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Independent Research as (i) it has not been prepared in accordance with legal requirements designed to promote the independence of investment 

research; and (ii) is not subject to any prohibition on dealing ahead of the dissemination of investment research. Non-Independent Research is 
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website or following such link through this note shall be at your own risk. 

 

In no event will the author be liable for any direct or indirect trading losses caused by any information available on this note. By reading or otherwise 
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herein, and by doing so, you represent that you have sufficient investment sophistication to critically assess the information, analysis and opinions 

in this note. 
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or to make any type of investment, or as an opinion on the merits or otherwise of any particular investment or investment strategy. 

 

As of the publication date of this note, you should assume that the authors has a direct or indirect interest/position in all stocks (and/or options, 

swaps, and other derivative securities related to the stock) and bonds covered herein, and therefore stands to realize monetary gains in the event 

that the price of either declines. 

 

The author may continue transacting directly and/or indirectly in the securities of issuers covered on this note for an indefinite period and may be 

long, short, or neutral at any time hereafter. 

 

All information contained in this document is protected by copyright law and none of such information may be reproduced, copied, repackaged, 
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Executive Summary 

The accounting practices used by CACC front-load revenue and understate write-offs, thus inflating earnings by 30% to 45% as well as Loans 

Receivable. CACC is likely to face pressure from regulators in 2018, potentially resulting in the re-statement of financial accounts, fines and 

restitution to customers. Having grown Loans Receivable threefold since the Great Financial Crisis, CACC may not be able to grow itself out of 

the next downturn, which could expose the cyclicality of CACC’s business model and its true economics. CACC’s share price could fall by 70% to 

85% in the next 12 months. 

 

Company Overview 

Credit Acceptance Corporation is a US deep sub-prime auto lender and loan servicer. CACC makes non-recourse loans (advances) to 2nd hand 

auto dealers (e.g. CarMax) in consideration for the assignment of pools of Retail Instalment Contracts (RICs) originated by the 2nd hand auto 

dealers. CACC’s RICs typically include the car price (c.15k) minus a 20% down payment, $750 of Vehicle Service Contract (VSC) and $750 of 

Guaranteed Asset Protection (GAP) insurance and 5 years’ worth of interest at a 24% APR ($9k). At origination, c.40% of CACC’s RICs are 

expected to default. CACC provides financing under two programs:  

- Portfolio Program (72% by value): Dealer Loans; and  

- Purchase Program (28% by value): Consumer Loans, originated by auto dealers and subsequently sold to CACC. 

CACC can be viewed as a levered play on sub-prime auto securitisation equity tranches with a captive loan servicing business. CACC’s business 

model is supported by warehouse facilities which are used as bridge financing for pools of RICs to securitisation. Additionally, CACC has tapped 

the high yield market for $550m of unsecured bonds. 

 

Thesis 

CACC’s annual earnings could be overstated by $300m to $400m (>50% of LTM Net Income) per annum. The inadequacy of certain of CACC’s 

accounting practices could additionally result in a requirement to re-state prior years’ earnings in 2018 and adopt different accounting standards 

going forward. This, in turn, could trigger operational disruptions, such as a loss of access to capital markets. In addition to concerns relating to 

CACC’s accounting practices, CACC faces regulatory risks relating to loan servicing and sub-prime auto lending as well as accusations of 

(re)insurance fraud. In recent years, CACC has benefitted from cyclical headwinds which may no longer be as supportive. Moreover, current 

trading is starting to show signs of a deceleration that could reveal the deceit. It will be more difficult for CACC to outgrow its problems this time 

around than in the Great Financial Crisis, as the sub-prime auto loan market has been fully penetrated & has become highly competitive, and 

CACC’s balance sheet has expanded to over $4.8bn. 

