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DISCLAIMER 
Hedgeye Risk Management is a registered investment advisor, registered with the State of Connecticut.  Hedgeye 
Risk Management is not a broker dealer and does not provide investment advice for individuals. This research does 
not constitute an offer to sell, or a solicitation of an offer to buy any security. This research is presented without regard 
to individual investment preferences or risk parameters; it is general information and does not constitute specific 
investment advice.  This presentation is based on information from sources believed to be reliable. Hedgeye Risk 
Management is not responsible for errors, inaccuracies or omissions of information.  The opinions and conclusions 
contained in this report are those of Hedgeye Risk Management, and are intended solely for the use of Hedgeye Risk 
Management’s clients and subscribers.  In reaching these opinions and conclusions, Hedgeye Risk Management and 
its employees have relied upon research conducted by Hedgeye Risk Management’s employees, which is based 
upon sources considered credible and reliable within the industry.  Hedgeye Risk Management is not responsible for 
the validity or authenticity of the information upon which it has relied.  
 

TERMS OF USE 
This report is intended solely for the use of its recipient.  Re-distribution or republication of this report and its contents 
are prohibited.  For more details please refer to the appropriate sections of the Hedgeye Services Agreement and the 
Terms of Use at www.hedgeye.com 

DISCLAIMER 



HEDGEYE  3 

PLEASE SUBMIT QUESTIONS* TO 
  

QA@HEDGEYE.COM 

*ANSWERED AT THE END OF THE CALL  
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ENCORE CAPITAL GROUP 
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1. RECENT DETERIORATION 
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COLLECTION PERFORMANCE, BY VINTAGE 
This chart shows 
collections as a % of 
purchase price by vintage 
from 2003-2015. Y1Q1 
shows collections through 
the first quarter of the 
vintage year+1, i.e. 2014 
vintage collections 
through 1Q15.  
 
The best way to view this 
chart is by starting at the 
right and working left. 
Notice that 2012 paper is 
in-line with 2006 paper 
(Y4Q1). Now look at Y3Q1 
and notice that 2013 
paper is worse than 2012 
or 2006. Y2Q1 shows that 
2014 is worse than 2013 
and Y1Q1 shows 2015 is 
worse than 2014. 2016, 
which isn’t on here, is 
carried at the same 
multiple as 2015. 
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ENCORE CAPITAL GROUP 
Cumulative % of Purchase Price Collected 
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BUT, BUT, BUT … COST TO COLLECT HAS FALLEN 
The company’s rebuttal to 
the previous slide would 
likely be that the cost to 
collect has fallen over time, 
so comparing 2006-era 
paper to 2012 paper is 
apples and oranges.  
 
This chart shows what’s 
happened to Cost to 
Collect. The blue line is 
Encore’s reported Cost to 
Collect (CTC), while the 
black line is what you get 
when you divide 
Opex/Collections, i.e. the 
real number. 
 
The company represents 
that CTC fell from 2009 to 
2012 and has been flat 
since, but the reality is that 
Opex/Collections have risen 
significantly since 2012 from 
the low-40s to the high-40s. 
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WILL THE REAL COST TO COLLECT PLEASE STAND UP? 

39.0% 

47.5% 
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THE WIDENING DIVIDE 
In fact, when you plot 
the spread between 
the two series, as this 
chart does, it shows 
just how wide the 
divide between the 
“reported” costs and 
actual costs has 
become.  
 
From 2009 to 2012, 
the spread between 
reported CTC and 
Opex/collections was 
~2-3%. Since 2012, 
however, the spread 
has ballooned to 8-
9%.  
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WILL THE REAL COST TO COLLECT PLEASE STAND UP? 

39.0% 

47.5% 
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THE US & EUROPE BOTH HAVE ISSUES 
This chart shows 
Opex/collections for 
the US and Europe. 
The company 
breaks out specific 
regional collection 
costs and we’ve 
allocated overhead 
costs based on the 
regional share of 
collection costs. 
Costs in the US and 
Europe have both 
been rising 
significantly. 

