Moschovakis
Capital

Bread Financial Holdings, Inc.

ADS

EQUITY RESEARCH REPORT

July 30, 2026




EQUITY RESEARCH

Capital Page 2 | July 2026

BFH — BREAD FINANCIAL HOLDINGS, INC.

Report Date: 2026-07-30

Analyst: Moschovakis Capital Research

Note on ticker: The subject trades as BFH on the NYSE (formerly ADS, changed April 4, 2022). All references
use the live authoritative price of $140.17 USD / €122.37 EUR.

EXECUTIVE SUMMARY

Recommendation *AVOID**

Current Price €122.37 (US$140.17)

Fair Value (Base Case) €95-105 (US$109-120)
Margin of Safety Negative (price exceeds fair value)
Target Entry (if reconsidered) €70 (US$80) or below
Dividend Yield ~0.7% (nominal $0.84/yr)
Expected Dividend Growth Low / uncertain

Expected Price Appreciation Low single digit, high variance
Total Expected Return (Base) ~6% CAGR

Bear Case Total Return -12% to -18% CAGR

Bull Case Total Return ~15% CAGR
Probability-Weighted Return ~3-4% CAGR

Wealth Preservation Score 347100

Downside Protection Score 25/100

Quality Score 42 /100

Risk Level ELEVATED

Probability of >50% Loss ~25-30%

Recession Profile VULNERABLE

One-Line Thesis:
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Bread Financial is a highly cyclical subprime card lender whose earnings depend on late fees from vulnerable
borrowers, funding-market access, and credit reserve dynamics — a profile that fails the capital-preservation
mandate at any price near current levels.

INVESTMENT THESIS

You are looking at a specialty consumer lender that makes most of its money from interest and fees on
private-label and co-brand credit card receivables issued to a U.S. customer base skewed toward non-prime
borrowers. The business survives and dies on two variables you do not control: the credit cycle and access to
funding markets. When both cooperate, as they did in 2025, earnings jump. The company reported 2025 net
income near $518-521 million and diluted EPS of roughly $10.89, up sharply year over year. That number pulls
the trailing P/E down to about 12.9x at the current price, which looks cheap on the surface.

The surface is misleading. Bread's 2024 net income was $277 million, down 61% from $718 million in 2023,
which itself was up 222% from $223 million in 2022. This is not a business with earnings you can underwrite ten
years forward with confidence. It is a leveraged bet on the U.S. consumer credit cycle. The stock carries a
five-year realized volatility near 47% and a maximum drawdown of roughly 71%. A position that can lose 71% of
its value in a downturn violates the first principle of this framework before we reach any valuation question.

The regulatory overhang compounds the cyclical risk. A meaningful slice of revenue comes from late fees
charged to subprime consumers. When the CFPB moved to cut the late fee from $41 to $8, management
responded in October 2024 by raising its interest rate to 29.99% and adding new fees. That maneuver preserves
near-term profit but shifts cost onto borrowers who are already stretched, inviting litigation, negative coverage,
and further regulatory action. You are buying a business whose economics rest partly on charges regulators are
actively trying to eliminate. Against a 4% HYSA and a 7% hurdle, the risk-adjusted math does not clear. Cash is
the better position here.

1. BUSINESS QUALITY ASSESSMENT

Sector classification: Consumer finance / specialty lending. Highly cyclical. Per the framework, highly cyclical
businesses require a fortress balance sheet AND a valuation discount to proceed. BFH meets neither on the
fortress test.

Understandable: Yes. A card issuer earning net interest income and fees, funded by deposits and securitization.
Secular decline: No, but the fee-income component faces structural regulatory pressure.

Moat: Relationship-based and operational, not structural. Merchant integrations create some switching cost, but
the business depends on a concentrated set of retail partners, competes against large issuers and fintechs, and
its returns hinge on credit performance and funding costs. Moat rating: MODERATE / LOW durability. Moat
preservation confidence: LOW-MEDIUM.

