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THESIS 
 
Pareto Capital initiates coverage of SoFi Technologies (NASDAQ: SOFI) with a HOLD rating with a 
conservative target price of $11.78.  
 
SoFi has built a genuinely differentiated model a deposit-funded fintech with a national bank charter, ten 
consecutive profitable quarters, and a member flywheel that continues to accelerate. The financial foundation is 
robust: a 5.94% net interest margin, $40 billion in deposits, and a 21% capital ratio. The price, however, assumes 
growth continues at a level it has never demonstrated. At 2.30x tangible book, the market is pricing in a sustained 
return on equity near 19% making this a bet on execution rather than a margin of safety. Two things must be 
monitored closely before that bet pays off. First, the macro environment: with inflation re-accelerating and a new 
Fed Chair at the helm, the rate and credit cycle presents a live headwind to both loan demand and margin. Second, 
credit quality is harder to read than it appears — SoFi marks loans to fair value rather than holding traditional 
reserves, meaning deterioration surfaces through revenue rather than provisions, and later than most investors will 
expect. Overall, we see the upside that the market is betting on, but currently financial position concerns and 
guidance warrant clearer evidence on ROE trajectory and macro direction before re-evaluating. 
 
INTERNAL ANALYSIS 

SoFi is a digital-only financial services company focus 
on becoming the go-to platform for a consumer’s money 
need: borrowing, saving, spending, etc. The company’s 
primary revenue drivers include lending (with a 
historical focus on student and home loans), financial 
services (checking/savings, credit cards, etc.), and 
technology platforms in the forms of Galileo and 
Technisys. The platforms specifically rent SoFi’s 
banking infrastructure to other companies, and along 
with its national bank charter, lets SoFi fund itself with a 
combination of partnerships and low-cost customer 
deposits.  

SoFi’s main advantage is its ability to combine multiple 
financial products inside one digital ecosystem. A 
customer can use SoFi for banking, loans, investing, 
credit, and financial tools, which gives the company 
more ways to deepen each relationship over time. Its 
growing deposit base also gives it cheaper funding than 
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many non-bank fintech lenders, helping support margins and loan growth. 

The main weakness is that SoFi is still heavily exposed to lending cycles. Its growth is attractive when credit is healthy, 
but personal loans are unsecured and can become risky if unemployment rises or borrower quality weakens. The 
Technology Platform also remains uneven, which means SoFi’s current story depends more on lending and banking 
than on high-margin software. 

FINANCIAL ANALYSIS 

 
An initial financial review provided a simple finding: growth is strong, profitability is inflecting, and deposits are 
driving the engine that is funding positive cash flows. Nevertheless, with banks, the paper statements often tell a 
different story to what the genuine potential is. For example, why SoFi’s Free Cash Flow/Equity was reported at -
$6.34B, however revenue growth is at ~41% YoY, the membership base grew by 35%, and Net Income was well 
over $166.73. This is but one allusion to the notion that the story on paper is misleading. Thus, instead of 
evaluating all aspects of SoFi’s financial standing, we thought it best to focus on the really telling aspects: the 
balance sheet, liabilities, profit decomposition, capital adequacy, and valuation ratios. Below are a few notable 
metrics and takeaways we found. 

 
To begin with the core, that is the members/products, Q1 2026 saw membership grow to over 14.7 million, 

while products grew to 22.2 million (at 39% growth). What matters most here is that product growth is outpacing 
member growth, meaning the selling engine is working overtime. Of this new product total, roughly 19.3 million are 
financial-services products implying deepening in these core areas. Contribution margins also painted a picture of how 
segment revenue made up SoFi’s strong gross performance. Lending was by far the largest profit engine ($629M, 53% 
growth YoY) followed by financial services ($429M, 41% growth), however both contributed roughly 61% and 46% 
of those numbers to actual profit respectively. The more problematic news was the technology platform which declines 
by 27% YoY. Thus, while lending continued to drive core profits, and financial service growth (broadly: fees earned 
on card swipes, brokerages, etc.), such growth overlooks the questions as to whether the platform is stalled or truly on 
the decline. 

 
Historically, SoFi’s loan platform business involved it originating loans on behalf of partners (i.e. banks, 

insurers, asset managers) and collecting a fee in the process. This allowed it to circumvent the capital intensiveness of 
typical lending practices.  In Q1, the business added ~$3.6B in new partner commitments, signaling the fact that 
management believes there is a strategic payoff in increasing this fee income. This diversification seems to be an 
answer to the innate issue with lenders: their earnings depend on interest rates and balance-sheet size. Fee-based 
revenue is up 23% and makes up ~36% of adj. net revenue. Under a bull case, we see these as a strong durability 
factor. However, Pareto Capital has to emphasize our concerns regarding the current position of SoFi’s loan platform 
financial “soundness” – for technical details refer to Appendix 1. 

