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Operator: Good morning and welcome to the Santander Consumer U.S.A Holdings First 

Quarter 2014 Earnings Conference Call.  At this time, all parties have been 

placed into a listen-only mode.  Following today's presentation, the floor will 

be opened for your questions.  Please dial star one to enter the Q&A queue. 

 

 It is now my pleasure to introduce your host, Kristina Carbonneau from 

SCUSA Investor Relations team.  Kristina, the floor is yours. 

 

Kristina Carbonneau: Hello and thank you for joining the call this morning.  On the call today, 

we have Thomas Dundon, Chairman and Chief Executive Officer; and Jason 

Kulas, President and Chief Financial Officer. 

 

 Before we begin, as you are aware, certain statements today such as 

projections for SCUSA's future performance are forward-looking statements.  

Actual results could be materially different from those projected.  SCUSA has 

no obligation to update the information presented on the call.  For further 

information concerning factors that could cause these results to differ, please 

refer our public SEC filings. 

 

 Also on today's call, our speakers will reference certain non-GAAP financial 

measures, which we believe will provide useful information for investors.  A 

reconciliation of those measures to GAAP is included in the earnings release 

issued today May 1, 2014. 

 

 For those of you listening to the Webcast.  There are a few user-controlled 

slides for you to review as well the full investor presentation on the Investor 

Relations Web site.  Now I'll turn the call over to Tom Dundon.  Tom? 
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Thomas Dundon: Thank you and good morning everyone.  As one of our founding partners of 

SCUSA, I'm excited to speak to you today on our first earnings call as a 

public company.  Before we begin, I would like to first thank everyone who 

helped us with our recent IPO.  Our success would not have been possible 

without our employees, customers, advisors and investors.  And we look 

forward to working together and communicating with all of you in the years to 

come. 

 

 With me today is Jason Kulas, our President and Chief Financial Officer.  I 

will discuss our first quarter highlights ongoing strategic initiatives and 

growth drivers and afterward I'll turn the discussion over to Jason for a 

detailed review of the quarter's results.  We'll then open up the call for 

questions. 

 

 SCUSA has continued its momentum and overall we are pleased with our 

strong first quarter results.  Despite an increasing amount of competition in 

the fragmented auto industry, we are able to drive significant asset growth.  In 

addition, SCUSA earned first quarter 2014 net income of $81.5 million or 

$0.23 per diluted common share. 

 

 However, SCUSA earned core net income for the quarter, adjusted for non-

recurring after tax IPO related expenses, of $157.3 million or $0.44 per 

diluted common share compared to $113.9 million in the fourth quarter of 

2013, representing 38 percent growth and driving a core return on equity of 

22.4 percent and the core return on assets of 2.3 percent. 

 

 Asset growth was driven by robust origination volume of more than $6.9 

million in consumer loans and leases, representing the company's highest 

quarterly origination volume to-date.  Our total finance and other interest 

income grew significantly – grew significantly more than 58 percent to $1.3 

billion in the first quarter from $814.6 million in the first quarter of 2013, 

primarily driven by significant growth in our interest earning assets.  Due to 

the origination strength in the first quarter, we recognized an opportunity to 

retain a greater level of assets than we originally planned. 
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 The composition of these assets is in line with our strategic focus to retain 

and/or sell assets to achieve the highest risk adjusted return.  We believe this 

provides us with a solid base for the remainder of the year and despite the 

upfront provisioning for the higher level of retained assets, we still produced 

income exceeding our expectations for the quarter.  Having said that, we 

remain confident of financial objectives discussed prior to our IPO – through 

our IPO regarding our dividend payout ratio, return on equity and annual EPS 

growth. 

 

 SCUSA continues to operate as a unique and established player in consumer 

finance, with highly effective and leading technology to drive overall 

efficiency and productivity.  I would like to now spend some time providing 

additional details on our strategic initiatives and the drivers behind our growth 

strategy. 

 

 Overall, our strategy is to increase our market presence in the consumer 

finance industry while deploying our capital and funding efficiently.  Our 

efforts include expanding our vehicle finance franchise while simultaneously 

growing unsecured consumer lending and service for other platforms. We 

have made concerted efforts to grow both indirect and direct channels in 

addition to our original equipment manufacturer relationships in order to seek 

out additional sources of financing for customers and expand our overall 

consumer base. 

 

 Regarding OEM relationships, we have reached an important milestone with 

the completion of a successful first year of Chrysler Capital.  We are pleased 

with how the agreement has developed.  We are excited to move forward into 

year two of our ten-year agreement.  Combined with our strong position as a 

leader in the non-prime marketplace, we anticipate our agreement with 

Chrysler Group will continue to expand our competitive position in the prime 

sector of the market as well in the long term. 

 

 In the years ahead, and as we continue our legacy with Chrysler, we also 

expect to broaden our access to various channels and to operate a more 

diversified and risk balanced portfolio overall.  Additionally, the letter of 

intent with Maserati we announced in January will enable SCUSA to offer a 
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broad range of applicable products and services for Maserati vehicles under 

the name of Maserati Capital. 

 

 We also continue to explore and investigate other potential OEM relationships 

aimed at broadening our non-prime portfolio and adding incremental growth 

to our core business.  For example, our relationships have recently grown to 

include another OEM.  After completing several months of successful testing 

with this manufacturer, SCUSA will now provide non-prime retail auto 

financing through a turn-down program for new and used vehicles at their 

U.S. dealers. 

 

 I want to turn now to other recent deals.  First, regarding personal lending, we 

recently agreed to an expansion of the relationship we have with 

LendingClub, whereby SCUSA has the first opportunity to review for its 

portfolio applications that do not meet LendingClub credit policies.  Second, 

we also agreed to terms for a turn-down program with GreenSky Trade Credit, 

a technology company that facilitates consumer financing in the retail home 

Improvement space.  Lastly, in addition to the liquidity and funding initiatives 

that Jason will cover shortly, we have successfully executed two bulk asset 

sales of prime Chrysler retail loans to Citizens Bank. 