25%

30%

35%

40%

45%

50%

55%

60%

65%

%
 o

f 
C

o
lle

ct
io

n
s 

Europe
US
4 per. Mov. Avg. (Europe)
4 per. Mov. Avg. (US)

39.0% 

50.4% 

Source: ECPG, Hedgeye Analysis ©2016 HEDGEYE RISK MANAGEMENT 

RISING COSTS ACROSS THE GLOBE 
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NET RECOVERIES USING THE COMPANY’S CTC 
In their first 5 quarters, 
the 2014 and 2015 U.S. 
vintages only recovered 
23% and 20%, 
respectively, of their 
purchase prices. Those 
are all-time low rates of 
net recovery for the 
company. 
 
By Y2Q1, 2014’s 
underperformance versus 
older vintages only 
widened with a 53% 
recovery vs 77-78% for 
2009-2011. 
 
While 2013 appears 
better than 2012, this has 
to do with its average 
purchase volume 
occurring earlier in the 
year. We’ll cover this in 
greater detail in a 
moment. 
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NET RECOVERIES USING OPEX/COLLECTIONS 
This slide explains just 
how bad returns have 
become at the vintage 
level. These are 
cumulative collections net 
of actual costs 
(Opex/Collections).  
 
Again, start from the right 
and work left. By Y4Q1, 
the 2012 vintage (96%) 
was on par with the 
2005/2007 vintages 
(92%/95%). By Y3Q1, 2013 
(77%) was tracking just 
below 2005/2007 
(78%/79%). By Y2Q1, 2014 
was the worst performing 
vintage on record (41%) vs 
2005/06/07 
(56%/49%/54%). And as of 
Y1Q1, 2015 eclipsed 2014 
as the worst on record at 
16% vs 19% for 2014. 

4
0

%
 

10
6

%
 

14
4

%
 

16
9

%
 

3
2

%
 

7
0

%
 

9
2

%
 10

5
%

 

2
8

%
 

5
6

%
 

7
8

%
 9

2
%

 

2
1%

 

4
9

%
 

6
9

%
 8

3
%

 

2
4

%
 

5
4

%
 

7
9

%
 

9
5

%
 

2
3

%
 

5
7
%

 

8
5

%
 

10
4

%
 

3
0

%
 

7
3

%
 

10
6

%
 

12
9

%
 

3
1%

 

7
4

%
 

10
6

%
 

12
7
%

 

3
1%

 

7
4

%
 

10
1%

 

12
0

%
 

3
0

%
 

6
1%

 

8
2

%
 9
6

%
 

2
6

%
 

5
5

%
 

7
7
%

 

19
%

 

4
1%

 

16
%

 

0%

20%

40%

60%

80%

100%

120%

140%

160%

180%

Y1Q1 Y2Q1 Y3Q1 Y4Q1P
e

rc
e

n
t 

o
f 

P
u

rh
c

a
se

 P
ri

c
e

 C
o

lle
c

te
d

 

Quarters Since Purchase 

2003

2004

2005

2006

2007

2008

2009

2010

2011

2012

2013

2014

2015

Source: ECPG SEC Filings and Press Releases, Hedgeye Estimates 

ENCORE CAPITAL GROUP 
Cumulative % of Purchase Price Collected 
Total Portfolio, Net of Operating Expense 

©2016 HEDGEYE RISK MANAGEMENT 
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US: NET RECOVERIES USING OPEX/COLLECTIONS 
This chart is 
identical to the 
previous chart, but 
looks at net 
recoveries on US 
pools. The 
conclusions are 
largely the same: 
2015 is the worst 
vintage on record, 
followed by 2014. 
2013 looks a bit 
better, but this is a 
timing illusion that 
we’ll explain 
momentarily.  
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EU: NET RECOVERIES USING OPEX/COLLECTIONS 
Europe is both interesting 
and important, as it now 
accounts for half of 
Encore’s Estimated 
Remaining Collections 
(ERC).  
 
Recall that Encore bought 
its way into the UK market 
through its purchases of 
Cabot and Marlin in 2013 
and 2014, respectively.  
 