 

 
Moving onto deposits, they now fund over 90% of SoFi’s liabilities. These deposits, totaling $40.2B, are 

inherently cheap (the average rate SoFi pays is ~1.55%) and that cost advantage feeds into a net interest margin of 
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~5.94% (the spread earned on assets and paid on funding) which rose as well. An analysis of total equity, the CET1 
Ratio, and tangible book value (most important of which stood at $7.21) provided some of the more robust analytics 
in assessing SoFi’s position. The verdict was like the above.  

 
Of course, while the large part of the financials looks decent to strong, we must address amortized cost as 

well. In short, SoFi does not, as a normal bank would, carry its loans at amortized cost and set aside reserves in line 
with expected losses. Instead, by carrying them at fair value such that said value fluctuates each period, these changes 
flow through revenue instead of a separate line. SoFi’s atypical approach warrants a cautioning of potential credit 
problems showing up as a revenue/fair-value pressure rather than provision spikes. The most important financial 
question for SoFi is not simply whether revenue is growing, but whether its loan growth remains profitable after 
funding costs, credit losses, and fair-value marks. We suggest watching fair-value assumptions and charge off trends 
to assess the health of the company’s position. - See Appendix 3 – Amortized Cost Riskiness  

 

 
 

VALUATION 
 

 
 
Valuing SoFi is no easy task. The usual price-to-tangible-book ratio approach (typical for bank analyses) 

makes the stock appear overpriced, but the growth metrics (i.e. forward P/E, Rule-of-40) and reasonable margins say 
otherwise. The historical lean towards the former point, with the stock down 40% YTD contrasted by fast growing 
forward multiples. Considering a base case of an 11% cost of equity and LR growth of 5%, one can see that at the 
current share price, the Fair P/TBV sits at 2.30x with ~19% ROE. The market, even after such a downturn, continues 
to price SoFi as if it will sustainably earn the given return. However, management’s guidance (ref the Q1 investor 
pres) points to ~$825M in adj net income against ~$10.8B of equity giving an ROE of ~9%. It is obvious then that 
unless operating leverage and higher growth in the service segment continue, SoFi remains at risk to a normalizing 
cycle with little share price improvements.  

Conducting a weighted average across the most plausible 
cases of target price: near term bear (ROE: 9%), base case 
(ROE: 15% - Mean “Good” FIG Benchmark), bull case 
(ROE: 20% - Management Long-Term Target), gives us an 
implied share price of 11.78% which implies a sizable 
downside of -29% -further concretes our HOLD thesis for 
SoFi – Appendix 4 

 
MACRO OVERVIEW 



SoFi Technologies Inc  Equity Research Report 
 

PARETO CAPITAL | 3359 Mississauga Road | Mississauga ON Canada 4 

SoFi is at its core a bet on the health of U.S consumers. That is, their core revenue base and key growth 
drivers render three crucial macro variables to be decisive for the company’s future: interest rates, credit health, and 
inflation. We can identify a few key policy developments over the past year, as well as theoretical concepts that can 
help explain possible paths the company might go down.  

The Federal Reserve held its policy rate at 3.5-3.75% for three straight meetings after cutting in late 2025. 
Recently however, the consumer price index (CPI), a widely used measure of inflation, re-accelerated to ~4.2% YoY. 
This sharp jump driven by geopolitical conflicts in the Middle East has resulted in chain reactions within future 
markets rolling over into high probabilities of rate hikes in the near term. Leadership change at the Fed coupled with 
this recent inflationary news is a central variable for rate-sensitive firms. 

Basic macroeconomic theory via 
the Fisher relation can help describe the 
direct effect of rates on SoFi. Through the 
Fed’s decision to control inflation and 
manage unemployment via the “dual 
mandate,” there are (coincidentally) two 
channels that matter for SoFi. Firstly, 
margin. A higher-for-longer regime keeps 
net interest margins wide, so as long as rates 
stay up the core spread growth is retained. 
Second, the demand channel, a directly 
contrast to margin. Higher real rates 
discourage borrowing; SoFi’s student-loan refinancing business suffers because of this. Elevated rates in general can 
be a double-edged sword and require diligence within SoFi’s lending team to manage and adapt to the Fed’s decisions. 