 

 Regarding the continuing evolution of our corporate governance, we are 

excited to announce the appointment of two new members to the SCUSA 

Board of Directors.  We appointed a new Independent Member, Heidi 

Ueberroth to the Board and to the Audit and Compensation Committees of the 

Board, increasing the total number of Directors to 12.  Ms. Ueberroth brings 

extensive experience in a wide range of disciplines and we look forward to her 

contributions to our Board of Directors. 

 

 Additionally, we are pleased to announce the appointment of Jerry Plush, who 

replaces Juan Carlos Alvarez.  Mr. Plush is recently appointed the Chief 

Financial Officer of Santander Holdings U.S.A, the U.S. bank holding 

company of Banco Santander that owns 60.5 percent of SCUSA.  We 

welcome both Ueberroth and Mr. Plush and look forward to working together 

to maximize our shareholder value.  We would also like to thank Mr. Alvarez 

for his service and contribution to our Board. 
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 Lastly, our Board of Directors had declared a quarterly cash dividend of $0.15 

per share payable on May 30, 2014 to shareholders of record at the close of 

business on May 12, 2014.  We expected this dividend – we expect this 

dividend to be about $52.3 million.  The dividend is consistent with our belief 

that SCUSA can produce both earnings growth and a strong total shareholder 

return. 

 

 I have the utmost confidence in the business and in our prospects to increase 

our market presence in the consumer finance space in the years to come.  

Despite increasing competition and a highly fragmented industry, we believe 

we're well positioned due to our efficient structure and the relationships we 

have will assist in our achieving our financial goals.  The ABS market has 

been stable.  Our core business remains healthy and strong.  And combined 

with our ongoing efforts to expand into new consumer lending channels and 

further pursue OEM and third-party relationships, I believe there is significant 

room to grow as we mature as a public company. 

 

 I would like to now turn to Jason for a review of our financial results.  Jason? 

 

Jason Kulas: Thank you, Tom.  And good morning everyone.  I share Tom's excitement 

today as we report our first quarterly results as a publicly traded company.  

Let me now describe our first quarter results in a little more detail. 

 

 SCUSA produced its highest quarterly origination volume to-date in the first 

quarter, originating more than $6.9 billion in consumer loans and leases 

driven by Chrysler Capital, including more than $3.5 billion in Chrysler retail 

loans and more than $1.2 billion in leases. 

 

 In the first quarter of 2014, SCUSA's average APR and new retail installment 

contract originations was 13.7  percent versus 17.4 percent in first quarter of 

2013.  While the credit mix shifted toward the higher credit quality borrowers, 

we maintain pricing discipline on these new originations. 

 

 For the first quarter of 2014 as compared to the first quarter of 2013, net 

interest income increased 43 percent to $1 billion from $732 million, driven 

by 51 percent year-over-year portfolio growth.  Interest income from 
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individually acquired retail installment contracts increased 46 percent to $988 

million for the first quarter of 2014 from $676 million in the first quarter of 

2013 due to significant growth in the portfolio. 

 

 Interest income from purchase receivables portfolios decreased 49 percent 

year-over-year to $69 million from $135 million, driven by continued runoff 

of the portfolio as we made no significant acquisition since 2011, instead 

maintaining a consistent focus on originating organic loans. 

 

 The average balance of the purchase portfolio has decreased to $1.8 billion in 

the first quarter of 2014 from $4 billion in the first quarter of 2013.  Leased 

vehicle income increased 55 percent for Q1 to $147 million from $95 million 

in Q4 2013.  Interest income from unsecured lending increased 15 percent to 

$82 million this quarter from $71 million in fourth quarter. 

 

 The provision for loan losses increased to $699 million in Q1 from $217 

million in the same period last year.  More than half of the provision increase 

was driven by upfront loan loss provisions related to the strong growth in the 

asset portfolio during the quarter, which helps to better position us for future 

earnings increases as interest income on this asset growth is realized.  The 

majority of the remaining increase is related to building loan loss reserves on 

the current portfolio, where we have seen recent stability and performance.  

We increased our allowance for loan losses to $2.9 billion in Q1 2014 from 

$2.5 billion last year and from $1.8 billion in Q1 2013 – excuse me from $2.5 

billion last quarter and from $1.8 billion in Q1 2013. 

 

 SCUSA's net charge-off ratio declined to 6.4 percent in the first quarter of 

2014 from 8.1 percent in the fourth quarter of 2013, as compared to a decline 

of 3.9 percent in the first quarter from 6.4 percent in Q4 2012.  So year-over-

year 2014 from 8.1 percent – 2014 to 8.1 percent from 3.9 percent – sorry to 

8.1 percent from 6.4 percent and to 6.4 percent from 3.9 percent.  These 

declines are evidence of regular seasonality patterns due to the tax refund 

season.  We've seen a similar impact in the delinquency ratio declining to 3.1 

percent as of the first quarter of 2014 from 4.5 percent as of the fourth quarter 

of 2013, compared to a decline in the same period last year to 3.3 percent 

from 4.6 percent. 
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 Moving on to operating expenses, during the quarter core operating expenses 

increased 33 percent to $199 million from $149 million in the first quarter of 

2013.  The increase in expenses is primarily due to the company's strong asset 

growth over the previous year and resulted in a 16.9 percent core efficiency 

ratio for the quarter versus 18.4 percent in the same period last year, as the 

growth in income for these assets exceeded the growth in expenses.  First 

quarter result also included a non-recurring pre-tax stock compensation 

expense totaling $118 million related to options vesting upon our IPO. 