I Accounting Concerns: Certain accounting practices employed by CACC are at best aggressive and at worst fraudulent. Certain investors(1) 

are becoming increasingly vocal about the need for CACC to re-state accounts using GAAP and increased disclosure. 

o Revenue Recognition: CACC’s choice of recognising revenue overstates earnings (by $200m to $300m per annum). CACC uses a 

mark-to -model approach for calculating finance charges which frontloads revenue. Although the appropriate methodology for revenue 

recognition relating to interest may be debatable, front-loading servicing fees is wrong. Non-GAAP reporting, revenue recognition and 

reporting credit losses are top priorities for the SEC(2). Following the restatement of loan servicer Ocwen Financial Corporation’s 2016 

accounts(3) in 2017, it appears increasingly likely that CACC will be required to restate its accounts in the near term. However, the 

issue has been known and has been discussed for over a decade and may go on much longer without regulatory intervention.  

o Write-off Policy: CACC’s write-off policy of only writing off amounts outstanding on Loans Receivable 10 years after the origination 

date compares with an average RIC term of c.50 months and statutes on limitation to written contracts of six years in most states. 

This policy overstates earnings (c.$100m per annum) as well as the book value of Loans Receivable (by c.$1.2bn, or 25%).  

▪ The implementation of the new Financial Accounting Standards Board (FASB) Current Expected Credit Loss (CECL) model due 

before Dec-19 puts a theoretical hard stop date to this practice. In 2018, analysts are likely to question management regarding 

the impact of implementing such accounting standards. 

▪ The consequences of CACC’s reluctance to write-off bad go beyond inflating the Loans Receivable balance. There is a risk that 

systematically rolling the loans of borrowers that are unable to pay may prove to be deemed by regulators to be “harmful to 

consumers” and adds the risk of fines, restitution, compensation etc. to the concerns of the business model.  

                                                           
Notes: 
1  Think Computer Corporation in partnership with Orion Research released a two-part report (the PlainSite Report) in Dec-17 and Feb-18 (link); 

James Shu at Lerna Capital released a note on CACC on SumZero in Jun-17; and 
CFRA added CACC to “Biggest Concerns” in Jul-15;   

2  Sagar Teotia, Securities Exchange Commission Deputy Chief Accountant speech “Addressing Implementation Matters to Improve Financial Reporting” 21-Sep-17 (link) 
3  Ocwen Financial Corporation 2016 10K (link) 

https://www.plainsite.org/realitycheck/creditacceptance.html
https://www.sec.gov/news/speech/speech-teotia-2017-09-21
http://shareholders.ocwen.com/static-files/1bb3f1eb-1b57-415e-a951-3fbe73d019f8
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II Loan Servicing Concerns: Loan servicing companies are heavily regulated and held to high standards of ethics, recordkeeping and 

accuracy. Part I of the PlainSite Report suggests CACC may face regulatory risks relating to the abusive use of GPS-enabled Starter 

Interrupt Devices (SIDs), wage garnishment, and other potentially unfair collection practices. In 2017, the Consumer Financial Protection 

Bureau (CFPB) initiated actions against several loan servicers.   

o On 18-Sep-17, the CFPB announced it had filed a lawsuit against the National Collegiate Student Loan Trusts and their debt collector, 

Transworld Systems, for “illegal student loan debt collection lawsuits”(4). 

o On 20-Apr-17, the CFPB announced it had filed a lawsuit against Ocwen Financial Corporation for “failing borrowers at every stage 

of the mortgage servicing process”(5). 

o On 18-Jan-17, the CFPB announced it had filed a lawsuit against Navient Corporation, for “systematic failures” in loan servicing(6).  

III Auto Lending Concerns: The sub-prime auto loan market is rife with malpractice including illegal discrimination based on ethnicity & 

nationality and deceptive lending practices. On-going regulatory scrutiny could negatively impact auto lenders, and CACC in particular, for 

example by requiring lenders to consider borrowers’ ability to repay before extending loans. 

o On 21-Sep-17, the Department of Consumer Affairs and CACC agreed on restitution for consumers who fell victim to predatory 

financial practices(7). Similar agreements were reached with Clover Commercial Corp. and Westlake Financial Services. Although the 

nominal amount or restitution is minuscule (due to the small number of claimants), it sets a precedent at $3.6k to $11.1k of restitution 

to be repaid to each claimant. This compares to a $2.3k P&L estimate, gross of collection costs on a CACC Portfolio Program loan. 

o On 29-Mar-17, the Delaware Department of Justice and SC entered into a Cease and Desist By Agreement regarding loans originated 

by SC that were unfair and / or deceptive(8). The original source document is worth a read.  

