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Host:  Since we are already on the clock I will be very, very quick in my introduction of Jason 

Kulas, who is the CEO of Santander Consumer. I guess one observation I would make is that 

Santander has certainly had an interesting 12 to 18 months and I think Jason would be the first to 

acknowledge that. 

 

I also think it's important that when we think about the stock and the performance that we sort out 

some of the back office challenges or administrative challenges from, actually, the strong 

fundamental performance of the core business. 

 

Despite all of these challenges, management really has, I think, not only been successful but 

made really good decisions to get there in terms of some of the underwriting decisions and 

understanding the core market. When we look at this business going forward, we really need to 

think about both the strategy and the tactics and management's real nuanced understanding of 

their core market. 

 

With that, I'll turn it over to Jason. 

 

Jason Kulas:  Thank you very much. Thanks for having us. What I'd first like to do is just 

introduce some of our other executives we have in the room. If you could just stand, Izzy 

Dawood, our CFO. He's here with us. Andrew Kang, our Treasurer and Evan Black, who runs 

Investor Relations for us. We also have Paula Cricca. She's in the room, as well, from Santander 

IR. 

 

We have a big group here. Thank you all for coming. 

 

What I'll spend some time talking about first is a slide that, if you've been tracking as you're very 

familiar with, but it's worth spending a little bit of time on this just to reiterate what our focus is. It 

really goes back to the comments that were just made. 

 



We feel like if we continue to be disciplined in the credit decisions we make, continue to be as 

smart as we can be on credit, leverage our experience in our data and our technology, continue 

to build an infrastructure that supports being more classic compliance and putting the customer at 

the center of everything we do. 

 

If we continue to do all those things, we're building a company that's going to be successful for a 

very long period of time. By any short-term measure, we certainly had some challenges in the 

industries. It seems some issues and challenges are along the way. I'll talk about some of those 

and where we stand on those. 

 

Also, you'll hear from me some enthusiasm about what is coming, in terms of what we think we 

can manage and what's under our control. A lot of that's related to Chrysler. 

 

Just quickly going through the four pillars of our strategy. We'll try to keep this very simple and 

straightforward, but it's very meaningful to us. 

 

It begins obviously with vehicle finance. That for us is really three components. It's Chrysler 

Capital, which represents the single biggest opportunity we have in this business today. At the 

lower levels of penetration where we currently are an even bigger opportunity than it might have 

been even a year or two ago. We're really, really upbeat about Chrysler Capital and what that 

brings to the business. 

 

Then you have the non-Chrysler, non-prime business that we sometimes call the core business. 

That's a business that we've been in for a long time. It's the business that got us here that we 

continue to have a big presence in. We've had some changes in the near term that are driven 

more by competitive factors that we'll talk about. 

 

Then we have our Road Loans platform which another really non-prime platform, but it's our 

direct to consumer approach. 

 

While it makes up less than two percent of our overall originations, it's a platform that is right in 

line with where we think consumer trends are heading and what you see a lot of talk and 

discussion about -- I'm sure a lot of the think tank meetings going on today -- are talking about 

these kinds of platforms. We have one. We're focused on continuing to really dig in and make that 

as good as it can be. 

 

 



What drives our business today is the traditional model. We support the dealers we do business 

with. We think that's the way for a long time that deals will be done. Around the fringes of that, we 

think there are some growth areas in the business that we'll be able to leverage Road Loans for 

and not be left behind as those other things happen. We feel like it's a really good hedge for us 

and a good business. 

 

That leads into the next pillar which is for us service for others. Service for others is really driven 

by the vehicle finance business. What's important about that for us, especially as we consider our 

growth opportunities in prime, is we originate prime to sell to third parties and retain servicing. 

That grows our service for others platform. 

 

We'll talk a little bit about that. We've got a slide on that and some of the timing differences that 

can occur over time, but we're still very excited about the future of that business. 