Consider consumer risks as well in the form of credit tied directly to household balance sheets, incomes, and 
employment. While the firm has taken more radical approaches to diversify income streams and put the tech in fintech, 
so to say, it cannot outrun the pressure traditional banks feel with credit ailments. The data shows industry 
delinquencies are relatively stable, unemployment remains low by historical standards, and consumer spending 
(although becoming increasingly stretched, i.e. the byproduct of a K-shaped economy) is enough to keep the boat 
steady. We believe the mechanism to focus on is whether persistent inflation erodes real incomes while higher rates 
raise debt-service costs, potentially squeezing borrowers from both sides. SoFi’s fair accounting would matter here: 
credit degradation would surface as markdowns flowing through revenue and further eat into pain tolerance. 

Monetary policy is built on these two theories as the 
foundation. For Wicksell, they try to balance the market 
rate to the neutral position relative to the natural rate 
(this explains why the market tends to rise when the Fed 
announces an interest rate cut, and vice versa). 

A Fisher-Wicksell cycle suggests that even if two 
theories work in opposite directions, they can still offset 
each other at the same time. Therefore, in the long term, 
the net effect would be 0; there would only be 
fluctuations in the short term. 

In practice, central banks raise interest rates if inflation 
is too high (to activate deflation, based on Wicksell’s 
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theory). At the same time, the Fisher effect offsets this in the short term, but because the Wicksell effect is stronger, 
it still does the job. In terms of investing, continuously monitoring interest rates and inflation could help picture stock 
price trends (if other factors are not considered). 

 
RISKS & VERDICT 

The bank charter is SoFi's single biggest structural advantage — and the source of its most meaningful risks. By 
funding loans with deposits rather than warehouse lines or external capital markets, SoFi operates at a lower cost 
than most fintech peers and can grow without being throttled by market access. That is a genuine edge. But the same 
model means SoFi's profitability lives or dies on one number: the spread between what loans earn and what deposits 
cost. Protect the spread, and the business compounds. Let it erode, and every segment feels it. 

The spread narrows in predictable ways: deposit competition forcing SoFi to keep offering a high yield to retain 
members, loan yields resetting faster than funding costs, or rate cuts squeezing the asset side before the liability side 
adjusts. SoFi's deposit franchise is impressive ($40.2 billion, 90%-plus of funding, 155bps cheaper than alternatives) 
but the durability of those deposits is still the most important unanswered question in the stock. A deposit that came 
for the rate can leave for a better one. 

SoFi's lending growth is genuine and impressive with $12.2 billion of originations in a single quarter. But personal 
loans account for the bulk of that, and personal loans are unsecured. There is no collateral to recover when a 
borrower stops paying. In a healthy economy, the yields compensate for the risk and SoFi's relatively prime 
borrower base keeps losses well inside tolerance. The cycle always turns, though. Rising unemployment or squeezed 
household cash flows would push charge-offs toward (potentially beyond) SoFi's 7–8% threshold. At that point the 
fair-value accounting, which routes credit stress through revenue rather than a provision line, means the P&L 
deteriorates faster and less predictably than a traditional bank’s. 

SoFi is not a pure hold-to-maturity lender. It sells, securitizes, and transfers loans through its Loan Platform 
Business — smart in good times, exposed in bad ones. When investor appetite for consumer credit contracts, loan-
sale economics worsen, securitization spreads widen, and SoFi faces a choice between holding more than planned, 
slowing originations, or accepting worse prices. The business is more tethered to credit-market conditions than its 
fintech branding implies. A 21.1% CET1 ratio gives it real capacity to absorb more loans if needed — the risk is 
more to growth and fee revenue than to solvency. 

Galileo and Technisys were supposed to make SoFi something more than a consumer lender — a fintech 
infrastructure company with software-like recurring revenue. That vision has not materialized on schedule. Revenue 
fell 27% in Q1 after a major client migration, contribution margin collapsed to 16%, and the segment is currently a 
drag. It does not break the thesis as Lending and Financial Services are carrying the business. What it does break is 
the argument for a software-style valuation multiple. Until the platform stabilizes and grows, SoFi should be valued 
like a bank that owns a fintech, not like a fintech that happens to have a bank charter. 

A new Fed Chair, CPI back at 4.2%, and the possibility of hikes returning represent a tail risk that would pressure 
NIM and loan demand simultaneously. Separately, the charter brings capital requirements and regulatory oversight 
that could constrain growth at an inopportune moment. 

Verdict 
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SoFi is a real business with real momentum — profitable, growing, and structurally more defensible than the 
neobank label suggests. The charter, the deposit base, and the compounding member flywheel are genuine assets. So 
are the risks. The spread between what loans earn and what deposits cost is the engine, and it is exposed to rate 
moves and competition. The loan book is growing into a part of the cycle where it has never been tested. And the 
Technology Platform is, right now, a liability to the valuation case rather than an asset. 

