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Operator: This is conference # 85833614. 

 

Operator: Ladies and gentlemen, thank you for standing by.  

 

 Welcome to the JG Wentworth Company second quarter 2015 earnings 

conference call.  

 

 During the call all participants will be in a listen-only mode. After the 

presentation, we will conduct a question-and-answer. At that time those with 

phone questions, should lift their phone receiver and press star followed by 

the number one on their telephone keypad. To cancel a question, please press 

the number sign. If at any time during the conference you need to reach an 

operator, please press star followed by zero. Please note that this call is being 

recorded today, August 6, at 10:00 AM Eastern Time. I would now like to 

turn the meeting over to your host for today's call, Erik Hartwell. Please go 

ahead. 

 

Erik Hartwell: Thank you, Operator. Good morning, everyone.  

 

 Thank you for joining the JG Wentworth Company's second quarter 2015 

earnings conference call.  

 

 This is Erik Hartwell, Vice President of Investor Relations. I have already had 

the chance to get to know some of you on the call today and I look forward to 

working with all of you in my new role. We have included a brief presentation 

to accompany our remarks and you can find a link to the web cast including 
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the presentation in the earnings press release. At the conclusion of this call, 

the slide for today's presentation will be posted on the investor section of the 

jgw.com along with our earnings press release. Statements in this conference 

call and in our earnings press release issued last evening other than historical 

facts are forward-looking statements. 

 

 Actual results may differ materially from those projected in the forward-

looking statements. Factors that may cause the actual results to differ 

materially are discussed in our earnings press release. The Company disclaims 

any intent or obligation to publicly update or revise any forward-looking 

statements regardless of whether new information becomes available, future 

developments occur or otherwise. One of the items we will speak to today is 

adjusted net income, which is a non-GAAP measure. We use adjusted net 

income as a measure of our overall financial performance. 

 

 You can find adjusted net income as our net income under US GAAP before 

the amounts related to the consolidation of securitizations and permanent 

financing trusts we use to finance our business. Non cash compensation 

expenses, provision for, or benefit for income taxes and certain other 

expenses. We use adjusted net income to measure our financial performance 

because we believe it represents the best measure of our operating results. As 

the impact of the variable interest entities and other excluded items do not 

influence our ongoing operations. In addition, the add back described above 

are consistent with adjustments permitted under our term loan agreement. 

Please refer to our earnings release for the reconciliation of our GAAP net 

income to adjusted net income. And now I will turn the call over to Stewart 

Stockdale, our Chief Executive Officer. 

 

Stewart Stockdale: Thank you, Erik and welcome to the team. Good morning, everyone and 

thank you for joining our call today. During the second quarter in the last 

several weeks we have achieved significant progress against our 

diversification strategy. In just the past few days we have closed the WestStar 

mortgage acquisition and relaunched our new JG Wentworth transaction all 

website, added new lending relationships and we will launch our prepaid cards 

program next week. We had another quarter of consistent operating 
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production in our structured settlement business with a total of $263 million of 

total receivables balance purchased. 

 

 This volume of purchases is consistent with the previous three quarters. 

However, our reported results were heavily impacted by the interest rate 

environment which led to a rapid increase in our cost of funds for the quarter. 

As a result, we reported an adjusted net loss of $2.3 million and an adjusted 

net loss of per share of $0.08. We are disappointed with the results and have 

taken actions to mitigate our increased cost of funds. Specifically, we have 

instituted purchase yield increases to address the rising rate environment to 

improve spread revenue and adjusted net income. 

 

 Our operating model remains sound, and we are taking actions to improve 

profitability in a rising rate environment by, one, increasing purchase yield, 

two, managing average size of deals, and, three, balancing average length of 

deals. Coming off of our March securitization and relatively stable rates for 

most of the second quarter, it was difficult to foresee rates spiking as much as 

60 basis points in the quarter with 35 basis points of that occurring in a two-

week period in June. 

 

 For reference, and we completed the 2015-2 securitization at the 2015-1 rates, 

this would have been benefited the second quarter A&I by approximately $8 

million. The JG Wentworth Company and our customers' confidence in our 

brands has consistently demonstrated an ability to effectively navigate the 

challenges of a competitive marketplace. 

 

 We have responded to a generally rising rate environment by adjusting our 

pricing and product strategy. However, there is a lag between when we price a 

deal with the appropriate purchase yield and when we fund a deal and 

ultimately securitize the pool of assets. Annuity and structured settlement 

payment purchasing remains core to our success, and helps fuel our 

diversification. We are driven by our leading position and will continue to be 

an innovator in the industry. On the marketing front, we continue to optimize 

the efficiency and productivity of our marketing and advertising strategy. 
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 We continue to adjust our direct and consumer marketing programs across 

multiple channels, including direct mail, web, voice, TV, and social media. 

We're also getting deeply involved in sophisticated uses of our information 

and data, which offer the promise of unique insights that can improve 

response rates across our different marketing channels. Certainly we believe a 

transactional online presence will boost our returns on the marketing spend. In 

addition to our traditional channels, our marketing and advertising campaigns 

can direct consumers to our website. 

