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Good Vintages 
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Source: DOL, NBER, Hedgeye 
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JPMorgan 10-Q (9/30/14) 
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- JPMorgan 10-Q (9/30/15), filed 11/2/15 

- PRA Group 3Q15 Conference Call, 11/5/15 - Encore Capital 3Q15 Conference Call, 11/5/15 
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

- Encore Capital 3Q15 Conference Call, 11/5/15 

- Encore Capital 1Q15 Conference Call, 5/7/15 - Encore Capital 2Q15 Conference Call, 8/10/15 
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4Q15 & 2016 2017 2018 2019 2020 2021 2022 2023 2024

Collections 243,531             138,343 90,210    56,915    44,323    34,956    28,299    24,717  19,418  

UAB (EOP) 300,942       184,855             124,794 87,432    67,542    51,821    38,811    26,947    13,642  (0)           

Revenue 127,443             78,282    52,848    37,026    28,603    21,945    16,436    11,412  5,777     

CTC 92,705                52,663    34,340    21,666    16,872    13,307    10,773    9,409     7,392     

Interest expense 10,362                7,326      6,520      5,686      4,821      3,925      2,996       2,035     1,038     

Income before taxes 24,377                18,294    11,987    9,674      6,909      4,714      2,666       (32)         (2,653)   

Taxes (benefit) 9,413                  7,064      4,629      3,736      2,668      1,820      1,030       (12)         (1,025)   

Net Income 14,963                11,229    7,358      5,938      4,241      2,894      1,637       (20)         (1,629)   

Collections 243,531             138,343 90,210    56,915    44,323    34,956    28,299    24,717  19,418  

CTC 92,705                52,663    34,340    21,666    16,872    13,307    10,773    9,409     7,392     

Debt service 37,067                29,653    29,653    29,653    29,653    29,653    29,653    29,653  29,653  

Taxes (benefit) 9,413                  7,064      4,629      3,736      2,668      1,820      1,030       (12)         (1,025)   

Net equity cash flow (71,198)       104,346             48,962    21,588    1,860      (4,871)    (9,824)    (13,156)   (14,333) (16,602) 

NPV 47,789         

Source: SEC Filings, Hedgeye Estimates 
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4Q15 & 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Collections 672,363             434,024 321,514 209,652 132,274 103,008 81,239    65,769  57,444  45,129  

UAB (EOP) 967,081       653,941             462,824 313,225 219,921 169,337 129,229 95,992    65,879  32,906  (0)           

Revenue 359,222             242,906 171,916 116,348 81,690    62,900    48,002    35,656  24,471  12,223  

CTC 255,948             165,220 122,391 79,808    50,353    39,212    30,925    25,036  21,867  17,179  

Interest expense 33,298                23,896    21,603    19,227    16,766    14,216    11,574    8,836     6,000     3,061     

Income before taxes 69,977                53,791    27,922    17,312    14,571    9,472      5,503       1,784     (3,396)   (8,018)   

Taxes (benefit) 27,022                20,772    10,782    6,685      5,627      3,658      2,125       689        (1,311)   (3,096)   

Net Income 42,955                33,019    17,140    10,627    8,944      5,814      3,378       1,095     (2,085)   (4,922)   

Collections 672,363             434,024 321,514 209,652 132,274 103,008 81,239    65,769  57,444  45,129  

CTC 255,948             165,220 122,391 79,808    50,353    39,212    30,925    25,036  21,867  17,179  

Debt service 109,304             87,443    87,443    87,443    87,443    87,443    87,443    87,443  87,443  87,443  

Taxes (benefit) 27,022                20,772    10,782    6,685      5,627      3,658      2,125       689        (1,311)   (3,096)   

Net equity cash flow (228,796)     280,088             160,589 100,898 35,715    (11,149)  (27,305)  (39,255)   (47,399) (50,555) (56,397) 

NPV 137,247       

Source: SEC Filings, Hedgeye Estimates 
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4Q15 & 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Collections 672,363             434,024 321,514 209,652 132,274 103,008 81,239    65,769  57,444  45,129  

UAB (EOP) 1,474,329   1,004,584          708,621 484,493 341,425 256,074 188,258 132,891  85,386  39,677  (0)           

Revenue 202,618             138,061 97,386    66,584    46,922    35,192    25,872    18,263  11,735  5,453     

CTC 255,948             165,220 122,391 79,808    50,353    39,212    30,925    25,036  21,867  17,179  

Interest expense 33,298                23,896    21,603    19,227    16,766    14,216    11,574    8,836     6,000     3,061     

Income before taxes (86,628)              (51,055)  (46,607)  (32,451)  (20,196)  (18,236)  (16,627)   (15,609) (16,132) (14,788) 