 

Funding and liquidity, extremely important obviously for any consumer finance business. The 

important thing to remember about us is we run our business as if we weren't majority owned by 

a bank. We leverage the asset backed securitization markets. Really good story to tell there. 

We're a seasoned issuer there, have been for a long time, and have a really good investor 

following. 

 

To the extent there's a dislocation there, we tend to be on the later stage of losing access to that 

kind of a market because of the depth that we have there. 

 

We also have funding from our parent. We've got obviously a lot of very important big banking 

relationships, but we also have funding from our parent which has recently increased. That's an 

aspect of the business that we use more of a fallback that really gives us a competitive advantage 

when liquidity markets aren't as hot as they are today. 

 

I think all of us will agree that liquidity is plentiful. Really across the board and up and down the 

credit spectrum, it's available for just about anyone. We also know that there are times you go 

through where that's not the case. We feel like we're positioned to be successful when that's not 

the case. 

 

Funding and liquidity, extremely important for us. That's a very tightly managed process for us in 

terms of managing excess liquidity and ensuring that we've got enough to, not just weather any 

storms that come, but be opportunistic when those storms come, which is what we've been able 

to do historically given our ownership structure. 



In capital which a lot of times for us is talked in the context of when can we distribute it, it's a real 

positive for us as well because we're producing it. We've got more capital than we've ever had in 

the history of our company from a clear credit and stability standpoint. That's a real positive thing. 

 

Someday when we can have the discussion about distributing capital to shareholders, we'll still 

have a solid capital base and we'll still be growing capital under any dividend scenario. That's a 

real positive on funding and liquidity. 

 

Then culture of compliance, that's really one that I probably should have led with. I'm sure we'll 

get into this, but regardless of what the political environment may be and what the winds of 

change bring as that ebbs and flows, we fundamentally believe, this is really important, that the 

companies in consumer finance who are successful over a long period of time... 

 

We're not talking about survival, we want to be successful and we want to thrive. The ones who 

do that are the ones who take this seriously. The ones who focus on hiring the right people, who 

know what an end state looks like on a culture of compliance, companies who put the consumer 

at the center of everything they do and really invest in that. 

 

You've seen that reflected in our cost infrastructure. We've added some real resources in those 

areas and we're on that road. 

 

We think again over time, like I talked about with funding and liquidity, that's a real differentiator in 

an environment where we think -- you've heard me say this before if you've been to these 

conferences -- we think the regulatory environment is creating barriers to entry that didn't formerly 

exist. We think we're on the right side of that ledger because we're so focused on it. 

 

Those are the four pillars. I promise I won't spend as much time on every slide. What's around 

them is some very important things as well. What's critical to delivering on these four big metrics 

for us is disciplined approach to the market. 

 

We're going through one of those times right now that really tries that approach because you 

develop a view and you constantly second guess that view. Once you form that view, you have to 

be comfortable with what you get. That's where we are today. 

 

We know the business we're booking today is good business. That's reflected in some of the loss 

trends we're seeing and the credit story we're going to be able to tell going into 2017. It's all really 

positive. 



We don't give in to the desire maybe on some people's parts to go down a path that you don't 

think makes sense. We're constantly second guessing and re-evaluating what that means. 

 

For us today, what the market's telling us, particularly in areas of the non-prime business that our 

answer on what the right price and structure is, is not necessarily what the rest of the market is 

saying, at least some players in the market. We have to be comfortable when we go through 

times like that. 

 

What we've seen in the past, and we've got experience to show this is, the way that typically 

plays out is we're partially right and partially wrong, we tweak things along the way, and then we 

end up getting opportunities. We'll be positioned to take advantage of those opportunities. 

 

The next one is not just a corporate slogan or a corporate theme internally for culture. It is that, 

but it's not just that. Being simple, personable, and fair with all of our constituencies, with our 

customers, with our employees, everyone we deal with, that really means something to us. It fits 

in well with consumer treatment and a culture of compliance and those kinds of things. We're 

really excited... 