 

 This new innovation for us allows us to offer our entire sweet of products 

through a fully transactional online marketplace. Over the course of the next 

few weeks and months, we will be adding increased functionality. Finally, 

turning to expenses, in the second quarter we achieved a reduction in total 

operating expenses compared to both the second quarter in 2014 and the first 

quarter in 2015. 

 

 The team managed expenses while at the same time launching our new online 

marketplace, completing the acquisition, and Phase I of integration, launching 

a new prepaid product offering, strengthening our information base 

capabilities, and expanding the lending platform. On July 31, we successfully 

closed the acquisition of WestStar with a purchase price of $66.7 million, the 

transaction consisted of $53.2 million in cash and $13.5 million of the JG 

Wentworth Company stock. The higher purchase price is a reflection of this 

years increased production and actually results in a reduction in the multiple 

paid to 1.5 times book value. 

 

 There are many reasons that make WestStar a great choice for JG Wentworth. 

First, they are known for their commitment to excellence. The operation has 

earned several prestigious awards, including Costco's mortgage services 2013 

operational excellence award, and 2014 lender of the year award. And based 

on a recent Lending Tree survey, WestStar had a 95 percent consumer 

satisfaction rating, which is among the highest in the industry. Second, they 

have a proven leadership team that has managed the business for several 

years. 
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 Third, they bring a new customer segment to the JG Wentworth Company, 

offering a diversified range of products consisting of conventional, VA, and 

FHA loans. Finally, they have proven retail and affiliate channels with various 

partners that enable the business to adjust to changing trends and mix between 

purchase and refinance in the mortgage space. WestStar didn't really have a 

robust marketing department or a national brand. 

 

 Now, as the newest member of the family, JG Wentworth Home Lending can 

utilize our direct to consumer expertise to further pursue this large market. 

Our team has already developed an integrated marketing campaign featuring 

online search and television advertising, new affiliate networks, and a 

significant presence across social media channels. This campaign will soon be 

tested, driving traffic to both our 877-Cash-Now call center representatives as 

well as the new JG Wentworth website, jgwentworth.com. 

 

 The team has done a great in executing the rebranding of WestStar operations 

in the first hours and days since closing. There was no detail left uncovered, 

from branding contracts, e-mails, call centers, and office signage, to the 

integration and conversion of existing customers. And, of course, the 

inclusion of mortgage on the website and transactional capabilities. JG 

Wentworth Home Lending is fully operational under the JG Wentworth 

umbrella. 

 

 All of this combined will give us the foundation to gain a leading voice in the 

mortgage industry. Our goal is to use this platform to grow share in the very 

large mortgage lending space. Roger Jones will become the President of the 

JG Wentworth Home Lending division. He was previously the Executive Vice 

President of WestStar. We are pleased to have continuity of leadership as we 

move forward. 

 

 The mortgage business will continue to be headquartered in Woodbridge, 

Virginia. We have also been making progress on our lending platform since 

we announced our relationship with Avant in March. We are now expanding 

our lending relationships to address a broader range of loan options for both 

consumers and small businesses. So today I am pleased to announce that we 
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have signed new agreements with additional industry leaders, lending club for 

personal loan options, and on deck for B to B offerings. 

 

 As part of our overall cash now positioning, we can drive traffic from both 

consumers and small businesses to a central location, offering a wide range of 

financial lending options. As we have discussed previously, our approach to 

personal and business loan options do not expose us to consumer credit risk. 

Today leveraging the power of our brand and our direct to consumer platform, 

we can drive growth across a marketplace of consumer financial services. The 

build-out of our prepaid card business continues to move forward. Next week 

our prepaid cards will be available through our online marketplace. 

 

 Our initial suite of prepaid cards includes our general purpose reloadable card 

and an incentive card. We will also offer a prepaid card option to our existing 

customer base who today may receive any combination of paper checks, 

incentives for promotions, or future payments. We will pursue the incentive 

category in a variety of partnerships to achieve a national platform beyond the 

walls of JG Wentworth. Now, let me turn the call over to John Schwab, our 

Chief Financial Officer, who will walk you through the results for the second 

quarter. John? 

 

John Schwab: Thank you, Stewart. From an origination standpoint we had a consistent 

second quarter with TRB purchases increasing slightly from the first quarter 

to $262.9 million. Volume was also consistent with the amount of TRB 

originated over the last several quarters. However, primarily due to the recent 

increases in cost of funds, TRB's spread margin for the second quarter was 

14.7 percent, compared to 20.6 percent for the same period last year. The 

decrease was driven by the cost of funds increases, reduction in TRB, and the 

impact of lower purchase yield that trend with market conditions. 

 

 As Stewart mentioned, we have taken action to address purchase yields to 

address the rate environment. Spread revenue was down 34.5 percent to $38 

million, driven primarily by the unfavorable movement in our cost of funds, 

the reduction in TRB and the impact of lower purchase yields during the 

second quarter of 2015 versus the second quarter of 2014. Interest income in 
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the second quarter of 2015 increased marginally from the first quarter but was 

down compared to a year ago. 