 

 Turning now to liquidity, SCUSA generated – continued to generate strong 

demand from institutional investors and banks, evidenced by our capital 

markets executions year-to-date.  Specifically, we put in place three unsecured 

– sorry, three secured structure financings totaling $2.7 billion, including $1.5 

billion from our core securitization platform (SDOT) and two private 

amortizing transactions totaling $1.2 billion for both retail auto loan and lease. 

 

 We also put in place a Chrysler Capital financing for $765 million, an 

affiliated revolving credit line for $300 million and an additional debt facility 

of $250 million for retained bonds.  The sale treatment of the Chrysler Capital 

financing, along with our monthly loan sales to BofA and one of the bulk loan 

sale to Citizens Bank that Tom mentioned earlier produced $36 million in 

gains on sale for the quarter. 

 

 The second sale to Citizens occurred after the quarter ended and will be 

reflected in the second quarter.  These sales also contributed to growth of 37 

percent in the portfolio of loans and leases service for others to $6.2 billion at 

March 31, 2014 from $4.5 billion at December 31.  Servicing fee income for 

the first quarter totaled $10.4 million. 

 

 Since quarter-end, SCUSA has continued to be active in the capital markets, 

successfully executing two additional funding initiatives totaling more than 

$1.7 billion.  These initiatives included a SCUSA's second public 

securitization from the SDOT platform this year, as well as the series of six 

subordinate bond transactions to fund residual interest from existing 
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securitizations.  These funding initiatives continue to strengthen SCUSA's 

liquidity position. 

 

 In summary, in our first quarter of 2014, we produced strong asset growth and 

related net interest income, controlled operating expense growth and our 

earnings are in line despite increasing provisions.  We believe this higher asset 

base positions us well to achieve the financial objectives Tom mentioned 

earlier.  More specifically, we continue to anticipate a dividend payout ratio of 

30 percent of annual earnings, a return on equity of 20 percent to 25 percent 

and an annual EPS growth of approximately 10 percent. 

 

 Given our strong position in the industry, our efficient operating structure and 

our solid first quarter performance, we look forward to continuing these 

positive trends.  And with that I'd like to turn the call over for questions.  

Operator? 

 

Operator: As a reminder, ladies and gentlemen, if you would like ask a question, please 

press star one on your telephone keypad.  If you would like to withdraw your 

question, press the pound key.  Please limit your questions to one and one 

follow-up question to allow time for others.  We will pause for a moment to 

compile the Q&A roster. 

 

Your first question comes from Don Fandetti with Citigroup.  Your line is 

open. 

 

Don Fandetti: Yes, Jason.  On the servicing income and yield, it looks like it's coming in a 

little bit lighter.  I guess part of that is potentially mix less sub-prime sales, but 

can you talk a little bit about that?  Where you think that could go versus 

original expectations? 

 

Jason Kulas: Sure.  So, we self-service for others income of just over $10 million for the 

quarter.  The main driver – so that did represent growth because we saw an 

increase in the asset service for others.  The main driver in that coming in 

slightly lower than what you might have expected is that we retained more 

assets in the quarter, about $2 billion more assets.  So the offset there clearly 



SANTANDER CONSUMER USA HOLDINGS, INC 

Moderator: Thomas Dundon 

05-01-14/10:00 a.m. CT 

Confirmation # 35160355 

Page 9 

is we are seeing more interest income and the benefits of owning the assets 

versus selling them and only receiving the servicing income. 

 

 We continue to be very upbeat about the prospects for that service for others 

business.  We saw good growth in the quarter and we expect to continue 

seeing that going forward.  So, our expectation on the servicing income is still 

strong.  If there's an offset, it's because – if there's an offset to maybe what 

your full year projections might have been, it will be more than offset by the 

fact that we retained more assets and the net result should be positive. 

 

Operator: Your next question comes from David Ho with Deutsche Bank.  Your line is 

open. 

 

David Ho: Hi.  I just had a question on the reserving addition this quarter.  Can you parse 

out a little more the new versus legacy, was the rate of provisioning in line 

with the expectation and what can we expect going forward absent any kind of 

seasonality? 

 

Jason Kulas: Sure.  So as we look at provisioning, there are couple things.  So if you look at 

the more – as we said, more than half of the increase in provisions is related to 

new volume.  The provisioning for that volume is in line with what we'd 

expected performance to be.  One of the things that we saw through the course 

of 2013 is we did see a little bit of a lift in losses for 2012 and 2013 vintages 

as they aged earlier in the year, but as we got to later in the year and really 

through the first quarter of this year, we've seen a lot of stability. 

 

 So we did have an increase in provisions on assets already on the books.  But 

if you look at the level of provisioning that we have now, we don't expect that 

to change from this point forward considerably.  We think we've kind of 

reached a level and a point of stability in that performance that we feel pretty 

good about. 

 

David Ho: OK.  So if I look at the rate of provisioning, is 11 percent kind of what you 

guys expect going forward or is that kind of the – does the new loan aspect 

versus the legacy portfolios as… 
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Jason Kulas: Yes, we look at it as a little bit lower than that because – I guess it depends 

what numbers you're using.  So if you look at on a trailing four quarters basis 

over assets not including leases, we think it's a little bit lower number than 

that and we don't – in the first quarter and we don't see that changing really 

very much at all from that level for the remainder of the year.  That's sort of 

our view right now, but clearly we'll continue to evaluate that. 

 

David Ho: OK.  And can you speak a little more about competition in the sub-prime 

space, particularly with Chrysler, maybe with one of your major competitors 

there?  Have you continued to see opportunities without compromising your 

credit policy?  And what was the penetration rate this quarter? 