 

I do want to mention this as a little bit of an aside. We have these town hall meetings where we 

go to our various locations, just outside of Denver and Phoenix and in the Dallas-Fort Worth 

metroplex and now Puerto Rico, and we speak to groups of employees. 

 

We're always talking about these themes that I'm talking about right now and making sure that 

this is consistent throughout the culture of the company. Inevitably we'll get ideas from people 

when we're in these locations about ways we can be better at compliance, ways we can remove 

barriers to treating customers appropriately or giving them better service. 

 

There are always great ideas. What we did was...Because those happen on some regular interval 

but they don't happen often enough for me. When we get those good ideas, I want more of them 

and our team wants more of them. 

 

We put basically a link on our intranet that we call ideas into action. We launched this in August. 

Just since August, we've gotten over 500 ideas from our employees, ways we can be better at 

compliance, be better at consumer practices, be more efficient. This is our employees speaking 

directly to us in a forum that gives them the ability to do that and be heard and not have it filtered 

through various levels of management. 

 



The other thing we're doing is we're making a big deal about it. We have monitors like we have in 

this room all over our company and our locations. These people's faces and their ideas are 

posted when we adopt their ideas. We make a big deal about it. We think that's influencing 

culture. It's important because a lot of these things get back to culture and leadership and 

bottoms up, top down, all those kinds of things. 

 

Then finally, technology. Technology still for us...When we went public in early 2014, one of the 

things we spent a lot of time talking about, and we got questioned on this because every 

company positions themselves a technology company because they want to hire multiples. We 

really have technology as a foundation of who we are and what we do. 

 

The advantages we talked about still exist today. They still exist today. Our ability to efficiently 

service our customers, the systems that we use that communicate with each other instead of 

having disparate systems that are more difficult to use. 

 

We talk about training time for our employees. That's actually gone up. It used to be significantly 

shorter than the rest of the industry. It's gone up because the need to make sure people 

understand all the regulatory compliance aspects of the business has increased. The ramp on 

that's been pretty steep. 

 

It does take us longer to train our employees than it used to, probably more in line with industry 

than it used to be. 

 

The path from that employee coming in and being a new servicer to becoming a really good 

servicer is still shorter for us, I believe, than anywhere else because of the way our systems work 

together, because of the way we have drop-down menus that really drive the right outcomes. 

 

A lot of the technologies we leverage in terms of real time call intervention and those kinds of 

things that I know we don't have time to get in today but still make a big difference for us. That's 

in a nutshell our focus on the business. 

 

You've probably seen this slide before. We haven't shown this in a while, but we call this our 

funnel slide. I just think it's important to remind everyone that as we think about our ability to 

continue to be disciplined on credit because that's so important for us to do, one of the things that 

allows us to do that is feeding this funnel with as many opportunities as possible. 

 

 



We're still focused on doing that. We get 800,000 to a million applications a month, seasonal but 

that's in the neighborhood of what we get. 

 

As long as we're continuing to feed that funnel with these indirect opportunities through Chrysler 

and non-Chrysler opportunities and some of the other partnerships we have in place, through the 

direct auto lending business that I mentioned that we think we'll have a significant ramp over the 

next several years. 

 

Every means we can come up with, we want to continue to feed that funnel. What that'll allow us 

to do is we'll still book a decent amount of volume in an environment that's extremely competitive 

fueled by liquidity like we're seeing today. 

 

Market share, you've heard us talk about this trend that we're seeing. We wanted to graphically 

show it this time. This trend that we're seeing in the top 10 lenders versus the rest of the market. 

There are always individual cases for short periods of time where this ebbs and flows. There may 

be an example where someone below the top 10 is cutting and someone in the top 10 is taking a 

bunch of share. 

 

Sustainable trends over time, I think, are worth talking about. What we're seeing is that the top 10 

are losing share in many consecutive quarters now to everyone else. Really we think this comes 

directly back to liquidity. 