▪ SC will pay c.$25m to the states of Massachusetts and Delaware in connection with the settlement agreement.  

▪ Going forward, SC will have to verify the income of borrowers and check whether auto dealers are inflating this figure or the value 

of cars provided as security in advance of granting loans.  

o On 23-Mar-17, the Federal Reserve Bank of Boston announced the execution of an enforcement action against SC. SC committed to 

implement compliance policies to ensure compliance with “applicable consumer compliance laws, regulations, and supervisory 

guidance”. This reminds me of the settlement ALLY reached with the CFPB regarding an administrative proceeding in Dec-13.  

▪ ALLY’s markup policies were deemed to result in illegal discrimination against 235,000 African-American, Hispanic, and Asian 

and Pacific Islander borrowers. As per the Dec-13 agreement, ALLY agreed to: (i) pay $80m in damages for consumer harm and 

distribute damages to victims; (ii) pay an $18m penalty to the CFPBs’ Civil Penalty Fund; and (iii) monitor dealer markups to 

prevent future discrimination or eliminate dealer mark-ups altogether. 

o On 15-Mar-17, the Electronic Privacy Information Center (EPIC) filed a complaint to the CFPB requesting it to initiate an investigation 

against auto lender CAG Acceptance and SID manufacturer PassTime on the grounds that CAG Acceptance unfairly subjects 

borrowers to privacy and security risks in violation of the Consumer Financial Protection Act 2010 and that SIDs constitute a “significant 

invasion of the constitutional right to privacy”.   

o On 10-Feb-17, CACC disclosed that in Nov-16 it had received a civil investigative demand from the Federal Trade Commission (FTC) 

asking for its “policies, practices and procedures” in allowing car dealers to use GPS and SIDs on consumer vehicles. 

IV Insurance Fraud Concerns: The PlainSite Report describes fraudulent reinsurance transactions and potential violations of the Truth in 

Lending Act related to CACC’s Vehicle Service Contract (VSC) and Guaranteed Asset Protection (GAP) products. CACC may be required 

to reimburse customers for unneeded insurance in addition to face damages claims in 2018. Damage claims would be likely to follow. 

o On 27-Jul-17, Wells Fargo announced an $80m remediation plan for the estimated 570k customers harmed by issues related to mis-

sold automobile Collateral Protection Insurance policies (CPI) between 2012 and 2016(9). Multiple class action cases alleging, among 

other things, unfair and deceptive practices relating to these CPI policies, have been filed against Wells Fargo(10). 

V Economic Cycle Concerns: “The US recovery that started in 2009 has become one of the longest in history (103 months at this point)”, 

“the GDP growth rate is at the top of the range for the last decade; and profit margins are well above average. Things like theses can 

continue or even get better, but the odds are against it. It feels as if we may get through the next 18 months without a recession, but if we 

do, that’ll make this the longest recovery since the 1850s. Certainly not impossible, but against the odds”(11).  

                                                           
4  CFPB press release (link), National Collegiate Student Loan Trusts Proposed Consent Judgement (link) and Transworld Systems Consent Order (link) 
5  CFPB press release (link) and CFPB Complaint (link) 
6  CFPB press release (link) and CFPB Complaint for Permanent injunction and Other Relief (link) 
7  New York Department of Consumer Affairs press release (link) 
8  State of Delaware press release (link) and Cease and Desist By Agreement (link) 
9  Wells Fargo 2017 Q2 quarterly report, page 124 (link), Wells Fargo 27-Jul-17 press release (link), New York Times article dated 27-Jul-17 (link), letter to Wells Fargo from the US Senate (link) 
10  Including Hancock v. Wells Fargo & Company et al., Case No. 17-cv-04324 ND California 30-Jul-17 (link) 
11  Howard Marks Oaktree Memo to Oaktree Clients “Latest Thinking” dated 23-Jan-18 (link) 