 

Thomas Dundon: This is Tom.  So, we feel like the world became a little more aggressive in 

2012 and 2013.  Towards the end of 2013 we thought we saw some stability in 

the way loans are being originated in terms of structure and price, and that's 

maintained in the last few months.  So it feels like the industry is settled in 

and the deal structures and the pricing is pretty stable right now.  So, from a 

competition perspective, there's nothing out of the ordinary.  Obviously there 

are lots of people who know how to do car loans, so there's clearly 

competition, but we feel pretty comfortable that we can originate the loans the 

way we want at the price we like.  And on which… 

 

Jason Kulas: Penetration for the first quarter has been above the 31 percent target. 

 

Thomas Dundon: So, we're talking Chrysler here? 

 

Jason Kulas: Yes. 

 

Thomas Dundon: So on the Chrysler penetration, it's in the 35 percent range. 

 

Operator: Your next question comes from Mark DeVries with Barclays.  Your line is 

open. 

 

Mark DeVries: Yes, thanks.  First off, could you give us a sense for what your outlook is for 

charge-offs for the next year given that your delinquencies both in the 30 to 60 

day bucket and 60-plus are down materially year-over-year? 
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Thomas Dundon: Sure.  So one of the things that the industry is seeing and we're no different is 

the – as loans roll into delinquency, the percentage of loans that cure versus 

roll to charge-off has been unfavorable compared to, say, three, four, five 

years ago.  So, I think even though delinquencies are down, we are still sort of 

maintaining what we think is a cautious approach to projecting losses, because 

we think that the cure rates aren't as high as they were when there was less 

competition and less access to credit.  Customers were more likely to cure, I 

don't exactly know why, it's just what the data says.  So, even though 

delinquency is down, we're still expecting loss rates that could be considered 

conservative until we see different.  Still we see those cure rates stabilize or 

improve, we're going to just assume we're going to keep getting what we're 

getting. 

 

Mark DeVries: OK, got it.  And just a clarification.  Jason, did you say you wouldn't expect 

reserve levels to move up much from here, so provision should more closely 

match charge-offs?  Is that the right way to think about your comment? 

 

Jason Kulas: Yes, it was.  As we look at the provisions, the trailing four-quarter provisions 

as a percentage of the average manage assets excluding lease, we don't see 

that percentage changing considerably one way or the other unless, as Tom 

said, we see a dramatic improvement in performance.  But we don't – we see 

stability, we don't see it getting worse. 

 

Mark DeVries: OK, great.  And just one more if I could.  Could you quantify at all what kind 

of volume you expect to see from all these new initiatives, you're new turn-

down business, the Maserati Capital and then the new business on the 

consumer lending side? 

 

Thomas Dundon: As we looked at our – as we sort of project our budgets and our strategic 

plans, our goal has always been to try to have as many opportunities and 

relationships, so we can maintain discipline and I think the best way to 

characterize it would be that we've been successful increasing the size of the 

funnel and therefore it allowed us to be pretty smart about the price and the 

structure of the credit that we originate.   
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And I think the way we would anticipate taking advantage of additional 

opportunities would be potentially selling a few more assets and retaining 

more servicing business.  But it's so hard to predict how other folks will react 

that we're pretty comfortable that we've got enough relationships to maintain 

the pricing and the volume that we've laid out, but I don't think we're at a 

point yet to declare that we think we can do substantially better in terms of 

originations and pricing. 

 

Mark DeVries: OK, great.  And just to clarify, anything you – any volume you do in these 

businesses would be incremental and outside of what you've communicated to 

everyone during the IPO process, correct? 

 

Thomas Dundon: No, I think we had a lot of this planned during the IPO process.  There's 

nothing dramatically different today than 60 days ago, I don't think. 

 

Mark DeVries: OK.  You certainly talked about it, but it wasn't necessarily built into models, 

right? 

 

Thomas Dundon: Once again it's so difficult to be able to predict how other businesses are going 

to react.  And so we want to have more opportunities than we need is sort of 

our philosophy.  And yes, we feel pretty good about the number of 

opportunities we have in the pipeline. 

 

Operator: Your next question comes from (Charles Mann) with Wells Fargo.  Your line 

is open. 

 

(Charles Mann): Good morning and thank you for taking my question.  On a core basis, the 

efficiency ratio dropped to 16.9 percent from 19.2 percent last quarter.  Is that 

level sustainable and how should we think about that going forward? 

 

Jason Kulas: Yes.  So the expenses – we're constantly looking for ways to make the 

platform more efficient.  I think you know we've achieved expense levels and 

efficiency ratios that are among the better ones in the industry.  And so I 

would say that's a level that we could see some slippage from relative to what 

we achieved in Q1.  We had a couple of non-recurring items. They are fairly 

small, but that might've slightly increased that expense number. 
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 So, as we look for the rest of the year, we're looking at expenses that are more 

closely in line with what we thought prior to Q1 for the rest of the year.  And 

so maybe as you look at the year, slightly below where we were before but 

still slightly higher than where we came in Q1. 

 

(Charles Mann): OK, great.  And if I could ask a quick follow-up, could you give us some 

detail on the some of the loans that were retained during the quarter that were 

– you mentioned you'd retained more than you would expected, were those 

prime, non-prime or Chrysler originations? 

 

Jason Kulas: So the way we look at that, as you know we have these programs in place with 

BofA and now Citizens, and then we have our securitization platform.  And so 

what we tend to do on those assets are the most prime assets tend to go to 

those outlets first.  What's remaining is still fairly high profile and still kind of 

a mix of probably prime and non-prime depending on where you cut it off and 

how you define it.  For us, the opportunity – we should be clear about this, the 

opportunity for us to retain these assets was driven by our ability to retain the 

asset provision for them and still hit our own expectations for earnings and we 

view that as a very positive thing.  It wasn't driven by any lack of interest in 

buying the assets, in fact it's the exact opposite. 

 

 We feel like every day we get more reverse inquiries on our desire to sell 

asset, structure more deals to sell through the residual and those kinds of 

things.  So it was an opportunistic thing for us.  What we do going forward?  