As the Y2Q1 data shows, 
2014 net collections (37%) 
were down notably from 
2013 (46%). Meanwhile, as 
Y1Q1 shows, 2015 (14%) is 
down from 2014 (19%), 
which is down from 2013 
(22%). 
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If Vintage x’s dollar-weighted average 
purchase date is earlier in the year 
than Vintage y’s, by the 5th quarter of 
age (Y1Q1), x will have had more time 
to collect than y. 
 
This is the case with the 2013 vintage. 
The massive 2Q13 purchase pushes 
the average purchase date into the 
first half of the year. 
 
Adjusting down 2013’s Y1Q1 recovery 
to factor in its age advantage and 
using the same adjustment method on 
other vintages, 2013 is no better than 
2012 and far worse than 2009-2011. 

THE TIME FACTOR: U.S.  
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THE TIME FACTOR: EUROPE 

EVERY SUCCESSIVE EUROPEAN VINTAGE ENCORE HAS BROUGHT ON IS PERFORMING WORSE THAN THE PRIOR VINTAGE. 

Performing the same age adjustment for Europe shows that 2014 is actually much worse than it first appears. The average purchase 
date for 2013 and 2015 is right around the middle of the year, so the original recovery rates are fairly representative. 
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AN ~EVEN GEOGRAPHIC SPLIT 
In terms of future 
collections, 
Europe and 
America have a 
fairly even share. 

U.S. and Other 
52% 

Europe 
48% 

ESTIMATED REMAINING COLLECTIONS, GEOGRAPHIC EXPOSURE 
As of 1Q 2016 

Source: Encore Capital Group ©2016 HEDGEYE RISK MANAGEMENT 
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THE EFFECTS: FALLING RETURNS 

AS POST-2012 VINTAGES TAKE UP A LARGER PORTION OF ERC, ENCORE’S FIRM-
LEVEL IRR IS FALLING.  
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THE EFFECTS: DECLINING GROWTH 
Declining 
collections 
performance is 
making its way into 
revenue growth, 
which has fallen 
from 20-30% Y/Y in 
2010-2012 to a 
fresh, post-crisis low 
of 4% in 1Q16. 
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2. EBIT BY VINTAGE 
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ECPG VINTAGE-LEVEL EBIT 

• In America, Inception-year (Y0) operating income has fallen from $27M for 2013 to $3M for 2014 to -$9M for 2015! 
• In Europe, the 2015 vintage showed enormous deterioration in Y0 operating income, falling to $11M from $53M for 2014. 
 

*Dark blue figures represent Hedgeye future estimates. 
*Please see the appendix for details on our methodology. 

Source: Company Documents, Hedgeye Estimates 
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CUMULATIVE EBIT BY VINTAGE 
This chart shows the relationship 
between a vintage’s 
EGC/purchase price multiple and 
its cumulative operating income 
from Y0-Y5. 
 
The first takeaway here is that 
the Mendoza line of zero is in 
play for the following vintages: 
US2015, US2014, US2012, 
EUR2015. Remember that this is 
EBIT, so factoring in interest 
expenses further lowers these 
vintage-level returns. Also, 
compare US2014/US2015 with 
US2006/US2007 for perspective 
on how much worse this cycle is 
progressing than the last cycle. 
 
The second takeaway is just how 
much worse Eur2015 and 2014 
are than Eur2013. This is a 
telltale sign of ECPG’s goodwill 
manipulation with the 2013 
Cabot purchase. An artificially  
low purchase price makes for an 
artificially high multiples and 
recovery rates. 
 
*Note that cumulative operating income 
in this chart includes Hedgeye forward 
estimates. 

US2006 

US2007 

US2008 

US2009 
US2010 

US2011 

US2012 
US2013 

US2014 

US2015 

Eur2013 

Eur2014 

Eur2015 

y = 0.4971x - 1.0109 
R² = 0.9165 

y = 0.613x - 0.9427 
R² = 0.9183 

 (0.20)

 (0.10)

 -

 0.10

 0.20

 0.30

 0.40

 0.50

 0.60

 0.70

 0.80

 1.00  1.50  2.00  2.50  3.00  3.50

C
u

m
u

la
tiv

e
 Y

0
-Y

6
 E

B
IT

 /
 P

u
rc

h
a

se
 P

ri
ce

 

EGC Multiple 

America

Europe

CUMULATIVE Y0-Y6 EBIT / PURCHASE PRICE 
VS 

PREVAILING EGC MULTIPLE 
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2006/2007 are generally 
regarded as the gold 
standard for terrible 
vintages. 

