beat was 
aided by a solid loan origination print of $9.3bn, up from $9.0bn in the 
prior-year period. And, at a time when concerns about credit are at an 
elevated level, ALLY’s metrics were benign, including a net charge-off 
ratio of 0.72% and a loan loss provision of $240mm that was not 
indicative of significant deterioration. 

 

 

 

Moreover, ALLY guided to adjusted EPS growth of 15% in 2016 and 
reiterated its expectation that it will initiate a common dividend and a 
share repurchase program later this year. 

 

 

 

We are reiterating our Buy recommendation on ALLY and price 
target of $32 based on 1.1x FY16E tangible book value per share of 
$28.88. We agree with Brown’s suggestion during the company’s 4Q15 
conference call that technical factors likely have contributed to the 
underperformance of ALLY shares. We believe that with the stock 
trading at just 0.69x its tangible book value as of YE15, it is pricing in 
wholesale credit deterioration when the company’s credit metrics tell 
a different story. 

 

 

 

Valuation: Our $32 price target is based on 1.1X FY16E tangible book 
value of $28.88. 

  

 

ALLY $16.09 
12 month target $32.00 
Upsi de  98.9%  

  
  

BUY  
 

52 week range $15.33 - $23.66 

Market Cap (m) $7,764 

 

Price Performance 

 
Source: IDC 

 

Estimates 
 

 1Q15 A 2Q15 A 3Q15 A 4Q15 A FY15 A 1Q16 E 2Q16 E 3Q16 E 4Q16 E FY16 E FY17 E 

Diluted EPS (Adj.) 0.52 0.46 0.51 0.52 2.01 0.58 0.53 0.61 0.58 2.30 2.49 
Tangible BVPS 25.55 25.47 26.06 26.28 26.28 26.72 27.15 28.02 28.88 28.88 31.06 
Source: BTIG Research Estimates and Company Documents ($ in millions, except per share amount) 
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 Management adopted a more aggressive tone in addressing concerns 
about their approach during the company’s first quarterly conference 
call since disclosing that it had been targeted by an activist hedge 
fund, which management said was pushing for a sale of the firm. 
Brown emphasized that ALLY had maintained its “strong risk 
discipline,” a response to concerns that the company had been over-
aggressively pursuing higher volumes from non-General Motors (GM, 
Not Rated) business to diversify away from the automaker given the 
potential for it to move more of its business to its captive finance arm, 
GM Financial. 

 ALLY CFO Chris Halmy joined in the defense of the company’s 
approach and the increase in its percentage of loan originations from 
the subprime category to 14% in 4Q15 from about 10% at the 
beginning of the year, in particular pointing out that the company’s 
loss rate in the category was just 3% and that it recorded just $75mm 
in subprime charge-offs during 4Q15. 

 As we have stated, the fact that ALLY is in the midst of a transition in 
which it has been diversifying its loan originations away from GM and 
toward non-GM “growth channels” – combined with the fact that the 
stock is trading close to its all-time low – makes us believe that 
considering a sale of the company at this point would be premature.  
We believe ALLY shares are likely to trade significantly higher than 
their current valuation as the company continues to diversify away 
from GM and if it receives approval from the Federal Reserve to 
initiate a capital return program in the coming months. As such, we 
think the time for ALLY to consider a sale would be after the catalysts 
have played out and the stock is trading higher, such that a takeout at 
a premium would truly maximize shareholder value. 
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Income Statement 

 

 

 

 

Ally  Financ ial  -  O perating Model Dec-11 Dec-12 Dec-13 Dec-14 Mar-15 Jun-15 Sep-15 Dec-15 Dec-15 Mar-16 Jun-16 Sep-16 Dec-16 Dec-16 Dec-17

$ millions 2011A 2012A 2013A 2014A 1Q15A 2Q15A 3Q15A 4Q15A 2015A 1Q16E 2Q16E 3Q16E 4Q16E 2016E 2017E

Interest and fees on finance receivables and loans 4,189           4,539           4,529           4,457           1,074           1,118           1,166           1,212           4,570           1,228           1,244           1,256           1,268           4,996           5,222         

Interest on loans held-for-sale 180              98                 20                 1                   24                 14                 2                   -               40                 -               -               -               -               -               -             