 

What's going on in the liquidity markets as I mentioned earlier is it's there and it's available. I think 

people have a lot of faith in this sector. That's generally a good thing, but a negative element of 

that is it does increase competition. We're seeing that reflected in some of the behavior in the 

market. It's something obviously we watch very closely. 

 

A little bit more on volume. You can see we've got a couple of numbers circled here. The first 

number circled is the 19 percent. We did see an increase although, year-over-year, we're still 

down on the core retail auto non-prime business. You can see we had a good jump over the last 

few months. 

 

I think that's reflective of what we're constantly doing, this process of going back in based on the 

information we're seeing, the data that comes in, and looking at those pockets of the market 

where we may be overpriced or underpriced and making shifts based on what our new view of 

the right answer to credit is. All in, you can see we're down year-over-year on volume. 

 



What I want to focus on is what we're doing about it. I'll divide the conversation into two pieces 

because there's the core non-Chrysler business and then there's the Chrysler business. 

 

On the non-Chrysler business, it's really all about credit and competition. We come up with what 

we think the right answer is on credit and then, relative to what the rest of the market is doing, we 

get some of it and we don't get some of it. It's a very competitive, efficient market that ultimately 

results in the best deal for the consumer because you have so many options and the process is 

so efficient. 

 

As a competitor in the market, everybody has their line that they draw. If your line is different than 

other people's lines, you get less. If you've got liquidity when others don't, you get more. That 

tends to work itself out over time. 

 

When we took the company public, we talked about this business not in terms of growth but in 

terms of really being a cash cow for us. It's a business that we understand well. We've got more 

data than most in this part of the business. We'll always be committed to being in this non-prime 

business. 

 

We did see some pockets earlier. We'll talk about this on the credit slide, on the law slide. We did 

see some pockets in 2015 that we caught in early 2016. I'll get into some details on that, but that 

was not a move away from this business. It was more tweaking based on some things we were 

seeing. 

 

That's the core business. Outside of maybe signing a new relationship, which we do from time to 

time, or having a dislocation liquidity, that business basically ebbs and flows on pure credit 

decisions and competition, what people are doing relative to what you're willing to do. 

 

The Chrysler story is a lot different. That's where the growth element of the story we think comes 

in. We're really excited about the opportunity we have with Chrysler. Our penetration is much 

lower than we expected it would be when we launched this relationship in 2013. 

 

I would say the single biggest contributor to that is what's happened with the yield curve. If you 

looked at what the yield curve was back then, if it had played out in that way, subvention dollars 

become more meaningful as the rate environment goes up. That's not what has happened. 

 

 

 



When unsubvented rates are as low as they are, it's much more difficult for a subvented zero 

percent financing rate through Chrysler Capital to really move the needle as much as you'd like it 

to in the market. 

 

There's an element of that that has to do with Chrysler and how they put dollars to work and 

those kinds of things, but really it comes down the yield curve and how that's played out relative 

to what we thought. 

 

We sit here today with a similar yield curve that has some steepness to it, and we'll see how that 

plays out. I think we'll benefit from it as that happens. That's an element of this, but there are also 

some things...That will happen, or it won't happen. Ultimately over time rates will be higher. 

 

There are some things that we can do ourselves in the meantime that make a big difference. The 

first of those is this agreement that we talked about on our earnings call with Santander, the buy 

prime and near prime business. 

 

That agreement is not yet finalized, but we expect to begin 2017 originating and selling those 

prime and near prime loans to Santander. That is really meaningful, because it puts us on a 

different playing field in terms of being able to compete with the deposit-funded institutions for 

prime business with a cost of funds that better reflects that kind of business. 

 

It also feeds our service for others platform, which for us is a big deal as we think about that 

capital light stream of income that we think drives real value over time. We're really excited about 

that and the instrumentality that brings, the penetration it brings, and how it helps the business 

overall. 

 

We also can't ignore, though, the dealer side of this. We have been testing, for all of 2016, our 

dealer loyalty program, or what we call our VIP program. We expect to fully launch this to the 

entire universe of Chrysler dealers in 2017, and we think that's going to help drive some 

incremental retail business. 