Well, it remains to be seen.  Our focus right now is to continue to retain – 

sorry, to continue to originate assets that meet our return targets across the 

board and sloping with credit from super-prime through sub-prime, so that if 

we keep an asset, it's a good asset as long it is in the credit spectrum. 

 

Operator: Your next question comes from Cheryl Pate with Morgan Stanley.  Your line 

is open. 

 

Cheryl Pate: Hi, good morning.  Just a couple questions.  I think first turning back to credit, 

can you just give us some sort of breakdown as to what the newly originate or 

the ongoing portfolio credit losses were versus the purchased portfolio losses 

in the quarter? 
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Jason Kulas: Ongoing versus purchase, what I would say to that is the purchase portfolio 

has gone down to such a small level, it's $1.3 billion of the total now, so we 

could follow-up with that offline, but it tends not to influence the whole very 

much because it's such a small piece now.  Those are auto assets mainly with 

the two-year average life and they just run off so quickly.  I mean the average 

amount for – the average amount for the entire year was $1.8 billion, down 

from $4 billion in the previous year and the actual amount at quarter-end was 

something like $1.3 billion. 

 

Cheryl Pate: OK.  I guess I'm still trying to reconcile the size of the reserve build was a bit 

higher than we are looking for.  Can you maybe just give us some more color 

on your reserving methodology for new originations?  I think we talked about 

previously sort of the 15 or 16 months sort of forward reserve process.  

Anything you can share in terms of methodology would be helpful. 

 

Jason Kulas: Sure.  We have a very formal process where we use a vintage model to project 

performance and we look at loss emergence periods and make sure that we are 

provisioning for the business in line with those results.  We've got separation 

of duties to make sure that we've got separate risk functions projecting losses 

from the people in accounting, putting the provisions in place in those kinds of 

things.  We also have a governance and oversight structure that creates the 

need to have committees at the management level, but then also reporting up 

to the Board level on what we're doing on provisioning for loan losses.  So it's 

a very formal process. 

 

 So what drives an increase or decrease in that tends to be just our expectation.  

So if you look at new originations, that's pretty straightforward, we go through 

our process and we have an expectation for losses and we provision.  If you're 

looking at the existing portfolio, so what already existed as we went into the 

year and any increases in provision on that is just simply that every single 

month, we update our forecast for expected remaining loss and we put that 

same methodology for coverage of expected losses on it.  In short, the answer 

is we need more to reach those coverage levels then we put more.  So as we 

went through the bulk of 2013, the answer was that we needed to put more 

and now as we kind of look at early 2014 or remainder of 2014, we feel like 

we see some stability there. 
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Cheryl Pate: OK.  And then maybe just one last quick one.  In terms of the Chrysler 

origination volume, could you break it out in terms of prime versus non-prime 

for us? 

 

Jason Kulas: Yes, we've got that.  Let's see.  As far as the whole – the entire business – the 

entire business is a little more than – a little more than half non-prime.  The 

Chrysler business is – give us one second.  Got quick access to this.  We may 

have to – we have to follow up with that because I know we've got here, we 

are just looking at our notes. 

 

Operator: Your next question comes from Moshe Orenbuch with Credit Suisse.  Your 

line is open. 

 

Moshe Orenbuch: Great, thanks.  Kind of two parts related to the same thing, I mean you 

mentioned that the returns on the business that you originated were – some of 

it was high enough to retain, but I would assume that if you're saying that over 

$200 million of the reserve increase was related to the new – the new 

business, that essentially in that quarter and this quarter it kind of is pretty 

costly, right?  And your profits would – if nothing else changed and your 

originations went back to kind of what you had previously expected, but 

profitability would actually increase.  I mean is that a fair way to think about 

it? 

 

Thomas Dundon: That's fair. 

 

Moshe Orenbuch: OK.  Any kind of further guidelines about from a capital utilization standpoint 

about how much asset growth you would be willing to put on the books and 

how we should kind of think about that? 

 

Thomas Dundon: Sure.  I think the way we would look at it is, we have – we want to maintain 

some discipline in terms of the size of the balance sheet and given that we're 

early in the year, there is a lot of access to liquidity, we had the ability to 

originate loans at the prices we like, we went ahead and originated the loans 

knowing that we have the optionality in the future to either be more 

conservative in origination and end up where we wanted to be for the year in 
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size of portfolio or we can sell them – sell off those the additional assets that 

we're able to originate. 

 

 So because we don't know exactly what we'll be able to originate and at what 

price in the future, we felt like when we have the opportunity to take assets at 

the price we like we should take him and give ourselves the option in the 

future.  So, that's all we did there – was instead of selling assets, expecting 

originations to be at a certain level of the future, we decided to hold the assets 

and allow ourselves some optionality for the rest of the year. 

 

Moshe Orenbuch: Right.  And so would you actually sell assets out of portfolio then if you had 

kind of higher yielding assets being originated in the second or third quarter? 

 

Thomas Dundon: Yes.  If we were to originate – if we were to exceed our origination 

expectations, then yes, we would sell more.  We have the ability to sell.  It's 

very easy, it's a very robust market, so we feel confident in our ability to sell 

whatever amount of residual we need in our assets and so we watch it pretty 

closely to make those decisions.  And once again, it's so elastic in terms of the 

sensitivity to price and closure rates that you can – we have to judge between 

selling some assets versus holding a little more yield on originations.  So it's 

not as simple as sell, don't sell, it sort of all works together and I think we'll 

make – I think we put ourselves in position to have some optionality in the 

future is all we're doing. 

 

Moshe Orenbuch: Got it.  Very last thing for me is, sounds like you didn't want to mention who 

the other OEM was, but is there way you could kind of give us maybe the 

sales of Maserati and that other partner together to kind of get a sense as to 

how robust opportunities those are? 