Interest on trading assets 8                   10                 -               -               -               -               -               -               -               -               -               -               -               -               -             

Interest and dividends on available for sale investment securities 350              292              325              367              88                 93                 102              98                 381              98                 99                 99                 100              397              405            

Interest bearing cash 15                 24                 10                 8                   2                   2                   2                   2                   8                   -               -             

Operating leases 1,929           2,379           3,209           3,558           896              860              830              812              3,398           804              796              788              780              3,168           3,043         

Total  f inanc ing revenue & other interest 6 ,671       7 ,342       8 ,093       8 ,391       2 ,084       2 ,087       2 ,102       2 ,124       8 ,397       2 ,131       2 ,139       2 ,143       2 ,148       8 ,560       8 ,670     

Interet on deposits 615              645              654              664              172              177              181              188              718              195              199              203              206              802              864            

Interest on short-term borrowings 61                 71                 63                 52                 11                 12                 13                 13                 49                 13                 13                 13                 13                 52                 52              

Interest on long-term debt 3,930           3,336           2,602           2,067           429              419              410              404              1,662           431              431              431              431              1,722           1,722         

Total  interest expense 4,606       4 ,052       3 ,319       2 ,783       612          608          604          605          2 ,429       638          642          646          650          2 ,576       2 ,638     

Depreciation expense on operating assets 941              1,399           1,995           2,233           622              563              528              536              2,249           525              515              504              494              2,039           1,881         

Pre-provision net f inance revenue 1,124       1 ,891       2 ,779       3 ,375       850          916          970          983          3 ,719       967          982          992          1 ,004       3 ,945       4 ,151     

Provision for loan losses 161              329              501              457              116              140              211              240              707              198              201              203              239              841              879            

Post-provision net f inance revenue 963          1 ,562       2 ,278       2 ,918       734          776          759          743          3 ,012       769          781          790          765          3 ,104       3 ,272     

Servicing fees 525              409              126              31                 10                 10                 12                 13                 45                 -               -               -               -               -               -             

Servicing asset valuation and hedge activities (434)             (4)                  (213)             -               -               -               -               -               -               -               -               -               -               -               -             

Total  serv ic ing income (loss) 91            405          (87)          31            10            10            12            13            45            -          -          -          -          -          -         

Insurance premiums and service revenue earned 1,153           1,055           1,012           979              233              237              236              234              940              234              238              237              235              945              954            

Gain on mortgage and automotive loan 229              379              55                 7                   46                 1                   (2)                  -               45                 -               -               -               -               -               -             

Loss on extinguishment of debt (64)               (148)             (59)               (202)             (198)             (156)             -               (3)                  (357)             -               -               -               -               -               -             

Other gain on investments 258              146              180              181              55                 45                 6                   49                 155              45                 45                 45                 45                 180              180            

Other income (losses) 621              737              383              280              97                 74                 80                 63                 250              63                 63                 63                 63                 253              255            

Total  other revenue 2,288       2 ,574       1 ,484       1 ,276       243          211          332          356          1 ,078       342          346          345          343          1 ,377       1 ,389     

Compensation and benefits expense 993              1,106           1,019           947              255              236              235              237              963              242              247              252              254              994              1,023         

Insurance losses and loss adjustment expense 452              454              405              410              56                 122              61                 54                 293              55                 120              60                 53                 287              281            

Other operating expenses 1,983           2,062           1,981           1,591           384              366              378              377              1,505           386              368              380              379              1,513           1,528         

Total  noninterest expense 3,428       3 ,622       3 ,405       2 ,948       695          724          674          668          2 ,761       683          734          691          686          2 ,794       2 ,832     

Income (loss) from continuing operations before taxes (177)        514          357          1 ,246       282          263          417          431          1 ,329       428          393          444          422          1 ,688       1 ,829     

Income tax expense (benefit) 42                 (856)             (59)               321              103              94                 144              155              496              141              130              146              139              557              603            

Net income (loss) from continuing operations (219)        1 ,370       416          925          179          169          273          276          833          287          263          297          283          1 ,131       1 ,225     

Income (loss) from discontinued operations 62                 (174)             (55)               225              397              13                 (5)                  (13)               392              -               -               -               -               -               -             

Net income (loss) (157)        1 ,196       361          1 ,150       576          182          268          263          1 ,225       287          263          297          283          1 ,131       1 ,225     