https://www.consumerfinance.gov/policy-compliance/enforcement/actions/national-collegiate-student-loan-trusts-and-transworld-systems-inc/
https://s3.amazonaws.com/files.consumerfinance.gov/f/documents/201709_cfpb_national-collegiate-student-loan-trusts_proposed-consent-judgment.pdf
https://s3.amazonaws.com/files.consumerfinance.gov/f/documents/201709_cfpb_transworld-systems_consent-order.pdf
https://www.consumerfinance.gov/about-us/newsroom/cfpb-sues-ocwen-failing-borrowers-throughout-mortgage-servicing-process/
https://s3.amazonaws.com/files.consumerfinance.gov/f/documents/20170420_cfpb_Ocwen-Complaint.pdf
https://www.consumerfinance.gov/about-us/newsroom/cfpb-sues-nations-largest-student-loan-company-navient-failing-borrowers-every-stage-repayment/
http://files.consumerfinance.gov/f/documents/201701_cfpb_Navient-Pioneer-Credit-Recovery-complaint.pdf
https://www1.nyc.gov/site/dca/media/pr092117.page
https://news.delaware.gov/2017/03/29/sc-2/
https://news.delaware.gov/files/2017/03/2017-3-29.SC-executed-CD.pdf
https://www08.wellsfargomedia.com/assets/pdf/about/investor-relations/sec-filings/2017/second-quarter-10q.pdf?https://www.wellsfargo.com/assets/pdf/about/investor-relations/sec-filings/2017/second-quarter-10q.pdf
https://newsroom.wf.com/press-release/consumer-lending/wells-fargo-announces-plan-remediate-customers-auto-insurance
https://www.nytimes.com/2017/07/27/business/wells-fargo-unwanted-auto-insurance.html
https://www.cortezmasto.senate.gov/imo/media/doc/Letter%20to%20Wells%20Fargo.pdf
https://buckleysandler.com/sites/default/files/Buckley%20Sandler%20InfoBytes%20-%20Hancock%20v.%20Wells%20Fargo%20Co.%20-%20Class%20Action%20Complaint%202017.07.30.pdf
https://www.oaktreecapital.com/insights/howard-marks-memos
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o Since the Great Financial Crisis, CACC has benefitted from low default rates supported by a favourable macroeconomic environment. 

Despite the supportive macro environment, 2015 and 2016-vintage sub-prime auto loan securitisation delinquency rates are higher 

than the peak reached in 2008 – 2009 and dealers are accepting an increasing amount of trade-ins with negative equity. 

VI Credit Cycle Concerns: In May-17, “Netflix issued €1.3bn of Eurobonds, the lowest-cost debt it ever issued. The interest rate was 3.625%, 

the covenants were few, and the rating was single-B. Netflix’s GAAP earnings run about $200m per quarter, but according to Grant’s Interest 

Rate Observer, in the year ended Mar-17, Netflix burned through $1.8bn of free cash flow. It’s an exciting company, but as Grant’s reminded 

its readers, bondholders can’t participate in gains, just losses.” “Such eagerness to finance low-quality loans will always be a sign of elevated, 

over-financed, risk-oblivious credit markets”(12).  

o For the first time in 10 years, the Fed raised rates (3 times) in 2017. Higher rates could drive default rates and funding costs higher. 

o Despite popular belief(13), CACC, a leveraged bet on equity in sub-prime auto loan securitisations is in no way countercyclical. 

VII US Used Car Market Cycle: Declining 2nd hand auto prices could negatively impact CACC. 

o Used car prices are declining for the first time since 2008. This is disruptive to auto lenders as it incentivises consumers to delay 

purchase decisions and increases the loss severity on defaulted auto loans and RICs.  