Revenue trajectory (StockAnalysis basis): 2020 $3.95B - 2021 $3.87B - 2022 $4.68B - 2023 $5.15B -
2024 $5.02B. Directionally flat-to-declining recently, with heavy definitional noise across data providers. The
2025 revenue figure (~$3.8B per some aggregators) is not reconcilable with prior-year bases — a data-quality
flag.
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2. FINANCIAL FORTRESS ANALYSIS

Stress Test — can BFH survive a 30% revenue decline for two years?

For a subprime card lender, a recession does not cut revenue 30% cleanly; it detonates charge-offs. Net loss
rates spiking above reserve coverage is the failure mode, not a revenue line.

CET1 Ratio 13.3% (Q1 2026) >12% preferred Adequate

Reserve rate >11% vs. net loss <8% Cushion present but consumes earnings
Net loss rate <8% — Elevated, "credit normalization" ongoing
Funding Deposits + securitization Diversified Access risk in stress

Debt/Equity Elevated (financial issuer) Bank-adjusted metrics apply

Applying the Banks & Financial Institutions adaptation: CET1 at 13.3% is acceptable, above the 12%
preferred threshold. The reserve rate above 11% provides genuine cushion. However, the business raised a
Series B preferred offering in May 2026 to diversify funding — a signal that funding flexibility is being actively
managed, not taken for granted.

Solvency Assessment: ADEQUATE (not FORTRESS). A subprime-concentrated lender cannot earn a
FORTRESS rating under this framework given a 71% historical drawdown and reserve-dependent earnings.

3. DIVIDEND ANALYSIS

BFH pays a nominal common dividend (approximately $0.84 annualized, ~0.7% vyield at current price). This is not
an income investment. The dividend history was suspended during the pandemic era and remains modest
relative to earnings. Capital return is dominated by buybacks — 2,000,000 shares for $150 million in Q1 2026
under an expanded $1 billion authorization.

Buying back stock while carrying elevated loss rates and macro uncertainty raises a capital-allocation question.
Repurchases at current prices, after a large run-up, risk destroying value if credit deteriorates.

Dividend Sustainability: N/A as a preservation vehicle. The 5%+ combined yield-plus-growth requirement for
dividend payers fails outright.

4. VALUATION ANALYSIS

Trailing P/E ~12.9x ($140.17 / $10.89) Cheap-looking on peak EPS
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Forward P/E Mid-single to ~9x on normalized EPS Depends entirely on credit
Beta 1.12 Cyclical, high-volatility
5Y max drawdown ~71% Disqualifying for preservation

The valuation trap here is the denominator. At $10.89 EPS, the multiple looks attractive. But 2024 EPS was
roughly $5.49, and 2022 net income was $223M. Normalize EPS to a mid-cycle $7-8 and apply a
cycle-appropriate 12—14x, and fair value lands near $95-110 (€83-96). The current price of $140.17 sits above
any defensible normalized fair value.

A note from the framework: A cheap stock in a cyclical business at peak earnings is not an opportunity. It is the
most common way investors suffer permanent capital loss — buying peak earnings at a low multiple right before
the cycle turns.

Valuation: FULL to EXPENSIVE on normalized earnings. Margin of Safety: Negative.

5. SCENARIO ANALYSIS (10-Year, total return including dividends)

BEAR CASE (30% weight): Credit cycle turns, losses overshoot reserves, funding costs rise, CFPB fee caps
bite. EPS compresses toward $4-5, multiple contracts to trough. Buybacks prove ill-timed.

 10-Year Total Return CAGR: -12% to -18% (price decline of 40-55% plausible near-term)

BASE CASE (50% weight): Economy muddles through, mid-single-digit loan growth, EPS normalizes to $7-8,
multiple stays ~12x.

* 10-Year Total Return CAGR: ~6% (below the 7% hurdle)

BULL CASE (20% weight): Benign credit, reserve releases flow to EPS, fee caps blocked or offset, share count
shrinks.