 

We also continue to have success building our floor plan business. It was growing off of a very 

small base, and so it's taken a while to get to this point where w6e feel like now we really have 

our sea legs in that business, and we're starting to see some really good opportunities there. 

 

 

 



That business is actually booked and sits in the bank, Santander Bank, N.A. that is owned by 

Santander and is a sister company of ours. The benefits that come in the retail capture rates and 

those kinds of things do accrue to us. We do have an arms-length arrangement on the origination 

side for the floor plan as well. 

 

If you think about the way this dynamic works, if your dealer loyalty programs are being rolled out, 

you continue to see more capture and a really good pipeline for booking incremental floor plan 

business. The retail originations follow those kinds of initiatives. 

 

When I talk about 2017 and the opportunity we have for increasing originations on the Chrysler 

platform, it's not wishful thinking. We're doing some things with the Chrysler relationship and what 

we're doing on the dealer side to help influence that answer. If the rate environment goes higher, 

we'll get some wind in our sails on that as well. 

 

Really excited about the opportunities we have there and what the future holds for originations on 

that side. 

 

Then, obviously, the last bullet point there, we're going to continue to make sure we've got plenty 

of liquidity to take advantage of market opportunities that we see, whether that's inorganic or 

organic. 

 

We want to make sure that we're positioned as we always have been with excess liquidity that's 

reflective of our ownership structure. That's how we manage it today as well. We'll talk a little bit 

more about liquidity in a second because that's a really good story for us right now. 

 

Just a reminder of our approach, how we originate and decide to sell or keep assets, on the ends 

of the spectrum, the ends of the barbell, it's very straightforward. On the nonprime side of our 

business, we originate and we keep those assets. 

 

In the one example I can think of where we sold subprime assets, it was on an aged pool that had 

already played out all of its volatility. That's the issue for us. If we were going to originate and 

immediately sell subprime assets, the volatility would get priced in, and the economics of that 

trade wouldn't make sense. Plus we want those assets on our balance sheet. 

 

It's the opposite story on the prime side. We originate prime assets as a non-bank expecting to 

sell those to third parties. In this case now we'll have the Santander agreement in place. We'll 

retain servicing on those, and that helps drive our service for others platform. 



Then you have the assets in the middle, those near-prime assets where you just want to make 

the smart decision. Sometimes it's one way, and sometimes it's another. Earlier this year we 

actually chose to retain some residuals because economically it didn't make sense. There was a 

little bit of dislocation in the market, and it made sense for us to retain those. 

 

As we've gotten into later this year, the markets have improved and it's made sense to start 

exploring that. 

 

Some of the decline you see in service for others platform is just a timing difference where, as we 

go through the fourth quarter and sell close to $2 billion of those assets, likely new in the market 

with some additional assets, when you see the balances for service for others they will turn back 

the other direction. 

 

Then, obviously, what we do with Santander will continue to drive that business. The bottom line 

is we want to be smart about what we do. We want to make the right economic decision. 

 

The right economic decision for us is not just simply what you get on the sale of the assets, it's 

what the economics of the ongoing servicing agreement are. We also factor in what we think the 

embedded value is of that servicing stream for our company. Factoring all those things together, 

it's those assets in the middle where we have the most work to do. 

 

For us also I think it's worth mentioning, risk-rated assets for us and any limitations on that are 

really driven by our capital and our liquidity. Because we have plenty of capital and we're 

managing our liquidity so effectively right now, we can truly afford to make what the smart 

decision is and don't have to have it driven by unnatural things. 

 

The service for others platform, you can see through the third quarter we did see a decline in that 

business. There are two factors here that I'll discuss. 

 

The first is just volumes. If volumes are down, particularly prime volumes, that's going to 

negatively impact the growth in our service for others platform. It doesn't mean we're less focused 

on it. It just means that if those originations are down, we'll have less of it for that period of time. 