The stock is best owned by investors comfortable with bank-like cyclicality wrapped in a fintech growth story. At 
the current price, which already implies a sustained 19% return on equity, this is a bet on execution rather than a 
margin of safety. The upside is real. So is the distance between here and there. 

 

 
APPENDIX 

 
Appendix 1 – Macro Analysis Cont. 
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Appendix 2 – Financial Deep Dive (Key Ratios and Drivers)  
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Takeaways and Our Financial Concerns Regarding a SoFi’s Fee Generating Platform: 

• Headline Statement Strength - SoFi's income statement reflects a business crossing into structural 
profitability for the first time. Net interest income compounded from $178M in 2020 to $2.2B in 2025, 
NIM has stabilised at ~5.85%, and the efficiency ratio has fallen below 1.0x, a threshold the business had 
never previously achieved. EBIT turned positive in 2024 and accelerated to $526M in 2025, while free cash 
flow inflected from negative territory to $1.3B. On the surface, these are the hallmarks of a maturing 
financial institution finding its operating leverage. However, a closer read tempers the optimism: OCF as a 
percentage of net revenue remains negligible, and the conversion of both revenue and net income into cash 
has seen little meaningful improvement, suggesting that headline profitability is not yet translating into 
durable cash generation at the pace the income statement implies. 

• Platform Transition Story - The more pointed concern lies in SoFi's platform transition narrative. 
Management has consistently framed the business as evolving beyond a balance-sheet lender toward a fee-
generating, capital-light platform, a repositioning that would justify a meaningfully higher multiple. If that 
framing is to be taken seriously, the non-interest income lines demand particular scrutiny, as they are the 
most direct evidence of whether the transition is real. What the data shows is mixed. The loan platform fee 
line — where SoFi earns fees connecting borrowers to third-party capital rather than funding loans itself — 
is the strongest evidence in management's favour, scaling from zero pre-2023 to $576M in 2025.  

• Reconciliation Mismatch - However, this needs to be contextualized against the origination, sales and 
servicing line, which has declined from $282M in 2020 to $243M in 2025 in absolute terms despite the 
loan book growing aggressively, suggesting the loan platform fee growth is at least partially a 
reclassification of economics that previously sat elsewhere, rather than genuinely incremental platform 
monetisation. More damning is the Technology Products and Solutions line, which has been largely 
stagnant at under 3% growth in 2025, a particularly striking result given SoFi's acquisitions of Galileo and 
Technisys, platforms embedded across hundreds of millions of accounts at financial institutions globally. 
The expectation embedded in those acquisitions was compounding, high-margin infrastructure revenue; 
instead, Technology Platform accounts declined 23% in 2025 following the loss of a major customer. 
Taken together, the non-interest income picture is one where the most credible platform signal is partly 
offset by fee line migration, and the highest-quality infrastructure business is shrinking — leaving the 
platform transition thesis as promising in narrative but uneven in execution. 

• Additional Stability Risks We See - Beyond the platform transition question, three structural 
considerations warrant attention. First, the held-for-investment loan book — concentrated in student loans 
and now representing ~40% of total originations — has been growing as a proportion rather than shrinking, 
which sits in tension with the capital-light narrative; management would characterize this as deliberate 
portfolio construction given student loans' duration profile, but it nonetheless represents balance sheet risk 
expanding in the same direction as the strategy emphasized to reduce it. Second, the deposit base 
underpinning NIM — $37.5B accumulated in under three years — carries rate sensitivity concerns that 
management has so far navigated credibly: guidance was held firm in Q1 2026 even after removing all Fed 
rate cut assumptions for the year, suggesting the funding cost advantage is more durable than a purely 
promotional-rate explanation would imply. That said, the long-run stickiness of SoFi Money deposits at 
normalized rates, without the high-yield premium that attracted them, remains an open and unresolved 
question – and potentially see (1) NIM compression, (2) Cross-selling bottlenecks through loss of 
platform’s appeal. Third, the per-share picture is materially softer than headline numbers suggest — shares 
outstanding have grown from ~101M in 2019 to ~1.28B today through the SPAC conversion, acquisitions, 
and persistent stock-based compensation, meaning EPS and FCF per share significantly lag their absolute 
equivalents and the equity base against which future ROE must be earned is substantially larger than the 
profitability trajectory alone would imply. 
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Appendix 3 – Amortized Cost Riskiness 

 
 
SoFi currently allocates approximately 90% of its held-for-investment loan book at fair value, meaning the 
allowance for credit losses on the balance sheet covers only the remaining ~10% carried at amortized cost. This has 
the effect of inflating reported NCO and provision ratios relative to the true economic exposure — an issue that 
becomes more pronounced given the portfolio's heavy concentration in personal and student loans, asset classes that 
offer high yields precisely because they carry elevated default risk. Investors assessing loan book quality should 
therefore look beyond provisions and track fair value gains and losses directly, which provide a more complete 
picture of credit performance across the full book. 
 