 

Thomas Dundon: Sure.  I think Maserati is fairly small, large loan size.  And in that deal, we 

have a pretty good partnership with the Fiat Group in terms of there is share 

on the residual.  And I would expect the Maserati to be fairly small.  The other 

partner is about 4 percent market share of new cars, I believe, and so it's in 

that range.  And I think the way we look at it is probably along the same 

conversation we're having, it gives us more opportunities to see applications 



SANTANDER CONSUMER USA HOLDINGS, INC 

Moderator: Thomas Dundon 

05-01-14/10:00 a.m. CT 

Confirmation # 35160355 

Page 17 

that maybe we wouldn't have seen and therefore we can be a little more 

discerning in which ones we pick and at what price. 

 

Moshe Orenbuch: Got it.  Thanks so much. 

 

Jason Kulas: Just quickly to follow-up – sorry, quickly to follow-up on the question before 

about the mix of prime and non-prime in Chrysler, about 57 percent of our 

originations in Q1 for Chrysler were prime; obviously, all of the lease and a 

good portion of the retail. 

 

Operator: Your next question comes from Matthew Howlett with UBS.  Your line is 

open. 

 

Matthew Howlett: Well, hey guys.  Thanks for taking my question.  Just on in the loss provision 

outlook, any change in severities repossession rates?  I mean has there been a 

change in the outlook on that? 

 

Thomas Dundon: Sorry, can you say that again. 

 

Matthew Howlett: Any change in loss severities with that provision build from the original rates? 

 

Thomas Dundon: Yes, it's been pretty – it peaked a couple of years ago and has come down a 

little bit, but nothing material that's unexpected I should say. 

 

Matthew Howlett: Right.  Got you, OK.  And then just on the consumer lending side, any 

projections regarding what's going to come from LendingClub and GreenSky 

this year? 

 

Thomas Dundon: So we – let me see if I can find it.  It's looking like – what is that per month?  

About $70 million?  So about $70 million per month by the end of the year. 

 

Matthew Howlett: For both? 

 

Thomas Dundon: Total in the unsecured space, so about $90 million with LendingClub and 

GreenSky together.  And then, we have some originations that are similar 

consumer loan originations that will come through sort of a more direct 

platform that we generate ourselves and that should start end second quarter, 

early third quarter. 



SANTANDER CONSUMER USA HOLDINGS, INC 

Moderator: Thomas Dundon 

05-01-14/10:00 a.m. CT 

Confirmation # 35160355 

Page 18 

 

Matthew Howlett: Got you.  Is there any like (inaudible) in terms of growth in 2015 and out?  I 

mean anything that we can just kind of anticipate?  I know it's very early on in 

that build out. 

 

Thomas Dundon: Are you talking about just the unsecured growth? 

 

Matthew Howlett: Yes. 

 

Thomas Dundon: So, we think it's going to be about 10 percent of the portfolio in the next 

couple years.  It so much depends once again on the where the best yields are.  

So if we think that space offers a better risk adjusted return, then you might 

see that a little higher.  It's not that neither type loan in unsecured or an auto 

loan is very difficult to do more of, we make that decision based on the price 

for the risk. 

 

Matthew Howlett: OK, got you. 

 

Thomas Dundon: It's hard to look out too far in the future in terms of exact mix. 

 

Matthew Howlett: Got you.  And then last question on the re-securitization of the residuals.  In 

terms of the margin can we expect an improvement and if we continue doing 

these that the margin will generally improve? 

 

Thomas Dundon: Sorry, can you say that one more time. 

 

Matthew Howlett: The re-securitization and we can just – what would the impact of that will be 

on your margin if you continue to do more of these? 

 

Jason Kulas: Oh, sure.  So, obviously the benefit of the re-securitization is to take seasoned 

assets where you have investors who want to invest in new subordinate 

tranches on upgraded pools to get some additional proceeds and still keep a 

structure that everybody thinks is a solid structure.   

 

So for us, it's really just about how we manage liquidity.  We don't expect a 

huge cost benefit from that.  It's more about just equity dollars and we're 

pretty rigid and structured in how we do that, how we manage liquidity and 
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look for efficient places in the market.  And right now, that repack market 

looks to be a fairly efficient place to get incremental liquidity. 

 

Matthew Howlett: Now, would it only be for seasoned?  I mean how seasoned – I mean given – 

could you vision you going forward on stuffs you originated today or is it just 

on season stuff that's just been upgraded and truly outperformed original 

expectations? 

 

Jason Kulas: Yes, you tend to need a little bit of seasoning on those because really you need 

to be in a place where the deals have been upgraded and you have some 

proceeds that can be taken out of issuing new tranches at rating levels that you 

would have issued before anyway.  And so for us that means for this deal that 

we waited a couple of years, could you do a little bit inside of that?  You 

probably could but it really depends on the rating agency's view of 

performance of pools and those kinds of things as they age. 

 

Operator: Your next question comes from Rick Shane with JP Morgan.  Your line is 

open. 

 

Rick Shane: Guys, thanks for taking my question.  And one of the things we're just trying 

to do sort of first time through is get a feel of the geography of the disclosure.  

So if I ask questions whether the data is there, I apologize in advance.  I just 

want to clarify your response to Cheryl's question.  You said 57 percent of the 

Chrysler volume was prime.  That's 57 percent including the lease portfolio, 

which we assume is 100 percent prime.  So realistically, the loans – consumer 

loans were lower percentage than that? 

 

Jason Kulas: Yes, that's right.  The lease is prime. 

 

Rick Shane: Great.  Second, you guys had talked a little bit – sort of given some 

parameters around what percentage of each bucket you would sell and now 

we're sort of trying to back-end it to gain on sale margins.  Can you provide 

along those categories, the amount of loans and leases that you actually sold, 

so that way we can get a sense of where gain on sale margins are and project it 

going forward? 