2014/2015/2016 are even 
worse. 
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THE WRONG TIME FOR A DEBT BINGE 
We assume that change 
in interest expense in the 
purchase year 
approximates the degree 
to which the company is 
resorting to debt to 
make in-year purchases. 
 
While the analysis 
thus far has evaluted 
EBIT, incremental 
interest expense is 
real and adds insult to 
the existing EBIT 
injury.  
 
Encore consistently 
ramps up debt use at 
the worst times – 
another telltale sign of 
challenging the 
environment has 
become. 
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BREAKEVEN: FIRM LEVEL 

AT THE FIRM LEVEL, ENCORE BREAKS EVEN ON A VINTAGE AT 2.44X 
Encore needs to collect 2.44x of the purchase price paid in order to breakeven on a given vintage. This is based 
on a TTM actual opex/collections (our CTC) of 47.5%, TTM interest expense of 6.6% and a tax rate of 32.5%. 

Source: Company Documents, Hedgeye Estimates 
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BREAKEVEN: U.S. & “OTHER” 

U.S. VINTAGES NEED A 2.58x MULTIPLE TO BREAKEVEN OVER THEIR LIFE 
The 2012, 2014, 2015, and 2015 U.S. vintages are all below that level (shown on the table two slides down). Meanwhile, the 2011 and 2013 
vintages are just barely above it (2.7x). Note the slightly higher opex/collections cost (50.4%). * “Other” geographies includes select South 
American countries such as Colombia and Peru and does not include Europe. 

Source: Company Documents, Hedgeye Estimates 
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BREAKEVEN: EUROPE 

EUROPEAN VINTAGES NEED A 2.15x MULTIPLE TO BREAKEVEN OVER THEIR LIFE 
This is a lower hurdle than in the U.S. given the lower Opex/Collections (40.4%). However, the 2015 and 2016 European vintages 
are both below this level, and we suspect 2014 is only above due to the aggressive employment of Goodwill. 

Source: Company Documents, Hedgeye Estimates 
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ECPG: EGC VERSUS PURCHASE PRICE 
We estimate that  
67% of US ERC is 
currently being carried 
below break-even 
multiples of 2.6x (2012, 
2014, 2015, 2016). 
Meanwhile, a further 
24% of US ERC is just 
barely (2.7x) above 
break-even (2011, 2013). 
That’s 91% in total. 
 
61% of EU ERC is 
currently being carried 
below break-even 
(2014-2016). 
 
This equates to ~70% 
of the total book that is 
generating breakeven 
or near-breakeven 
returns. 
 
 

Encore loses money 
on US vintages at 
multiples below 
2.58x. 

Encore loses money 
on EU vintages at 
multiples below 2.15x. 

91% 
of 
US 
ERC 

61% 
of 
EU 
ERC 

Source: SEC Filings 
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3. EARNINGS  THE ABYSS 
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IT’S ALWAYS SUNNY IN PHILADELPHIA 

AT WHAT POINT IS A REOCCURRING ONE-TIME ITEM NOT A ONE-TIME ITEM? 
• Given that certain items such as convertible interest and acquisition expenses occur every quarter, they should NOT be excluded from results, but 

management continually does so, increasing the perception of ECPG’s earnings. 
• Adjustments have averaged $12M/Q since 1Q14. Even excluding 3Q15 and 4Q15, the two quarters with large outlier adjustments, the average is $4 million. 
• Meanwhile, in 1Q16 management found it unnecessary to adjust revenue downwards for the $7 million gain from currency hedges that it booked in other 

income but which will likely be negated in the future. 