Taxes (benefit) (33,452)              (19,715)  (17,998)  (12,531)  (7,799)    (7,042)    (6,420)     (6,028)   (6,230)   (5,711)   

Net Income (53,176)              (31,339)  (28,610)  (19,920)  (12,397)  (11,194)  (10,206)   (9,581)   (9,903)   (9,078)   

Collections 672,363             434,024 321,514 209,652 132,274 103,008 81,239    65,769  57,444  45,129  

CTC 255,948             165,220 122,391 79,808    50,353    39,212    30,925    25,036  21,867  17,179  

Debt service 109,304             87,443    87,443    87,443    87,443    87,443    87,443    87,443  87,443  87,443  

Taxes (benefit) (33,452)              (19,715)  (17,998)  (12,531)  (7,799)    (7,042)    (6,420)     (6,028)   (6,230)   (5,711)   

Net equity cash flow (736,044)     340,563             201,076 129,678 54,932    2,277      (16,605)  (30,709)   (40,683) (45,637) (53,783) 

NPV (189,184)     

967,081 
+507,248 

228,796 
+507,248 

Source: SEC Filings, Hedgeye Estimates 
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Source: SEC Filings, Hedgeye Estimates 
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Source: SEC Filings, Hedgeye Estimates 
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Source: SEC Filings, Hedgeye Estimates 
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Bad Vintages 

Good Vintages 
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Year 0 1 2 3 4 5 6 7 Total

Investment flows (1,380)      445          908          683          443          279          179          116          1,671      

Annual Gross IRR 34%

Revenue 463          469          322          201          120          67            29            1,671      

Cost to collect 171          348          262          170          107          69            44            1,171      

Interest expense 66            58            49            40            30            21            10            273          

Pretax income 226          63            11            (9)             (17)           (22)           (26)           227          

Net income 139          39            7               (5)             (11)           (14)           (16)           139          

PRAA's Goodwill Method

Purchase price 1,888          

Goodwill 507             

Stated purchase price 1,380          

Expected collections 3,052          

Multiple 2.21            

Aggregate Purchase Price Method

Purchase price 1,888          

Goodwill -                   

Stated purchase price 1,888          

Expected collections 3,052          

Multiple 1.62            

Year 0 1 2 3 4 5 6 7 Total

Investment flows (1,888)      445          908          683          443          279          179          116          1,164      

Annual Gross IRR 18%

Revenue 344          326          220          135          79            43            18            1,164      

Cost to collect 171          348          262          170          107          69            44            1,171      

Interest expense 66            58            49            40            30            21            10            273          

Pretax income 107          (80)           (91)           (75)           (58)           (46)           (37)           (281)        

Net income 66            (49)           (56)           (46)           (36)           (29)           (23)           (172)        

• The two collection 
streams to the left 
represent the same 
$1,888mn investment. 

• The cash payments and 
inflows from both 
calculations are the exact 
same. 

• The top method excludes 
goodwill from the stated 
purchase price, increasing 
the IRR, revenue and net 
income to +$139mn. 

• The bottom method 
reflects goodwill as part of 
the purchase price, 
reducing IRR, revenue and 
net income to -$172mn. 

•

•



With Goodwill  

Without Goodwill  

Source: SEC Filings, Hedgeye Estimates 
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810                            1,380                         

507                            507                            

63% 37%

1,318                         1,888                         

1,943                         3,052                         

2.40x 2.21x

1.47x 1.62x

Source: SEC Filings, Hedgeye Estimates 
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Calendar  Year: 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015TD

Vintage

1996-2004 200        275        705        1,180     (975)       (170)       (15)         -            -            -            -             

2005 -             825        1,885     3,040     4,190     6,877     1,129     (4,258)   (2,933)   (2,665)   (40)         

2006 -             -             340        7,170     4,860     7,045     1,000     2,100    (1,800)   (2,900)   (190)       

2007 -             -             -             7,380     3,435     7,500     1,150     3,410    (2,195)   (3,160)   (250)       

2008 -             -             -             620        16,125   3,900     6,900     5,300    2,800    (3,800)   (550)       

2009 -             -             -             -             -             -             -             -            -            -            -             

2010 -             -             -             -             -             -             -             -            325       2,540    1,120     

2011 -             -             -             -             -             -             -             -            -            3,050    3,575     

2012 -             -             -             -             -             -             -             -            -            896       10,550   

2013 -             -             -             -             -             -             -             -            -            -            2,084     

2014 -             -             -             -             -             -             -             -            -            1,104    1,551     

2015 -             -             -             -             -             -             -             -            -            -            -             

Total PRA Group 200        1,100     2,930     19,390   27,635   25,152   10,164   6,552    (3,803)   (4,935)   17,850   
Source: SEC Filings 
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Period Event Date

After 

Event Mean

Surp 

(%)