We think, again, what we're doing with Santander turns that around for us. 

 

 

 



Also there's a timing gap as well. Again, the two deals that we'll do in the fourth quarter, one 

we've already done and one we're in the process of marketing, if it should close, will be a very 

different story for how service for others looks in terms of this negative trend. It's still a big focus 

for us. We still think it derives significant value for the company. 

 

I also want to remind everyone one of the reasons this is such a good opportunity for us is 

because, I talked about this technology that we leverage in our platform, we have third parties 

come and due diligence on our platform and think about having us service assets for them. 

 

They see these technological advantages. They see the processes we have in place. Obviously 

they're comforted by our ownership structure and the fact that, on our own basis, the capital base 

of the company and all that gives us a nice base of stability. Also the ownership structure we have 

overall gives people a lot of confidence that we're going to be a good servicer for them. 

 

It's a really unique opportunity we have in this kind of environment especially where you want to 

be extra sensitive about how a company treats your customers, the processes and controls they 

have in place. This ability for real-time call intervention, we're constantly mining our calls for data, 

changes in tone of voice, words we don't want to be used, those kinds of things. 

 

We've done that for a number of years. We're now doing that on a real-time basis where we can 

intervene when one of those things happens while the call is going on. When we can show those 

kinds of things, obviously it makes ourselves internally and within Santander very comfortable 

about the way we do things and the way we approach the market, but it also helps with third 

parties. 

 

Funding and liquidity, a really good story for us in the fourth quarter. You can see we've issued on 

all three of our platforms, the CCAR platform, SDART, and Drive. That's in order of credit. The 

highest profile is our Chrysler Capital auto receivables trust, and then you work your way down 

the credit spectrum with SDART and then finally Drive. 

 

What's interesting is that over $3 billion of issuance in the fourth quarter also came at lower 

spreads and all-in cost than the deals that immediately preceded them. That goes back to the 

stability point that I made earlier about the market having some dislocation earlier in the year but 

really being strong here in the fourth quarter. 

 

 

 



We've really benefited from that. It's been good to have so much success on the asset back side, 

but we've also got the same story to tell on the credit facility side. We have a number of very 

strong, deep bank relationships that have been with us a long time. 

 

We were going through renewals on those lines, and we make sure that stagger maturities and 

manage that as you would expect us to manage it. It continues to be a good story. Then finally 

you get to the fall back. We don't rely on this first, but it's great to have it. 

 

We got an increase in our line from Santander Holdings USA, the US Bank holding company for 

contingent liquidity purposes to make sure that we can continue to fund and operate the business 

under any type of funding environment, whether it's stressed or not. 

 

On the capital generation side, this is the story I mentioned earlier. We do continue to generate 

excess capital. You can see the reason we include assets is there's been asset growth as well. 

We've grown assets, and we've grown capital. 

 

We think under any circumstance that still gives us the ability, once that's an option, to have the 

ability to gather as a board and decide what we'll do in terms of distribution of capital going 

forward when that's an option. 

 

I think the important point to make there, and I so I answer the question before it's asked, is we 

don't know how the CCAR process plays out in 2017. We're very enthusiastic about the progress 

we've made in the last year and very hopeful that 2017 will be a good year, but I also don't want 

to get ahead of the process. There's a lot of work to be done, and we're still doing it. 

 

What I will say about it is that the two caveats, if 2017 is a good year from the standpoint of 

approval of capital actions and those kinds of things -- I also don't want to get ahead of our board 

-- but I would expect that as we have those discussions we would likely ramp any distributions 

from a smaller base up to a higher number over time if we went down that kind of a path. That's 

one thing I would expect. 

 

Then the other unknown for us is we go through this capital stress test process every year, and 

every year we come up with a number for what our capital needs to be so that under stress we 

have plenty of capital. That answer last year was 11 percent capital. You can see that's about 

what we had, and we've grown substantially above that and now sit at 13 percent. 