Source: Company Documents, Hedgeye Estimates 
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A CLOSER LOOK AT THE MOST RECENT QTR 
For the most recent 
quarter, if we exclude 
the $7 M FX hedge gain 
and assume the 
company’s normal 32% 
tax rate, earnings 
should actually be -26 
CENTS LOWER than 
the $1.12 in GAAP 
earnings reported, or 
roughly $0.86. 
 
Moreover, when 
excluding only 
appropriate items, 
ECPG’s earnings show a 
steady decline: 
 

3Q15 ex-CFPB:  $1.21 
 

4Q15 ex-goodwill 
impairment:  $1.16 
 

1Q16, Hedgeye 
adjusted: $0.86-$1.02* 
 
*Even giving ECPG the benefit of 
the doubt for its FX hedge gain 
only brings EPS up to $1.02. Source: Company Documents, Hedgeye Estimates 
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OUR REVENUE FRAMEWORK 

*** THIS IS ONLY A PORTION OF OUR TOTAL REVENUE EXPECTATION (EXCLUDES PRE-2010 VINTAGES) 

This module applies historic vintage-level revenue progression rates based on EGC multiples to current and 
recent vintages to illustrate how revenue can (and, we think, will) decline going forward.  

REVENUE MODULE

Revenue
Purchase 

Price

EGC 

Multiple

Expected Gross 

Collections

Expected Lifetime 

Revenue 2015 2016e 2017e 2018e

2010V 357,394          3.12              1,113,627              756,233                   66,592        37,479      19,522       5,333         
2011V 385,298          2.73              1,053,262              667,964                   85,456        48,234      27,991       17,243        
2012V 556,336          2.26              1,255,848              699,512                   109,705      71,963      48,420       29,313        
2013V 1,201,773       2.68              3,221,359              2,019,586                 352,774      247,012    159,095     106,513      
2014V 1,238,003       2.01              2,486,831              1,248,828                 288,983      231,443    154,586     98,378        
2015V 1,018,204       1.79              1,824,533              806,329                   91,268        198,770    153,220     99,811        
2016Ve 850,000          2.07              1,760,019              910,019                   -               110,146    196,850     157,516      
2017Ve 850,000          2.07              1,760,019              910,019                   -               -             110,530     196,850      
2018Ve 850,000          2.07              1,760,019              910,019                   -               -             -              110,530      
Total 994,778      945,047    870,214     821,486      

Source: Company Documents, Hedgeye Estimates 
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ECPG INCOME STATEMENT  SCENARIO 1 

OUR “BASE CASE” SCENARIO HAS EPS OF $1.89 FOR 2017 AND $0.94 FOR 2018 

We’re 35% below the Street for 2016, 64% below for 2017 and 84% below for 2018.  

Source: Company Documents, Hedgeye Estimates 
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ECPG INCOME STATEMENT  SCENARIO 2 

OUR “BEAR CASE” ASSUMES RISING VARIABLE COSTS, WHICH IS WHAT’S HAPPENED HISTORICALLY 

As the chart above shows, our forecast for rising variable costs as a percentage of revenue (58% rising to 60%) is modest 
by comparison to what actually happened in the 2004-2008 period when costs rose fro 54% to 77% of revenue. 



HEDGEYE  33 

ECPG INCOME STATEMENT  SCENARIO 2 

OUR “BEAR CASE” SCENARIO ASSUMES 2017 EPS OF $1.39 AND 2018 EPS OF $0.21  

We’re 96% below the Street for 2018 in our Bear Case scenario. Essentially we have the company earnings no 
money. 

Source: Company Documents, Hedgeye Estimates 
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ECPG TANGIBLE NET WORTH 

WHEN EARNINGS POWER EVAPORATES, INVESTORS CAN’T FALL BACK ON TBV.  

Encore’s tangible net worth is negative $271.8 Million. 

 390,582  

 (271,804) 
-400

-300

-200

-100

0

100

200

300

400

500

Ta
n

g
ib

le
 B

o
o

k
 V

a
lu

e
 (

$
 M

ill
io

n
s)

 

ECPG TANGIBLE BOOK VALUE 

Source: Company Data, Hedgeye Analysis ©2016 HEDGEYE RISK MANAGEMENT 
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MADDEN V. MIDLAND – A POTENTIAL POSITIVE 
The Supreme Court has not decided whether to hear this appeal. 
As it stands, debt collectors must reduce interest rates below usurious levels on debt they buy from 
national banks, which are actually exempt from state-specific usury laws. 
 