Num

of Est Low High

Price 

Imp (%)

Q3 2015 06-Nov-15 0.36 1.16 -69.0          5 1.10 1.23 -12.2

Q2 2015 11-Aug-15 1.06 1.13 -6.2          5 1.07 1.18 -11.2

Q1 2015 07-May-15 1.19 1.09 9.4          4 1.05 1.15 5.2

Q4 2014 03-Mar-15 0.93 1.09 -14.5          5 1.01 1.14 -1.1

Q3 2014 11-Nov-14 1.01 1.06 -4.7          3 1.01 1.12 -3.4

Q2 2014 06-Aug-14 0.74 0.87 -14.7          4 0.81 0.91 -6.1

Q1 2014 01-May-14 0.81 0.84 -4.0          6 0.79 0.90 -1.2

Q4 2013 20-Feb-14 0.91 0.92 -0.7          3 0.91 0.93 17.7

Q3 2013 31-Oct-13 0.93 0.87 7.2          6 0.81 0.95 -5.5

Q2 2013 31-Jul-13 0.85 0.75 13.6          6 0.69 0.78 3.6

Q1 2013 01-May-13 0.75 0.70 7.8          5 0.67 0.72 6.6

Q4 2012 14-Feb-13 0.70 0.66 5.9          4 0.65 0.67 5.4

Q3 2012 31-Oct-12 0.65 0.61 6.5          3 0.59 0.63 4.4

Q2 2012 02-Aug-12 0.62 0.55 13.3          4 0.53 0.57 17.4

Q1 2012 08-May-12 0.49 0.44 10.9          4 0.42 0.48 10.2

Q4 2011 17-Feb-12 0.51 0.50 1.8          4 0.50 0.51 -1.3

Q3 2011 28-Oct-11 0.49 0.49 0.7          5 0.48 0.50 0.6

Q2 2011 29-Jul-11 0.49 0.47 4.0          7 0.46 0.49 1.6

Q1 2011 05-May-11 0.45 0.43 4.3          7 0.41 0.45 -2.4

Q4 2010 16-Feb-11 0.40 0.37 7.0          6 0.36 0.39 6.9

Q3 2010 28-Oct-10 0.36 0.35 1.6          9 0.29 0.39 3.5

Q2 2010 30-Jul-10 0.38 0.31 23.2 10       0.29 0.32 3.9

Q1 2010 28-Apr-10 0.30 0.29 6.1 9         0.27 0.30 5.4

Q4 2009 12-Feb-10 0.27 0.23 17.4 4         0.22 0.24 18.3

Q3 2009 30-Oct-09 0.22 0.26 -15.6 9         0.24 0.27 -5.7

Q2 2009 30-Jul-09 0.25 0.24 3.8 9         0.23 0.26 7.5

Q1 2009 29-Apr-09 0.22 0.25 -13.4 11       0.22 0.28 -3.7

Q4 2008 13-Feb-09 0.23 0.23 -0.7 11       0.20 0.25 10.8

Q3 2008 30-Oct-08 0.25 0.26 -4.1 10       0.25 0.27 9.5

Q2 2008 30-Jul-08 0.25 0.27 -8.0 9         0.26 0.29 -4.2

Q1 2008 29-Apr-08 0.26 0.27 -3.9 8         0.25 0.29 5.5

Period

Event 

Date

After 

Event Mean Surp (%)

Num

of Est Low High

Price 

Imp (%)