Appendix 4 – In-depth Valuation 
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IMPORTANT DISCLOSURE 
 
This document was produced by Pareto Capital for internal use and/or direct publication; distribution to or by 
unauthorized parties is strictly forbidden. Prior to making any decision to invest in a public security, investors 
should seek their own legal advice and be aware of any legal considerations relevant to making, maintaining, 
or divesting such investment. 
 
Pareto Capital is a student organization with members based at the University of Toronto and Western University, 
established to provide its members with opportunities to engage in financial research and develop their understanding 
of the finance industry. It is important to understand that Pareto Capital is not an incorporated body, 
partnership, or legal entity of any kind. The organization operates purely as an educational entity, driven by students 
for the benefit of student learning and experience. The research publications produced by Pareto Capital are 
created with the sole purpose of enhancing educational knowledge and should in no way be interpreted as 
professional investment advice. These publications are the result of student efforts, relying on publicly available 
information and academic resources. Consequently, the accuracy, completeness, and reliability of the research cannot 
be guaranteed. The content presented is intended to foster academic discussion and learning among students 
and should not be used as the basis for making real-world investment decisions. Members of Pareto Capital are 
students who do not possess any professional licenses or certifications. They engage in research activities as 
part of their educational development, without the oversight or endorsement of any regulatory bodies. The 
insights and analyses presented in Pareto Capital’s publications reflect the students’ academic understanding and 
interpretations, and not those of certified financial professionals. Given these circumstances, it is crucial for readers 
and recipients of Pareto Capital’s research publications to exercise caution and seek advice from certified financial 
advisors before making any investment decisions. Pareto Capital disclaims any responsibility for any losses or 
damages incurred as a result of relying on the information contained in its publications. 
 
This document is not directed to, or intended for distribution to or use by, any person or entity that is a citizen or 
resident of, or located in, any locality, state, country, or other jurisdiction where such distribution, publication, 
availability, or use would be contrary to law or regulation. The securities discussed in this document may not be 
eligible for sale in some jurisdictions. This research is not an offer to sell or a solicitation of an offer to buy any security 
in any jurisdiction where such an offer would be illegal. It does not constitute a personal recommendation nor does it 
take into account the particular investment objectives, financial situations, or needs of individual readers. Information 
in this report should not be construed as advice designed to meet the individual objectives of any particular investor. 
Investors should not consider this report as a factor in making their investment decision. Consultation with your 
investment advisor is recommended. Past performance is not a guide to future performance, future returns are not 
guaranteed, and a loss of original capital may occur. 
 
The information provided is as of the date indicated and is subject to change. It should not be deemed a 
recommendation to buy or sell any security. Certain information has been obtained from third-party sources we 
consider reliable, but we do not guarantee that such information is accurate or complete. Members of Pareto 
Capital may have information that is not available to the contributors of the information contained in this publication. 
 
Pareto Capital, including its affiliates and members, may execute transactions in the securities listed in this publication 
that may not be consistent with the ratings appearing in this publication. All expressions of opinion reflect the judgment 
of the Research Department of Pareto Capital or its affiliates as of the date of publication and are subject to change. 
Pareto Capital, including affiliates and members, may perform services for, or solicit business from, any company 
mentioned in this document. 
 
Research reports by Pareto Capital are disseminated and made available for educational purposes via electronic 
publication on our internal proprietary websites. Not all research reports are directly distributed to external platforms 
or aggregators. Certain research reports may only be disseminated on our internal proprietary websites; however, such 
research reports will not contain estimates or changes to earnings forecasts, target price valuations, or investment or 
suitability ratings. Individual Research Analysts may also opt to circulate published research to select individuals 
electronically. This electronic communication distribution is discretionary and is done only after the research has been 
publicly disseminated via our internal proprietary websites. The level and types of communications provided by 
Research Analysts to recipients may vary depending on various factors, including but not limited to, individual 
preferences regarding the frequency and manner of receiving communications from Research Analysts. For research 
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reports, models, or other data available on a particular security, please visit our proprietary websites or contact Pareto 
Capital directly. 

 