Why it matters: The Court deciding to hear the case would be a ray of hope for collectors. 
However, the Solicitor General recommended that the Supreme Court decline to review the case. 
 

June 23: the Court will discuss whether to hear the case or postpone the decision until September 23. 
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YOU DON’T NEED A CRIMINAL LAWYER … 

 
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DO AS I JAY, NOT AS I SIDHU 
Encore:  
“We do not resell 
accounts to third 
parties in the 
ordinary course of 
our business.” (10-K) 
…  
Except when we sell 
them to John Oliver. 

-ECPG 2015 10-K, Page 6. 

John Oliver’s Debt 
Buyer Segment  
In case you missed it: 
https://www.youtube.co
m/watch?v=hxUAntt1z2c 
 

https://www.youtube.com/watch?v=hxUAntt1z2c
https://www.youtube.com/watch?v=hxUAntt1z2c
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ECPG PROGNOSIS? 
We think earnings 
power at Encore will 
be cut to the bone 
over the next two 
years.  
 
As the company has 
negative tangible 
net worth, the only 
thing supporting the 
stock’s valuation is 
the multiple on 
current earnings. 
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PRA GROUP 
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NEW VINTAGES DETERIORATING FROM THE PEAK 
The 2012-2015 
vintages are showing 
clear deterioration vs 
the 2009-2011 
vintages.  
 
Interestingly, while 
2012-2015 look 
better than 2005-
2008, that’s only 
because PRA 
performed 
exceptionally badly in 
that period. PRA’s 
collections/purchase 
price are actually 
almost identical to 
Encore’s for 2012-
2015. 
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Source: PRA Group, Hedgeye Analysis ©2016 HEDGEYE RISK MANAGEMENT 
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PRAA’S COST TO COLLECT OVER TIME 
PRA Group’s real 
cost to collect, i.e. 
Opex / Collections, 
fell notably from 
2008-2012, but has 
been flat to slightly 
higher since then.  
 
The most recent 4-
Qtr rolling average 
had firm-level Opex 
at 40.1%. 
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PRAA’S TIME FACTOR 
Adjusting the 1QY1 
recovery rates 
based on the 
average date of 
purchase for each 
vintage, the 
average recovery 
rates for 2013/14/15 
are right in-line with 
2007 and 2008. 
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EXTRAORDINARY EUROPE 
Each vintage in the 
European portfolio, which is 
42% of PRA’s ERC, is 
performing worse than the 
preceding vintage.  
 
To be fair, the 2012/2013 
vintages were essentially an 
expedition into the jungle, 
as the company was just 
establishing its presence 
there. 2014/2015, however, 
reflect the Aktiv (2014) and 
post-Aktiv periods and are 
legit comps.  
 
We think the same point we 
made earlier about Encore’s 
positive distortion effects 
from Cabot/Marlin goodwill 
apply here. Note just how 
much performance 
degraded in 2015 vs 2014 
without the Goodwill factor. 
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EUROPE IS A MAJOR FACTOR FOR PRA 
Aktiv transformed 
the company’s 
geographic 
footprint, raising its 
EU exposure from 
virtually nothing to 
almost half the 
company 
overnight. 

Americas 
58% 

Europe 
42% 

ESTIMATED REMAINING COLLECTIONS, GEOGRAPHIC EXPOSURE 
As of 1Q 2016 

Source: PRA Group ©2016 HEDGEYE RISK MANAGEMENT 
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PRAA RECOVERY RATES, NET OF COST 
The previous charts 
do not deduct cost. 
Therefore, we also 
provide the 
following net 
recovery chart on a 
firm-wide basis.  
 