▪ The decline in prices is best reflected in the National Automobile Dealers Association (NADA) Index. The NADA Index has 

declined to 113 in Nov-17 having peaked at around 125 in Jan-14. The NADA Index is more reliable than the Manheim Used 

Vehicle Value Index (the Manheim Index), which is adjusted for vehicle quality (i.e. prices and mileage being equal, the Manheim 

Index increases over time in line with technological progress).  

VIII Competition: Online and app-based 3rd party financing brokers (e.g. LendingTree) have become ubiquitous in recent years, fully penetrating 

the market and eroding CACC’s competitive advantage. CACC has compensated the decrease in unit volumes due to a more competitive 

market with a change in the product mix from less risky Dealer Loans to more risky loans under the Purchase Program. The change in mix 

has resulted in (i) higher individual loan size (i.e. concentration); (ii) higher loan duration; and (iii) more adverse selection, as higher quality 

borrowers are getting funded by the auto dealers originating the loans (who benefit from asymmetric information) or competitors. 

IX Current Trading: Numerous metrics in CACC’s current trading point towards a deterioration of the business model precisely at what could 

be considered the peak of the economic, credit and auto cycles. Should regulators fail to demand the re-statement of CACC’s accounts in 

2018, softening current trading will expose the accounting deceit, which depends on growing Loans Receivable to remain concealed.  

o Declining Unit Volumes (In 2017, volumes declined for the first time since 2009);  

o Weaker underwriting standards (change in product mix, higher notional, longer term, stretched LTVs, less creditworthy borrowers); 

o Declining Initial Forecasted Collections (currently at a historical low of 65.5% vs. an average of 70.6% from 2001 to 2017). CACC will 

need to originate higher volumes of RICs to keep revenue and collections flat; and 

o Declining Collections despite higher Loans Receivable is, perhaps, the most concerning metric as it will push CACC to become more 

reliant on capital markets or force a slow-down in Loans Receivable.   

                                                           
12  Howard Marks Oaktree Memo to Oaktree Clients “Latest Thinking” dated 23-Jan-18 (link) 
13  See Appendix VI 

https://www.oaktreecapital.com/insights/howard-marks-memos
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Underlying Profitability of CACC’s Lending Business 

The underlying profitability of the Purchase Program and the Portfolio Program is 7% and 9% respectively. Methodology and assumptions are 

discussed in Appendices I and II.  

 

Overstatement of Loans Receivable 

CACC’s Loans Receivable balance could be overvalued by c.$1.2bn assuming annual write-offs of 7.6%(14) on Loans Receivable since 2007. 

 

 

Overstatement of Earnings 

CACC’s EBITDA could be overstated by 37% to 45% if Loans Receivable are discounted for the overstatement calculated above and the implied 

yields of 7% to 9% are applied. The methodology proposed by CFRA discussed in Appendix III suggests Net Income has been overstated by 40% 

on average in recent years and is therefore consistent with the approach below. 

 

 

Valuation Considerations 

I value CACC in the range of $4.0bn to $5.0bn taking into consideration the overstatement of earnings and more conservative valuation multiples, 

which implies 70% to 85% downside potential for CACC’s share price. CACC’s equity value could get completely wiped out in a scenario where 

accounts need to be re-stated, an event of default is triggered on the securitisations and the Company loses access to capital markets.   

 

Change in Investor Sentiment 

“Most valuation parameters are either the richest ever (Buffett ratio of stock market capitalisation to GDP, price-to-sales ratio, the VIX, bond yields 

private equity transaction multiples, real estate capitalisation ratios) or among the highest in history (P/E ratios, Shiller cycle adjusted P/E ratio). 

In the past, levels like these were followed by downturns”(15). This trade does not hinge on the market re-pricing as there are numerous catalysts 

that could cause the shares to drop even without a broader market correction.  

 

Closing Remarks  

I would like to close with some thoughts on where I could be wrong in my analysis and conclusions:  

- Historical high short interest could result in a short squeeze. 