 

 



What I don't know is what the answer to that question is when we go through that next set of 

idiosyncratic stress scenarios. What I do know is we'll still be that same company that off of 

whatever base it is will be able to grow assets on the balance sheet, produce excess capital for 

dividends, and also grow capital. 

 

We continue to be very upbeat about the capital equation and what that holds in the future in 

terms of having some corporate finance options to think about what we do with excess capital. 

 

Finally, we wanted to show a little bit of vintage loss information. We expect that going into 2017 

this is going to be a really good story for us. 

 

You can see on this chart, and it's a little busy, and I'm on slide 12, the 2015 vintages on the left 

you're seeing and losses on those vintages. We've spent a lot of time talking about that. Those 

were vintages where the vintages are still profitable. The loss curves were steeper earlier, but we 

expect the lifetime losses to come in generally in line with what we expected for those vintages. 

 

What we're originating, if you take past the first quarter of 2016 and go into the second quarter of 

2016, what you're seeing is a little bit different credit profile. Certainly, as you go into the second 

half of 2016, that continues. We would expect that to continue into 2017. 

 

In terms of how we report losses on a portfolio basis, what that means is, vintage, it's much to 

see, but the portfolio loss measures will be positively influenced by the things that are happening 

right now. We think we're going to have a really good credit story to tell as we go into next year. 

 

Think about it this way. The 2015 vintage as a year vintage makes up about 30 percent of our 

balances, but about 43 or so percent of the losses. As that washes out and it's replaced by this 

2016 volume, again, past first quarter, the 2016 volume and what comes beyond that to the 

extent there's not a change and that works its way through, the loss story is going to be a really 

positive story. 

 

I want to caveat this with one thing, though. We did not set out in early 2016 to move away from 

non-prime as I mentioned earlier. We were simply reacting to what we were seeing in terms of 

performance relative to return on certain aspects of the vintages that we originated in 2015. 

 

 

 



As we were talking about earlier this morning, one of the big drivers for that was, while the loss 

curves, it looks like on all-in basis are going to come in where we expected, the timing of those 

loss curves was different. We saw more steepness early on some of the limited bureau statistic 

loans that were originated in 2015. 

 

What that means is the life of those pools is a little bit shorter. While the returns are there, the all-

in income on those vintages was a little bit less than what we had originally modeled because the 

lives are shorter. 

 

What that ends up, how it plays out for us is we go back in and we say, "OK, well, then we need a 

price for that. We need to make sure we're getting compensated for the risk we're taking." We 

made some tweaks. 

 

Like always, there are elements of those 2015 vintages that we tweaked and no longer want to do 

based on what we've seen. There are elements that we just wanted to reprice and restructure. 

What the market has, again, come back and told us is that, that price and structure is going to be 

done in other places because different pockets of the market are willing to do it on different terms. 

 

Again, going back to what I said earlier, we have to be confident when that happens that what 

we're doing is the right thing. We are, but that's an evolving we are. Every single month, we have 

a new version of what we think is right. 

 

That's why a couple of months ago, we did have some pockets of the business we saw an 

opportunity to decrease price. That's why you saw the increase that you saw quarter-over-quarter 

between Q2 and Q3, but still down year-over-year. 

 

All that to say, we think the credit story as we go into 2017 is a really positive one. We think we've 

got a tremendous amount of volume opportunity driven by some ways we're helping ourselves on 

Chrysler Capital and becoming much more meaningful to them as a partner. That combined with 

the credit story gives us a lot of enthusiasm as we go into 2017. 

 

It's a year that we're excited as we think about going into. What we'll do, as we get through the 

fourth quarter reporting period and we can talk more about how the year ended, is we'll start to 

talk in terms of what we expect for the year on some limited basis as we did last year. We'll also 

continue to give the quarterly guidance that we've been increasing every quarter. 

 

 



Our goal is to be as transparent as we can be. I will tell you, in all transparency, we're enthusiastic 

about what the future holds. We're not turning a blind eye to the trends we're seeing, and there 

may be a question about that, the trends we're seeing in recovery rates, but we tend not to be 

surprised by those things. 