By this measure, 
2012, 2013, 2014, 
and 2015 are 
underperforming 
the 2009-2011 
vintages materially. 
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Source: PRA Group, Hedgeye Analysis ©2016 HEDGEYE RISK MANAGEMENT 



HEDGEYE  46 

DRIVING DOWN RETURNS 

SIMILAR TO ENCORE, AS NEWER VINTAGES BECOME A HIGHER PORTION OF PRA’S 
PORTFOLIO, RETURNS SUFFER. IRR’S FIRM-WIDE ARE NOW BACK DOWN TO THE LOWS 
OF THE LAST CYCLE. 
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GROWTH IS SLOWING RAPIDLY 
PRA’s revenue and 
collections growth 
have both turned 
negative on a Y/Y 
basis. This is a 
sharp deterioration 
from the +20-30% 
growth rates 
throughout 2011-
2014. 
 
Aktiv spiked growth 
in 2H14/1H15, but 
the real growth rate 
is now clear. 
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PRAA VINTAGE-LEVEL EBIT 

• We’re more limited here in our ability to analyze the data because PRA’s historical disclosures about vintage level revenue didn’t begin 
until 2011. that said, 2012-2015 American vintages are exhibiting much lower operating income vs 2011. 

• More worrisome is the European portfolio. The 2015 vintage is below breakeven. Second, notice that 2014 is the only European vintage 
that seems to be doing well; it has a 2.46x EGC multiple versus 1.54x and 1.09x for 2012 and 2013, and 1.56x for 2015. To be clear, we 
believe the 2014 vintage appears to be superior only because of the goodwill that suppressed the 2014 Aktiv purchase price. 

Source: Company Documents, Hedgeye Estimates 
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CUMULATIVE EBIT BY VINTAGE 
The scatter plot 
shows clearly how 
poor the 2012-2015 
US vintages are 
relative to the 2011 
vintage, while the 
2015 EU vintage is 
below breakeven. 
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GEOGRAPHIC ALLOWANCES 
PRA’s other big 
issue their use of 
allowances. 
Allowance use has 
been ramping up 
meaningfully in the 
last year across 
both US and 
European 
vintages. 
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TOTAL FIRM ALLOWANCES 
In 1Q15, the US 
2012 vintage was 
carried at 2.10x 
and in 1Q16 it’s 
carried at 2.76x.  
 
This is in spite of 
taking 2012 US 
vintage allowance 
charges of $16mn 
against gross 
revenue over that 
same time period.  
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HISTORICAL ALLOWANCE CHART 
The recording of 
allowance charges 
generally 
corresponds with 
the cycle. Notice 
the uptick in the 
2007-2010 period, 
which resumed 
again in 2015. 
 
This chart shows 
allowance as a 
percentage of 
gross revenues. 
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PRAA FIRM LEVEL BREAKEVEN 

PRAA BREAKEVEN IS 2.0X 

The breakeven is lower than ECPG because of PRAA’s lower cost structure (40.5% vs. 47.5%).  

Source: Company Documents, Hedgeye Estimates 
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PRAA CORE BUSINESS BREAKEVEN 

PRAA’S CORE BUSINESS BREAKS EVEN AT 2.11X 

Source: Company Documents, Hedgeye Estimates 
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PRAA INSOLVENCY BIZ BREAKEVEN 

PRAA’S INSOLVENCY BUSINESS BREAKS EVEN AT 1.26X 

Source: Company Documents, Hedgeye Estimates 
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PRAA: EGC VERSUS PURCHASE-PRICE 
Like Encore, 
PRAA also has 
multiple vintages 
at or below the 
breakeven line. 

Source: SEC Filings 
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PRAA’S COST DATA POINT 
PRAA disclosed 
in a presentation 
that its US and 
Aktiv core 
collections costs 
were identical. 
-  As of Feb, 2014 
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RED LIGHT, GREEN LIGHT 
Just like Encore, 
PRAA’s proclivity 
towards debt 
financing surges 
late in the cycle.  
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OUR PRAA REVENUE FRAMEWORK 

As with Encore, this module applies historic vintage-level revenue progression rates based on EGC multiples to 
current and recent vintages to illustrate how revenue can (and, we think, will) decline going forward.  