- The recent signs of a slowdown in activity may disappear with the following quarter’s results. 

- The macro environment and credit markets may remain supportive for longer, prolonging the deceit of CACC’s accounting practices. 

- Mick Mulvaney, the new head of the CFPB appointed by the Trump Administration may be reluctant to continue the proactive approach of 

his predecessor effectively halting enforcement actions.   

- Investors could remain irrational; and 

- Additional corporate debt could be raised to fund share buybacks as reported leverage remains moderate. 

  

                                                           
14  Assumption is consistent with the average “Flow into 90+ days delinquent” for non-bank auto companies and borrowers with FICO scores <620 from Mar-01 to Sep-17, see Appendix IV 
15  Howard Marks Oaktree Memo to Oaktree Clients “There They Go Again… Again” dated 26-Jul-17 (link) 

FY Ended December,

($ in millions) 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Loans Receivable BoP 755 945 1,149 1,168 1,345 1,753 2,110 2,408 2,720 3,345 4,207

Write-offs % of Balance BoP 1.9% 5.2% 0.4% 0.3% 0.3% 0.2% 0.3% 0.1% 0.2% 0.4% 0.5%

Write-off Assumption % of Balance BoP 7.6% 7.6% 7.6% 7.6% 7.6% 7.6% 7.6% 7.6% 7.6% 7.6% 7.6%

Overstatement 43 23 83 86 99 129 155 180 200 239 298

Cumulative Overstatement 43 65 148 234 333 462 617 797 997 1,236 1,534

Overstatement as % of Loans Receivable EoP 4.5% 5.7% 12.7% 17.4% 19.0% 21.9% 25.6% 29.3% 29.8% 29.4% 30.4%

Scenarios

($ in millions) 2017 Adj. A B C

Underlying Profitability of Lending Business 12.4% 9.0% 8.0% 7.0%

Loans Receivable EoP 5,049 (1,534) 3,515 3,515 3,515

Earnings from Loans Receivable 628 316 281 246

Income from Servicing 460 460 460 460

Operating Expenses (Salaries + Gral. Admin. + Sales & Mktg.) (254) (254) (254) (254)

Add-Back: D&A 16 16 16 16

EBITDA 850 538 503 468

Estimated Overstatement of EBITDA 311 347 382

Estimated Overstatement of EBITDA (%) 36.6% 40.8% 44.9%

https://www.oaktreecapital.com/insights/howard-marks-memos
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APPENDIX I: Economics of the CACC Purchase Program 

 

 

 

 

 

  

Purchase Program Assumptions

Car Price 15,000 Interest Rate 24.0%

Plus: VSC 750 Periods (Years) 5

Plus: GAP 750 Expected Collection 65.5%

Less: Dow npayment (3,000) Money Monthly RIC Instalment 410

Loan Principal 13,500 Multiple

RIC Notional 24,587 1.82x

Retail Instalment Contract - Payment Calendar

FY Ended December,

($ in millions) Year 1 Year 2 Year 3 Year 4 Year 5 Total

Retail Instalment Contract BoP 24,587 19,669 14,752 9,835 4,917

Less: Payment (4,917) (4,917) (4,917) (4,917) (4,917) 24,587

Retail Instalment Contract EoP 19,669 14,752 9,835 4,917 -

Purchase Program - Cash Flows Adjusted for Expected Collections

FY Ended December,

(in $) Year 1 Year 2 Year 3 Year 4 Year 5 Total

Retail Instalment Contract BoP 24,587 20,235 16,449 13,228 10,572

Default Rate 11.5% 11.5% 11.5% 11.5% 11.5%

Cumulative Default Rate 11.5% 23.0% 34.5% 46.0% 57.5%

Less: CACC Receipts (4,352) (3,786) (3,221) (2,655) (2,090) 16,104

Retail Instalment Contract EoP 20,235 16,449 13,228 10,572 8,482

Purchase Program - Profitability Metrics

FY Ended December,

(in $) Year 1 Year 2 Year 3 Year 4 Year 5 Total

Consumer Loan (13,500)