 

We've been expecting recovery rates to go down. They didn't go down as much as we expected. 

We still think they're going down from these levels, but we're pricing and, more importantly, 

reserving expecting that to happen, so we shouldn't be surprised. 

 

With that, I'll open it up for questions. Thank you 

 

Host:  That's actually a perfect segue. Auto lending is unique in that you have two variables that 

really drive your loss rate, frequency and severity. They both can move around pretty significantly 

over time. Can you, for the audience, frame what the range of loss frequencies that you would 

expect over the life and the range of loss severity so that we can think about those metrics? 

 

Jason:  Sure. Obviously, frequency is going to slope with credit. What we're seeing really across 

the board right now is generally what we expected. I didn't spend much time talking about the 

consumer, so I can certainly do that because credit really starts with the consumer and frequency 

starts with the health of the consumer. 

 

What we're seeing is generally in line with what we expected to see. That's really good news from 

a frequency standpoint. 

 

Host:  I'm going to hold you to that, though, which is can you tell us what you expected to see as 

opposed to...? 

 

Jason:  Sure. I'll give an example. What's difficult is this is all driven by mix. The mix of what we 

originated in 2015 is going to have a different frequency profile than the mix of what we originated 

in '16. We haven't actually spoken directly to what we expect the frequency to be. For us, all-in, 

that mid-teens range is what we're expecting in net. You can back into gross from that in terms of 

lifetime loss. 

 

As we look at severity, there's some interesting dynamics there. Right now, if you look at the 

strength and weaknesses of the recovery markets, net losses, what's happening at the auction 

markets, supply/demand is a big driver obviously. That's driven by off-lease vehicles, rental fleets, 

and those things. It's really simple supply/demand. 



There's a little bit of a bifurcation between trucks, SUVs, and sedans. For us, our lease book is 75 

percent trucks and SUVs. The recovery rates on those vehicles is really high. It's been a really 

positive thing. Our marks have been coming in positive on that. On the sedans, it flips a little bit. 

55 percent of our retail book is cars. From that standpoint, we were a little bit hedged. 

 

One of the dynamics you tend to see, though, as fuel prices go up and, as we all know, there's 

efforts, I guess, as of this morning, we're trying to shore that up. As that happens over time and 

fuel prices go up, what you've seen in the past is gas-guzzling SUVs have been significantly hurt 

when gas prices went up in favor of cars who did the inverse. 

 

Generally, that will still be true, but our opinion is that it will be less true in this cycle than it was in 

previous cycles because of the shrinking gap between gas mileage on trucks and SUVs versus 

cars. The consumer's been demanding better gas mileage on trucks and SUVs and getting it. 

Regulations have driven better gas mileage on these kinds of vehicles. 

 

We think that's actually a positive thing for how the severity plays out. 

 

Back to severity specifically, we try to be conservative in how we originate and price assets 

relative to where the current markets are on severity, but you can only do so much there because 

the market’s competitive and you have to generally price to... 

 

The other side of that is that's OK because you end up with an asset with about a two-year 

average life and you're originating every day until you're constantly averaging your way into 

whatever environment you're in. 

 

If you have a pool that takes a hit, the assets you originate during that time will be really good. 

That's a good thing. Anyway, the severity environment is one we watch really closely. We expect 

it to be lower. 

 

The other point I was going to make is on the recovery side. We still reserve for our business in 

the low 40s. There's a gap between where we originate versus where we reserve. We feel like 

that's the right place to be. We stress the business and make sure that, under many different 

scenarios, we feel like we're covered. 

 

That's a very detailed process we go through with our auditors. While it's conservative, it's also 

reasonable and supported. 

 



Host:  Perfect. We are flashing red which means we're out of time, Jason. 

 

Jason:  Thank you. Thank you very much. 

 

Host:  Thank you very much. 

 

[applause] 
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