*** THIS IS ONLY A PORTION OF OUR TOTAL REVENUE EXPECTATION (EXCLUDES PRE-2009 VINTAGES) 

Source: Company Documents, Hedgeye Estimates 
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PRAA INCOME STATEMENT  SCENARIO 1 
We’re 33% below 
the Street for 2017, 
and 43% below for 
2018.  

Source: Company Documents, Hedgeye Estimates 
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PRAA: FIXED COSTS AREN’T THE ONLY PROBLEM   

PRAA, like 
Encore, exhibits 
negative 
operating 
leverage in late 
cycle periods. 
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PRAA INCOME STATEMENT  SCENARIO 2 
In our bear case 
for PRAA, we get 
to 51% downside 
vs expectations 
for 2018 and 40% 
downside for 
2017. 

Source: Company Documents, Hedgeye Estimates 
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EVP, Chief Investment, Analytics and Operations 
Strategy Officer 

• Chief Global Investment Officer since 2015 
• EVP, COO of Owned Portfolios 2011-2015 
• SVP, Operations from 2008-2011 
• Joined in 2007 

 

Leadership roll in portfolio segmentation and ROI-
based collections 

• Presumably involved in the recently announced 
decision to decrease focus on purchase volume to 
support ROI/IRRs 

• On conference calls, he answered questions 
related to collection performance and was likely 
one of the company’s most knowledgeable about 
vintage level performance. 

Now he’s gone. 
 

 

NEAL STERN: WHY DID HE LEAVE? 
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D-Day: September 19, 2016 
A possible $300+ million charge 
This company has only $308 million in tangible equity. 

DEATH AND TAXES—MAYBE BOTH SOON 
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ECPG VS PRAA – US PORTFOLIO COMPARISON 
PRA consistently claims that it 
will achieve more collections 
for every dollar spent than 
Encore while achieving lower 
performance as measured by 
actual progress towards the 
EGC multiple. 
 
With the EGC multiple on the y-
axis and the progress towards 
that EGC multiple on the x-
axis, a completely horizontal 
jump to the left represents 
expectations for the same EGC 
multiple while having achieved 
lower collections 
performance. The 2013 
vintages are a good example 
of this. An even more 
egregious jump is one to the 
left and up. This implies not 
only lower collections 
performance but also a higher 
estimate for the EGC multiple. 
This is actually more 
commonplace. 
 
This is why we take little 
comfort in the fact that PRAA 
carries paper at higher 
multiples than ECPG. 
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Realized % of EGC Multiple [Cumulative Collections Multiple / Estimated Gross Collections Multiple] 

Source: PRAA, ECPG, Hedgeye Analysis 
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ECPG VS PRAA – EU PORTFOLIO COMPARISON 

The same 
relationship holds 
for European 
Vintages. 
 
Note that PRA’s 2013 
vintage is an odd 
duck. It has achieved 
negative cumulative 
revenue since its 
inception and is likely 
near 100% realization 
because expectations 
are low. 
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Realized % of EGC Multiple [Cumulative Collections Multiple / Estimated Gross Collections Multiple] 

Source: PRAA, ECPG, Hedgeye Analysis 
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APPENDIX 
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The vintage-level operating income table takes the revenue that Encore discloses for 
each vintage and subtracts out its pro forma cost, which is a Hedgeye calculation. The 
cost figures we use are not actual results reported by Encore since they don't provide 
them at the vintage level. However, we apply Encore's overall actual operating expense 
(excluding CFPB expenses and goodwill impairment) on a pro forma basis to the two 
major geographies (U.S. and Europe) based on their share of the overall "adjusted cost 
per dollar collected" which Encore does directly report. We then apply the geographic 
operating expense to each underlying vintage based on share of cash collections within 
each geography. (Note that the dark blue figures in the table are Hedgeye future 
estimates.) We believe this is a fair representation. 

VINTAGE-LEVEL OPERATING INCOME METHOD 
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PLEASE SUBMIT QUESTIONS* TO 
  

QA@HEDGEYE.COM 

*ANSWERED AT THE END OF THE CALL  
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FOR MORE INFORMATION, CONTACT US AT: 

SALES@HEDGEYE.COM 
(203) 562-6500 
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