CACC Receipts 4,352 3,786 3,221 2,655 2,090 16,104

Loan Principal EoP (13,500) 4,352 3,786 3,221 2,655 2,090

IRR 7.1%

MM 1.2x
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APPENDIX II: Economics of the CACC Portfolio Program  

 

 

 

 

  

Portfolio Program Assumptions

RIC Notional 24,587

Advance Rate 45.0%

Gross Dealer Advance 11,064

Less: VSC CACC Fee 10.0% (75)

Less: VSC 3rd Party pmt 50.0% (375)

Less: GAP CACC Fee 10.0% (75)

Less: GAP 3rd Party pmt 50.0% (375)

Net Dealer Advance 10,164

Portfolio Program - Cash Flows Adjusted for Expected Collections

FY Ended December,

(in $) Year 1 Year 2 Year 3 Year 4 Year 5 Total

Retail Instalment Contract BoP 24,587 20,235 16,449 13,228 10,572

Default Rate 11.5% 11.5% 11.5% 11.5% 11.5%

Cumulative Default Rate 11.5% 23.0% 34.5% 46.0% 57.5%

Less: Collections (4,352) (3,786) (3,221) (2,655) (2,090) 16,104

Retail Instalment Contract EoP 20,235 16,449 13,228 10,572 8,482

Portfolio Program - Split of Servicing Fee, Amortisation of Dealer Advance and Dealer Holdback

FY Ended December,

(in $) Year 1 Year 2 Year 3 Year 4 Year 5 Total

Collections 4,352 3,786 3,221 2,655 2,090

Less: Servicing Fee 20.0% (870) (757) (644) (531) (418) 3,221

Collections Net of Servicing Fees 3,481 3,029 2,577 2,124 1,672

Dealer Advance BoP 10,164 6,683 3,653 1,077 -

Less: Amortisation of Dealer Advance (3,481) (3,029) (2,577) (1,077) - 10,164

Dealer Advance EoP 6,683 3,653 1,077 - -

Dealer Holdback - - - 1,048 1,672 2,719

CACC Receipts 4,352 3,786 3,221 1,608 418 13,385

Collections 4,352 3,786 3,221 2,655 2,090 16,104

Portfolio Program - Profitability Metrics

FY Ended December,

(in $) Year 1 Year 2 Year 3 Year 4 Year 5 Total

Dealer Advance (11,064)

CACC Receipts 4,352 3,786 3,221 1,608 418

Loan Principal EoP (11,064) 4,352 3,786 3,221 1,608 418

IRR 9.1%

MM 1.2x
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APPENDIX III: Overstatement of Net Income - CFRA Methodology   

 

Using CFRA’s methodology for estimating the overstatement of CACC’s earnings, we conclude Net Income may have been overstated by 40% 

on average since 2007.  

 

In order to estimate the overstatement of CACC’s earnings, CFRA makes the following assumptions: 

- CFRA estimates the implied Servicing Free earned by CACC as: 

o 20% of Collections in the Portfolio Program. 

- CFRA estimates Portfolio Program Revenue as: 

o Implied Servicing Fee; 

o Plus: Program Fees, which are calculated using $599 / month and the average number of active dealers. Since 20% of these cash 

flows are captured in the Implied Servicing Fee above, the remaining 80% is added back; 

o Plus: Ancillary Fees from arranging VSC and GAP. These are estimated as 100% of Other Income; and  

o Loan Loss Provision Non-Cash Charges are added back. 

- CFRA estimates Adjusted Earnings Before Tax as:  

o Reported Earnings Before Tax  

o Less: Reported Portfolio Program Revenue; and 

o Plus: Estimated Portfolio Program Revenue. 