» 10-Year Total Return CAGR: ~15%
Probability-Weighted Return: (0.30 x -15%) + (0.50 x 6%) + (0.20 x 15%) = -4.5% + 3.0% + 3.0% = 3.5%
CAGR

The bear case return is deeply negative. The framework's absolute requirement — bear case total return > 0% —
fails. This alone triggers AVOID.

6. RISK ASSESSMENT

* Credit risk: The central swing factor. Reserve-to-loss leverage cuts both ways; an overshoot rapidly erases
earnings.

e Regulatory risk: CFPB late-fee caps ($41 - $8) directly attack a core revenue stream. Management's
fee/rate workaround invites more scrutiny.

* Funding risk: Reliance on securitization and deposits; ratings or market access shocks compress margin.
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» Partner concentration: Retailer bankruptcy can trigger early amortization and receivables loss.
* Litigation/ESG: Subprime fee reliance creates fair-lending and reputational exposure.

* Volatility: 47% five-year realized vol, ~71% max drawdown, beta 1.12.

Probability of >50% permanent loss: ~25-30% — well above the 10% ceiling for a cyclical/elevated-risk name.

Recession Profile: VULNERABLE.

7. MANAGEMENT & GOVERNANCE

Management executed a coherent repositioning from Alliance Data to Bread Financial (2022 rebrand). No
going-concern flags, clean audit opinion, no material weaknesses in the 2025 10-K or Q1 2026 10-Q. CEO Ralph
Andretta entered a routine Rule 10b5-1 plan (up to 15,000 shares, Feb 2026) — not a distress signal.

Governance concerns: anti-takeover provisions reduce shareholder leverage. Aggressive buybacks ($150M in
Q1 2026) amid elevated loss rates raise a capital-allocation judgment question.

Management Quality: ADEQUATE. Capital Allocation: QUESTIONABLE at current prices.

8. PEER COMPARISON

BFH competes with Synchrony Financial (SYF), Capital One, and Discover-lineage issuers. Relative to
Synchrony, BFH carries higher subprime concentration, higher volatility, and greater fee-cap sensitivity. On a
wealth-preservation basis, larger, better-diversified issuers with deeper capital present superior downside
profiles. BFH ranks poorly on the preservation dimensions that matter: drawdown history, earnings stability, and
fee-income durability.

9. KEY METRICS SUMMARY

Price $140.17 / €122.37
Trailing EPS (2025) ~$10.89

Trailing P/E ~12.9x

CET1 13.3%

Reserve rate >11%

Net loss rate <8%

Beta 1.12

5Y max drawdown ~71%
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WP Score 34/100

10. MONITORING CHECKLIST

Net loss rate Sustained move above reserve rate - confirms bear case
Delinquency trend Rising 60/90-day — thesis deteriorates

CFPB late-fee rule Final adoption — material revenue hit

Funding spreads Widening securitization/deposit costs — margin pressure
Retail partner health Major partner bankruptcy — early amortization risk

Price Only reconsider below $80 (€70) with credit stabilizing

11. MARKET EXPECTATIONS & CONSENSUS

The current price implies the market extrapolates 2025's strong earnings and a benign credit outcome. Short
interest data was not present in the provided data set (do not fabricate). Analyst commentary from 2024 flagged
BFH at a forward ~8.7x P/E while questioning quality due to "unstable fundamentals."

What would validate consensus: Continued credit normalization without an overshoot, reserve releases
flowing to EPS, blocked or absorbed fee caps.

What would disappoint: Loss rates breaching reserves, funding cost spikes, adverse CFPB final rule, retail
partner failure.

Forward Valuation (from provided data; live metrics not supplied — not fabricated):

Trailing P/E ~12.9x Cheap on peak EPS, misleading
Beta 1.12 Cyclical / high-volatility
Forward P/E ~9x (2024-era ref) Denominator-dependent

12. KEY BUSINESS DRIVERS
Driver 1: Net loss rate vs. reserve rate

Why it matters: The spread between reserves (>11%) and net losses (<8%) is the earnings swing factor.
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Bull threshold: Net loss rate stable/declining below 8%.
Bear threshold: Net loss rate rising toward or above reserve coverage.