 

Thomas Dundon: So on the lease, we don't – do we get a gain on sale on lease? 
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Jason Kulas: We don't expect one. 

 

Thomas Dundon: So on lease and on super-prime, there is very little to no gain on sale.  It's 

almost a service, it's part of doing this.  And we do retain a servicing strip that 

has some income.  And then as you move down the credit spectrum to a more, 

we'll call it, a prime to near-prime, there starts to be in the 20 to 50 basis 

points of margin on a sale, and then once again the servicing strip.  The 

servicing strip is the primary driver behind these sales. 

 

 We probably would have to follow-up to quantify by credit spectrum, because 

when I say prime, it means something different to lots of folks.  And so it 

might be something we can just follow up on and give a little more detail 

around, now that we have a little more time under our belt to show sort of 

where that's ending up.  But it's pretty consistent to what our expectations 

were in our strategic planning at the end of last year. 

 

Rick Shane: Got it.  And Jason, the way I'd love to think about it is, I mean, what we have 

the numerator of the equation, we know what the gain on sale is, we just 

would want some way to think about what the denominator is.  We can kind 

of back into it if we got the right portfolio run off, we can kind of sale for it.  

But I think it would actually be a lot better for everybody if you had a good 

denominator and then could get a real visibility on what that gain on sale 

margins looks like. 

 

Jason Kulas: Yes, sure.  And we can go through that in more detail offline for sure.  One 

thing we should say though is, the bulk of that gain is being driven by the 

Chrysler Capital auto receivables trust deals that are sold through the residual.  

And so if that's helpful. 

 

Operator: Your next question comes from Jason Arnold with RBC Capital Markets.  

Your line is open. 

 

Jason Arnold: Hi, good morning guys.  I'm just wondering if you could comment on 

additional flow sale opportunities.  I know you have the existing structure 

with BofA, but are you seeing other opportunities out there for flow sale 

agreements? 
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Thomas Dundon: Yes, there's lot of opportunities.  That's maybe not anything – there's probably 

not much more we can act upon, just the amount we can originate versus what 

we want to keep.  So I don't expect there to be too many more, but there might 

be one or two more relationships that we are working on that could come to 

fruition. 

 

Jason Arnold: OK, super.  And then I'm just curious if you could also comment on what 

you're seeing on the pricing and market trends in the ABS side of the market 

as well here? 

 

Jason Kulas: Yes.  So, the ABS market has continued to be really stable and steady.  

Liquidity – access to liquidity for really all types of issuers continues to be 

very strong.  And so because of that the executions, the quality of the 

executions has remained really close to the levels that we've seen.  You will 

see small movements in enhancements and spreads from deal to deal, but we 

really haven't see a considerable shift in the quality of the executions.  In fact, 

the deals that we've done this year we've upsized and had a decent amount of 

price tension and felt like they were really good execution.  So, I guess, long 

way of saying, it's really stable and as strong as it was as we closed up the 

year last year. 

 

Operator: Your next question comes from Eric Beardsley with Goldman Sachs.  Your 

line is open. 

 

Eric Beardsley: Hi, thank you.  I was wondering if you could share the dollar amount of 

originations that you retained during the quarter and what the APR on those 

were. 

 

Jason Kulas: Sure.  So have – how we much sold.  We sold $1.7 billion in the quarter and 

that was on originations, total originations of 6.9 percent. 

 

Thomas Dundon: Do we know what the yield is?  Do we have the yield on that? 

 

Jason Kulas: And the yield on that was retained – we may have to follow-up with that.  We 

can follow up with that offline. 
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Eric Beardsley: OK.  And do you have the charge-off on the unsecured loans versus the auto 

loans? 

 

Thomas Dundon: We do, it's really small.  So, I don't know if we broke it out separate. 

 

Jason Kulas: Of the total, of the $400 million in losses, it was like 10 percent – less than 10 

percent, it was like 8 percent. 

 

Eric Beardsley: OK.  And then just back to the provision question.  I think it's been asked 

several ways, but just curious, moving forward if were to think about your 

quarterly provision, should we think about this primarily as you're expected 

losses on that period's originations?  And if you can go over how many 

months are you looking at. 

 

Jason Kulas: Yes, it's always going to be a mix of upfront provisioning on newly originated 

assets and then changes in provisioning on assets that were there prior to that 

month, So that it's always going to be a mix of the two.  We haven't talked in 

terms of number of months coverage, but if you look at the ratio we were 

talking earlier about the provisions as over kind of average managed assets, 

it's kind of trailing four-quarter provisions of our average managed assets and 

the level we were – and the denominator would not include leases. 

 

 The level that we were for Q1 is the level we see as we kind of look into the 

immediate future.  So we're not expecting a big shift there and that's so 

hopefully that's helpful.  So the level where we are right now, whether it's in 

terms of that ratio or month coverage is about the level we expect to see for 

the foreseeable future. 

 

Eric Beardsley: Got it.  So, if you are reserving upfront for your originations then presumably 

must something change on the assumptions whether it be for better or worse, 

then you shouldn't really have too many movements relate to the existing 

portfolio.  Is that fair to think about it that way? 

 

Jason Kulas: Yes, I think that's fair for where we are now.  The good news for us is, is 

we've really – we feel like our projection models are working really well for 

the assets that are already on the books.  As we see each month kind of come 

in for the past several months, we haven't had any negative surprises.  We feel 
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like the models are fairly accurately projecting what we're seeing.  Clearly, 

that can change from time to time and as it does we'll communicate that.  But 

for what we're seeing right now.  There's lot of stability. 