Adjusted EPS (di luted) 1 .64$        0 .52$        0 .46$        0 .51$        0 .52$        2 .01$        0 .58$        0 .53$        0 .61$        0 .58$        2 .30$        2 .49$      

Diluted shares outstanding (millions) 481.93         482.78         483.69         484.40         484.85         483.93         486.06         487.52         482.52         477.52         483.40         483.51      

Book value per share 31.88$         33.00$         29.55$         30.14$         27.72$         27.72$         28.16$         28.58$         29.46$         30.33$         30.33$         32.50$      

Tangible book value per share 24.43$         25.55$         25.47$         26.06$         26.28$         26.28$         26.72$         27.15$         28.02$         28.88$         28.88$         31.06$      

Source: BTIG Research Estimates and Company Documents

http://www.btigresearch.com/
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Appendix: Analyst Certification and Other Important Disclosures 
 

Analyst Certification 
I, Mark Palmer, hereby certify that the views about the companies and securities discussed in this report are 
accurately expressed and that I have not received and will not receive direct or indirect compensation in exchange 
for expressing specific recommendations or views in this report. 

I, Giuliano Bologna, hereby certify that the views about the companies and securities discussed in this report are 
accurately expressed and that I have not received and will not receive direct or indirect compensation in exchange 
for expressing specific recommendations or views in this report. 
 

 

Regulatory Disclosures 
Analyst Stock Ratings Definitions 
BTIG LLC’s (“BTIG”) ratings, effective May 10, 2010, are defined as follows: 
BUY – A stock that is expected at initiation to produce a positive total return of 15% or greater over the 12 months 
following the initial recommendation. The BUY rating may be maintained following initiation as long as it is 
deemed appropriate, notwithstanding price fluctuations that would cause the target to fall outside of the 15% 
return. 
SELL – A stock that is expected at initiation to produce a negative total return of 15% or greater over the next 12 
months following the initial recommendation. The SELL rating may be maintained following initiation as long as it 
is deemed appropriate, notwithstanding price fluctuations that would cause the target to fall outside of the 15% 
return. 
NEUTRAL – A stock that is not expected to appreciate or depreciate meaningfully over the next 12 months. 
NOT RATED – A stock that is not rated but that is covered by BTIG. 
 

Distribution of Ratings and Investment Banking Clients 
BTIG must disclose in each research report the percentage of all securities rated by the member to which the 
member would assign a “buy”, “neutral” or “sell” rating. The said ratings are updated on a quarterly basis. BTIG 
must also disclose the percentage of subject companies within each of these three categories for whom the 
member has provided investment banking services within the previous twelve months. Stocks under coverage as 
of the end of the most recent calendar quarter (December 31, 2015): 186 
 
Distribution of BTIG’s Research Recommendations (as of December 31, 2015): 
BUY: 64.5%; NEUTRAL: 31.7%; SELL: 3.8% 
 
Distribution of BTIG’s Investment Banking Services (as of December 31, 2015): 
BUY: 89%; NEUTRAL: 5.5%; SELL: 5.5% 
 
For purposes of FINRA ratings distribution rules, BTIG’s stock ratings of Buy, Neutral and Sell fall into Buy, Hold 
and Sell categories, respectively. 
 

Company Valuation and Risk Disclosures 
Ally Financial, Inc. (ALLY, Buy) 
Valuation: Our $32 price target is based on 1.1X FY16E tangible book value of $28.88 
Risks: Primary risks to our recommendation include the potential negative impact of ALLY's loss of exclusivity 
priveleges with General Motors and Chrysler, dependance on the performance and prospects of the U.S. 
automotive finance marke, dependance on capital and liquidity such that disruption of funding sources and access 
to the capital markets could negatively impact its business, dependance on ability to maintian relationships with 
dealers, regulatory restrictions that could impede Ally Bank's ability to grow deposits and thereby reduce the 
company's funding costs, and Federal Reserve stress tests that could impede the company's future ability to 
return capital if failed. 
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Other Disclosures 
Additional Information Available Upon Request 
 

General Disclosures 
Research reports produced by BTIG LLC (“BTIG”) are published for and intended to be distributed solely to BTIG 
institutional and corporate clients. Recipients of BTIG reports will not be considered clients of BTIG solely because 
they may have received such BTIG report. 
 