Next data point: Quarterly earnings + monthly performance 8-Ks.

Driver 2: CFPB late-fee rule outcome

Why it matters: Direct hit to fee income; late fees are a core revenue pillar.
Bull threshold: Rule blocked or fully offset by pricing.

Bear threshold: $8 cap enforced without offset.

Next data point: Regulatory/legal calendar.

Driver 3: Loan growth

Why it matters: Growth funds earnings; a shift to higher-quality customers may suppress volumes.
Bull threshold: Mid-single-digit growth sustained.

Bear threshold: Contraction as credit tightens.

Next data point: Quarterly receivables disclosure.

Driver 4: Funding cost / CET1

Why it matters: Margin and solvency cushion.

Bull threshold: CET1 stable =13%, stable funding spreads.
Bear threshold: Ratings pressure, widening spreads.

Next data point: Quarterly filings, capital-markets actions.

13. PROXY TRACKERS & LEADING INDICATORS

Synchrony Financial Direct peer, leads on card credit$iéRdkelinquency spikes — bearish BFH
Consumer ABS spreads ABS indices Funding cost proxy Widening — bearish

U.S. unemployment / delinquendyatata (BLS, Fed) Leads charge-offs Rising - bearish

Regional/consumer bank ETF KRE / KBWB Sector sentiment Breakdown - re-evaluate

Monitoring rule: If SYF or Capital One reports rising net charge-offs two consecutive quarters, treat BFH
downside risk as materializing and confirm AVOID stance.

FINAL RECOMMENDATION
RECOMMENDATION: AVOID

Reason: The position fails multiple absolute requirements of the wealth-preservation mandate:
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 Bear case total return is deeply negative (-12% to -18% CAGR) vs. the 20% requirement.

» Base case return (~6%) sits below the 7% hurdle.

* Probability of >50% permanent loss (~25-30%) far exceeds the 10% ceiling.

» Recession profile is VULNERABLE (71% historical max drawdown).

* WP Score of 34 is below the 45 removal line.

» The business exhibits a 50/50-or-worse cyclical risk profile — exactly the setup the framework rejects

regardless of upside.

What would change the assessment: A price below $80 (€70), stabilized net loss rates well inside reserve
coverage, resolution of the CFPB fee-cap overhang, and two-plus quarters of demonstrated credit stability
across the peer group.

ANALYST NOTES
Key Assumptions:
» 2025 EPS ~$10.89 reflects a favorable point in the credit cycle, not a durable run-rate.

» Normalized mid-cycle EPS of $7-8 with a 12—14x cycle multiple anchors fair value near $95-110.
» CET1 of 13.3% and reserve rate >11% are current as of Q1 2026.

Limitations:

» Revenue figures diverge materially across data providers (StockAnalysis, TipRanks, Macrotrends) due to
card-issuer accounting treatment of interest income and credit losses. Several margin figures in the source
data are unreliable and were not used for the recommendation.

- Live forward P/E, PEG, EV/EBITDA, short float, and analyst target were not supplied in the deep-dive
metrics; these were not fabricated.

« Dividend figure is approximate.

Confidence Level: HIGH — The AVOID conclusion rests on structural, framework-driven disqualifiers
(drawdown history, cyclicality, regulatory attack on core revenue, negative bear-case return) that do not depend
on the disputed data points.

Report prepared for Moschovakis Capital. This analysis is for informational purposes only.
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IMPORTANT DISCLOSURES

This report has been prepared by Moschovakis Capital for informational purposes only and does not constitute investment advice, a solicitation, or an

offer to buy or sell any security. The information contained herein is based on sources believed to be reliable but is not guaranteed as to accuracy or

completeness. Past performance is not indicative of future results. Investing involves risk, including the possible loss of principal. Moschovakis Capital

and its affiliates may hold positions in the securities discussed. This document is confidential and intended solely for the recipient. Any reproduction or
distribution without prior written consent is prohibited.
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