Q4 2007 21-Feb- 0.23 0.25 -6.2            6 0.23 0.27 0.2

Q3 2007 29-Oct- 0.27 0.27 -0.2            8 0.25 0.28 0.8

Q2 2007 24-Jul- 0.27 0.27 0.2            8 0.25 0.27 -2.6

Q1 2007 24-Apr- 0.27 0.26 3.5            7 0.25 0.27 1.0

Q4 2006 - - - -  - - - -

Q3 2006 31-Oct- 0.23 0.23 1.2            6 0.22 0.23 5.0

Q2 2006 03-Aug- 0.23 0.23 0.2            8 0.23 0.23 -2.3

Q1 2006 25-Apr- 0.22 0.21 5.3            8 0.17 0.23 0.5

Q4 2005 14-Feb- 0.19 0.19 4.0            8 0.17 0.19 2.4

Q3 2005 25-Oct- 0.19 0.18 6.1            6 0.17 0.19 -1.0

Q2 2005 26-Jul- 0.19 0.18 1.1            5 0.18 0.19 2.0

Q1 2005 21-Apr- 0.18 0.17 7.8            5 0.17 0.17 0.5

Q4 2004 22-Feb- 0.16 0.15 7.5            3 0.15 0.15 3.3

Q3 2004 21-Oct- 0.15 0.14 5.6            3 0.14 0.14 -1.2

Q2 2004 22-Jul- 0.14 0.13 10.3            3 0.13 0.13 0.9

Q1 2004 20-Apr- 0.13 0.12 3.6            3 0.12 0.12 -0.9

Q4 2003 10-Feb- 0.12 0.11 1.9            3 0.11 0.12 -7.6

Q3 2003 28-Oct- 0.12 0.11 1.9            3 0.11 0.12 13.8

Q2 2003 30-Jul- 0.11 0.10 5.3            3 0.10 0.11 -1.9

Q1 2003 23-Apr- 0.10 0.08 16.0            1 0.08 0.08 0.2



HEDGEYE  46 



HEDGEYE  47 



HEDGEYE  48 



HEDGEYE  49 



HEDGEYE  50 



HEDGEYE  51 

 

• Congress enacted the FDCPA in 1977 to protect consumers against 
abusive and deceptive debt collection practices. 

 

• The FTC was granted authority to enforce the FDCPA rules.  
However, the FDCPA prohibited the FTC from issuing rules with 
respect to the collection of debts by debt collectors. 

 

• In 2010, the Dodd-Frank Act created the Consumer Financial 
Protection Bureau (CFPB), the first Federal agency with authority 
to issue comprehensive rules for debt collectors. 

1CFPB ANPR 78 FR 67847, citing 15 U.S.C. 1692l(d) November 12, 2013 
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• The CFPB is expected to roll out its new regulations for the debt collection industry some time in 2016.  

 

• While it’s unclear exactly what the new rules will entail, it looks likely that they’ll revolve around the following key areas: 

‒ Verifying the accuracy of information being transferred from debt sellers to debt buyers. 

‒ Ensuring that debtors have a better understanding of their rights in dealing with debt collectors. 

‒ Enforcing compliance vis-à-vis communication methods with debtors. 

 

• The comment period ended on February 28, 2014. 

• The next step is for the CFPB to convene a Small Business Advocacy Review (SBAR) panel 

• Pre-rule activities (analyzing comments and drafting the rules) are scheduled to last until December 2015. 
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August 2014 
– Provided explicit guidance on its expectations for banks that 

engage in debt sales 
• Ensure sufficient internal policies to govern debt-sale arrangements 

• Perform appropriate due diligence when selecting a debt buyer 

• Ensure all important considerations are covered in debt-sale arrangements 

• Provide accurate and comprehensive information regarding each debt sold 

• Understand that certain types of debt are inappropriate for sale 

• Comply with applicable laws 

• Implement appropriate oversight of the debt-sale arrangement 

– The OCC will take enforcement action when warranted upon 
discovery of ineffective debt sales controls. 
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• OCC: The OCC has issued new guidelines for sellers of bad debt, further shriveling an already small 
market. 

• CFPB: The CFPB is going to roll out new regulations, expected in 2016. The costs and compliance 
burden of these new regulations are yet to be determined. However, the Bureau’s recent enforcement 
actions against PRA Group and Encore Capital Group provide a preview on a few areas of focus. 

E.g. Legitimacy of debt 

Integrity of litigation practices 

Harassment in collection practices 

• Other: There are also interesting developments on the courtroom front. For instance: 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

Source: Nils0n-Data 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 
•

–

•

•
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• Given that later collections are less successful, older charge-offs are 
less expensive 

 

• Fresh debt ≤ 6 months in age 

•  Original creditors made no collection attempt post 
charge-off 

• Primary debt Up to 12 months 

•  Original creditors attempted to collect through a third-
party collector 

• Secondary and tertiary debt 

•  18 and 30 months, respectively 

•  Original creditors attempted to collect through two or 
more third parties 

Price/Face Value 

$$$ 

$$ 

$ 
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– JPMorgan has halted most debt sales to third party collectors. 

– Bank executives cited reputational concerns regarding debt sales. 

– 2013 court records showed Chase debt sales dropping off. 

– Collections industry observers noted that Chase stopped its regular credit card debt sales in 2013. 

– JPM is involved in an ongoing lawsuit with California regarding unlawful debt collection practices. 

 

 

– Stopped renewing its contracts with debt buyers in mid-2012. 

– Alex Dunlap, Wells’ former head of debt sales departed the bank in July 2013 due to its lack of debt 
sales activity. 

 

 
– Slowed sales of charged-off consumer loans to third-party buyers. 

 
1Chase Halts Card Debt Sales Ahead of Crackdown, American Banker, July 2013 
2Calif. Rips Chase’s Defenses in Abusive Debt-Collection Row, Law 360, April 2014 
3Wells Fargo Halts Card Debt Sales, American Banker, July 2013 
4Wells Fargo’s Head of Debt Sales Departs, American Banker, August 2013 
 