 

 

APPENDIX IV: Transition into 90+ Days Delinquent by Origination Credit Score 

 

Sources: New York Fed Consumer Credit Panel, Equifax 

FY Ended December,

($ in millions) Source 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Total Collections Reported 577 609 661 786 997 1,163 1,334 1,540 1,740 1,956 2,190

Less: Purchase Program Collections Reported (33) (103) (145) (153) (154) (138) (130) (148) (191) (288) (460)

Portfolio Program Collections 543 506 516 633 843 1,025 1,205 1,393 1,549 1,668 1,730

Implied Servicing Fee (A) 20.0% 109 101 103 127 169 205 241 279 310 334 346

Finance Charge Revenue Reported 220 287 329 388 461 538 590 630 731 874 1,012

Less: Purchased Loan Collections Reported (33) (103) (145) (153) (154) (138) (130) (148) (191) (288) (460)

Reported Portfolio Program Revenue (B) 187 183 184 235 307 400 461 483 540 587 552

Implied Servicing Fee (A) 109 101 103 127 169 205 241 279 310 334 346

Plus: Monthly Program Fee (80%) Estimated 14 18 18 18 21 27 34 39 47 56 64

Plus: Ancillary Fees Estimated 19 21 18 21 25 24 40 41 47 52 57

Less: Loan Loss Provision Reported (20) (46) 12 (10) (29) (24) (22) (13) (42) (90) (129)

Estimated Portfolio Program Revenue (C) 122 94 151 156 185 232 293 346 362 352 338

Earnings Before Tax Reported 83 107 229 253 296 343 398 421 475 531 584

Less: Reported Portfolio Revenue (B) (187) (183) (184) (235) (307) (400) (461) (483) (540) (587) (552)

Plus: Estimated Portfolio Revenue (C) 122 94 151 156 185 232 293 346 362 352 338

Estimated Earnings Before Tax Estimated 18 18 196 175 175 175 230 284 297 296 369

Overstatement of Net Income 65 89 33 78 122 169 168 137 178 235 214

Overstatement of Net Income (%) 78.0% 83.4% 14.2% 31.0% 41.1% 49.1% 42.1% 32.6% 37.5% 44.2% 36.7%

-
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APPENDIX V: Sensitivities to Assumptions Regarding the Overstatement of CACC’s Earnings 

 

 

APPENDIX VI: CACC Historical Net Income per Share and Return on Equity 

 

($ in millions)

2017 LTM EBITDA 850

EBITDA Overstatement 382 340 297 255 212

EBITDA Overstatement (%) 45.0% 40.0% 35.0% 30.0% 25.0%

Enterprise Value Sensitivities

"Real EBITDA" 467 510 552 595 637

Valuation 11.5x 5,375 5,864 6,352 6,841 7,330

Multiple 10.5x 4,908 5,354 5,800 6,246 6,692

xEBITDA 9.5x 4,440 4,844 5,248 5,651 6,055

8.5x 3,973 4,334 4,695 5,056 5,417

7.5x 3,505 3,824 4,143 4,461 4,780

6.5x 3,038 3,314 3,590 3,867 4,143

Less: Net Debt 3,070

Equity Value Sensitivities

"Real EBITDA" 467 510 552 595 637

Valuation 11.5x 2,305 2,794 3,282 3,771 4,260

Multiple 10.5x 1,838 2,284 2,730 3,176 3,622

xEBITDA 9.5x 1,370 1,774 2,178 2,581 2,985

8.5x 903 1,264 1,625 1,987 2,348

7.5x 436 754 1,073 1,392 1,710

6.5x (32) 244 521 797 1,073

Current Market Cap 6,040

Share Price Sensitivities

"Real EBITDA" 467 510 552 595 637

Valuation 11.5x (61.8%) (53.7%) (45.7%) (37.6%) (29.5%)

Multiple 10.5x (69.6%) (62.2%) (54.8%) (47.4%) (40.0%)

xEBITDA 9.5x (77.3%) (70.6%) (63.9%) (57.3%) (50.6%)

8.5x (85.1%) (79.1%) (73.1%) (67.1%) (61.1%)

7.5x (92.8%) (87.5%) (82.2%) (77.0%) (71.7%)

6.5x (100.0%) (96.0%) (91.4%) (86.8%) (82.2%)
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