 

Thomas Dundon: So the 2009 in 2010 and 2011 vintages all performed better than we thought 

and the 2012s and 2013s were worse.  And now we feel like what we've seen 

the last few months is stabilization, right?  We're actually getting what we 

think.  So it was – the problem with models is it's built off of history, and so 

when the history is bad, you tend to overstate the future and when the history 

is good you tend to overstate them, but you got to have them. 

 

Eric Beardsley: OK.  But this isn't like a life of loan losses that you're doing upfront, 

presumably this is some certain amount of time you just haven't said. 

 

Jason Kulas: That's exactly right.  Yes. 

 

Operator: Your next question comes from Brian Foran with Autonomous.  Your line is 

open. 

 

Brian Foran: Hi, good morning.  The metric you mentioned a couple of times now, the 

four-quarter trailing provision divided by managed – average managed assets 

minus leases.  I mean, just to make sure we are all working off the same base, 

can you just clarify what the actual number that equates to? 

 

Jason Kulas: I think that's – it's in kind of a low 9 percent range; is the way that calculation 

comes out. 

 

Brian Foran: So kind of like $2.3 billion in trailing four-quarter provisions and roughly $25 

billion of this adjusted asset metric you're giving? 

 

Jason Kulas: Yes.  That sounds right. 

 

Brian Foran: And then on the stability you're referencing, on the late 2013, early 2014 

vintages, is there any finer point you can put on whether it's delinquencies 

three or six months post origination or whether it's the lifetime losses you're 

expecting, just kind of what has been the progression between the worsening 

you saw in 2013?  And I guess ultimately what I'm trying to understand is 



SANTANDER CONSUMER USA HOLDINGS, INC 

Moderator: Thomas Dundon 

05-01-14/10:00 a.m. CT 

Confirmation # 35160355 

Page 24 

when you say there is stability in recent months' vintages, is that stable to 

where the 2013 vintages were or is that just able to where your model is or 

how are these new vintages performing relative to the first half 2013 vintages, 

I guess? 

 

Jason Kulas: Yes, I think just sort of by definition if it's stable to the model, it would be 

stable to past vintages.  So, we – it gets difficult to be real precise in the sense 

that world changes, advance rates change and so mix changes.  But I would 

say that the 2014 – my anticipation is that the 2014 vintages will perform 

about like 2013.  And I think 2012, 2013, 2014 are all going to be similar with 

a little deterioration going towards 2013, but stabilization towards the end of 

2013, and now early 2014. 

 

Brian Foran: And is there any metric, whether it's a cum-loss metric, early delinquency 

metric, targeted ROI metric, I mean just so we can understand like-for-like 

what that worsening in 2013 stability and 2014 versus 2012 and 2011., I mean 

is it – what does that actually mean these vintages are coming in? 

 

Thomas Dundon: Yes.  So the only way to look at really early vintages is looking at first and 

second payment rates, percentage of payments that are made.  And those 

numbers for 2014 are as good or better than 2013, but to give a 30 or 60 

number on a portfolio basis, it wouldn't give you much.  I don't think it would 

give you much.  It wouldn't help much.  So let me think about if there is a way 

we can show the trends with some sort of static pool numbers to be helpful 

here, because once again a delinquency number becomes misleading given 

that we're talking about vintages at different aging points. 

 

Operator: Your next question comes from John Hecht with Stephens.  Your line is open. 

 

John Hecht: Good morning.  Thanks very much.  With respect to the approximately $2 

billion of core non-prime auto receivables you originated, can you tell us what 

the yield and discount was on those and what the trends are in that product 

category? 

 

Thomas Dundon: Let me see if we can quickly access that. 
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John Hecht: OK.  While you're doing that, second question is, you mentioned that the cure 

rate for delinquent accounts is shifting and you're trying to put your finger on 

why that might be the case.  I just wanted to get a little context here.  Have 

you seen those factors migrate historically and what kind of behavioral 

changes at those points in time led to that change? 

 

Thomas Dundon: I think getting away from quantitative measures for a second, I think our 

feeling is that when there is – a couple of things have happened.  One, as we 

do a better job in the early buckets and knowing which customers with our 

different models, who to call, who not the call, what rolls, there's been 

exchange over time about what actually rolls, but I think the most important 

factor is just when there is limited access to credit and used car values are 

really strong, as people get behind, they make a rational decision to sort of 

stave off that by default and as loan to values increase and used car values 

aren't as strong and consumers are not as protective of their credit today as 

they were when maybe access to credit was restricted, you see change in – 

you see a change in the number of people that are in delinquency that cure and 

I think it's because consumers make rational decisions.  And at some point if 

you owe too much on your vehicle and you have an access to another vehicle, 

because there's open channels in the world, used car dealers, buy here, pay 

here, et cetera, that you see a sort of a shift. 

 

 So it's a combination of as we've changed, how we go about collecting in our 

business, and maybe get better of who we let go a little further and who we 

don't.  And then the psychology and the business sense that the broader 

consumer has in making their decisions.  We were shocked by the number of 

customers that didn't roll to default in 2009 and 2010.  And the explanation I 

gave is the only thing I can come up with, because there's nothing within the 

credit bureau or within our analytics that is telling you why this is happening 

until you get into the access to credit and value of collateral.  And those two 

factors are the big changes that we see. 

 

John Hecht: That's great color.  Thanks. 

 

Jason Kulas: And just a follow-up on the first question on the yield.  So for the core 

business that you're referring to, the trend we've seen over the quarter – 
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effectively the yield was around 18 percent for the quarter; trended from 17 

percent in January up to 18 percent in February and March. 

 

Operator: There are no additional questions at this time. 

 

Thomas Dundon: Great.  So, thanks everyone for joining the call today and for your interest in 

SCUSA.  Our Investor Relations team will be available for follow-up 

questions and we look forward to speaking with you again next quarter.  

Thanks. 

 

Operator: This concludes today's conference call.  You may now disconnect. 

 

END 

 