The equity research analyst(s) responsible for the preparation of this report receives compensation based upon a 
variety of factors, including the quality and accuracy of research, internal/client feedback, and overall Firm 
revenues. 
 
BTIG reports are based on public information and BTIG considers the same to be reliable, comprehensive 
information, but makes no representation or warranty that the reports are accurate or complete. BTIG opinions 
and information provided in this report are as of the date of the report and may change without notice. 
 
This research report is not an offer to buy or sell or solicitation of an offer to buy or sell any security in any 
jurisdiction where such an offer or solicitation would be illegal. This research report was not drafted specifically for 
any particular individual or entity and is not a personal recommendation to participate in any particular trading 
strategy or transaction. Any recipient of this research report should obtain independent advice specific to their 
personal circumstances before undertaking any investment activity and must make their own independent 
evaluation of any securities or financial instruments. 
 
Facts, views or opinions presented in this report have not been reviewed by, and may not reflect information 
known to, employees or other professionals in the “BTIG Group” (BTIG Group includes, but is not limited to, BTIG 
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and its parents, subsidiaries and/or affiliates). BTIG Group employees, including Sales Representatives and 
Traders, may provide oral or written commentary or advice that may be inconsistent with the opinions and/or 
views expressed in this research report. BTIG Group employees and/or its affiliates not involved in the preparation 
of this research report may have investments in securities or derivatives of securities of companies mentioned in 
this report that are inconsistent with the views discussed in this report. 
 
Investors in securities products bear certain risks in conjunction with those investments. The value of, and income 
from, any investments may vary because of changes in interest rates or foreign exchange rates, securities prices 
or market indexes, operational or financial conditions of companies or other factors within or beyond the 
companies control. Recipient of the research reports should be aware that investments in equity securities may 
pose significant risks due to the inherent uncertainty associated with relying on forecasts of various factors that 
can affect the earnings, cash flow and overall valuation of a company. Any investment in equity securities should 
be undertaken only upon consideration of issues relating to the recipient’s overall investment portfolio and 
objectives (such as diversification by asset class, industry or company) as well as time horizon and liquidity needs. 
Further, 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. There may be time 
limitations on the exercise of options or other rights in any securities transactions. 
 
Investing in foreign markets and securities, including ADRs, is subject to additional risks such as currency 
fluctuation, limited information, political instability, economic risk, and the potential for illiquid markets. Investing 
in emerging markets may accentuate these risks. Non-U.S. reporting issuers of foreign securities, however, may 
not make regular or complete public disclosure relating to their financial condition or the securities that they 
issue. 
 
The trademarks and service marks contained herein are the property of their respective owners. Third-party data 
providers make no warranties or representations of any kind relating to the accuracy, completeness, or timeliness 
of the data they provide and shall not have liability of any damages of any kind relating to such data. The report or 
any portion hereof may not be reprinted, sold or redistributed without the written consent of BTIG. This report is 
intended only for use by the recipient. The recipient acknowledges that all research and analysis in this report are 
the property of BTIG and agrees to limit the use of all publications received from BTIG within his, or her or its, own 
company or organization. No rights are given for passing on, transmitting, re transmitting or reselling the 
information provided. 
 

Jurisdiction and Dissemination 
BTIG is a U.S. broker-dealer and member of FINRA and SIPC. 
 
BTIG Australia Limited ACN 128 554 601, member of ASIC and ASX; BTIG Hong Kong Limited, an Exchange 
Participant of SEHK and licensed and regulated by the SFC; BTIG Ltd, member of the LSE, authorized and 
regulated by the FSA; and BTIG Singapore Pte Ltd, registered and licensed with MAS; are all separate but 
affiliated entities of BTIG. Unless governing law permits otherwise, you must contact a BTIG entity in your home 
jurisdiction for further information, or if you want to use our services in effecting a transaction. 
 
Issues and approved for distribution in the UK and EEA by BTIG Ltd. to eligible counterparties and professional 
clients only. Issued and distributed in Australia to “wholesale clients” only by BTIG Australia Limited. In Singapore 
and Hong Kong, further information may be obtained from BTIG Singapore Pte Ltd and BTIG Hong Kong Limited, 
respectively. 
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