 

 Total revenue was $61.4 million, down 50 percent from a year ago, primarily 

due to an increase in our cost of funds during the second quarter of 2015 as 

compared to the second quarter of 2014. And the resulting impact on 

unrealized gains on VIE and other finance receivables, long-term debt, and 

derivatives, primarily from our $4.4 billion of previously securitized finance 

receivables that are reported at fair value. And to a lesser extent, the impact of 

a decrease on purchase yield on fundings and reduction in TRB purchases in 

the second quarter of 2015 as compared to the second quarter of 2014. 

 

 The second quarter was sound operationally but was impacted by rising rates, 

which was particularly acute in the last month of the quarter when rates rose 

approximately 25 percent in less than 30 days. As an example, our cost of 

funds based on our 2015-2 securitization, increased by 75 basis points from 

our 2015-1 securitization. This was comprised of 45 basis points of interest 

rates, 10 basis points of spread to bond holders over benchmark rates, 10 basis 

points due to the increase in weighted average life of the bonds and 10 basis 

points related to the residual asset valuation. 

 

 As we completed the 2015-2 securitization at the 2015-1 rate, this would have 

benefited A&I in the second quarter by approximately $8 million. The 

Company continues to evaluate hedging strategies to mitigate the impact of 

interest rate movements on our adjusted net income. 

 

 While we have raised our purchase yields to combat rising rates, rapid 

changes cannot be quickly fixed. In addition to interest rates, there are other 

components of our cost of funds that cannot be hedged such as investor spread 

over the benchmark rates. However, we are focused on opportunities to reduce 

our exposure to abrupt rate movements. 

 

 Because current interest rates are a component used to determine quarter to 

quarter changes in our VIE finance receivables, long-term debt and 

derivatives, rapid rate increases tend to magnify changes in the value of VIE 

assets and liabilities that are reported at fair value. From an expense 
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standpoint, as Stewart mentioned, the team managed expenses in the second 

quarter with costs down 1 percent compared to the same period in 2014. 

Compared to the second quarter of last year, we reduced both compensation 

and benefit costs, as well as professional fees. 

 

 These savings were somewhat offset by slightly higher advertising spend. 

Interest expenses in the quarter decreased to $50.1 million from $50.7 million 

in the second quarter of 2014. The decrease again, is a function of the change 

in fair value interest rate, which is the interest rate used to calculate interest 

expense on our securitization debt and was partially offset by additional debt 

incurred on our more recent securitization. The interest expense on our term 

loan in the second quarter of 2015 was $10 million, which includes $2 million 

of non-cash amortization expenses. 

 

 There were no securitization-related costs in the quarter as the second quarter 

is typically the only quarter in which we do not complete a securitization. 

Now, turning to our balance sheet, at June 30, 2015, we had $56.1 million of 

cash and equivalents on hand. However, subsequent to the end of the quarter 

we completed our 2015-2 securitization, which delivered $52.6 million of 

additional cash to the Company and we also used $53.2 million of cash for the 

acquisition of WestStar mortgage. 

 

 At the current time, we have over approximately $65 million of cash and 

receivables to be financed, and from a liquidity standpoint, we believe that 

we're well positioned to operate our structured settlement business, the newly 

launched mortgage operation, and to continue with our diversification 

strategy. In addition, we have access to potential financing throughout the 

year to generate additional cash, included structured settlement residual asset 

financing which we have done on a regular basis, our $20 million un-drawn 

revolving line of credit, and potential financings of mortgage servicing rights. 

 

 We believe that as we continue to grow, we'll be able to further enhance our 

ability to generate cash. The fair value of the Company's retained interest in 

finance receivables was $299.4 million at June 30, 2015, as compared to $318 

million at March 31st. Once again, the unfavorable movement in the cost of 

funds used to calculate the retained interest led to a reduction in the value of 
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this asset. A brief update on our pre-settlement business. As you can see from 

our originations and as we mentioned in our last call, we have reduced our 

pre-settlement activity significantly during the quarter. We have resized this 

business to manage the liquidation of our portfolios and to pass leads on to 

other market participants. 

 

 On a stock repurchases front, during the quarter, the Company repurchased 

$5.1 million worth of shares on the open market. Subsequent to quarter end 

we purchased an additional $2.7 million worth of shares in the open market, 

completing our $15 million Board authorized share repurchase program. In 

addition, during the quarter the Company also repurchased approximately 

$3.9 million worth of shares from a former officer. We closed on the 

acquisition of WestStar on July 31st. For financial reporting purposes, we 

expect to report home lending as a separate segment and report other business 

metrics consistent with that of other mortgage originators on a go-forward 

basis. 

 

 Finally, to address any questions regarding to our recent SEC filings, we had a 

filed a form S4 for the registration of Class A shares related to the WestStar 

acquisition, which was a requirement of our purchase agreement. Upon SEC 

review, it was decided that the more appropriate form was a form S3, which 

was filed and the former S4 was withdrawn. And now, I'll turn things back to 

Stewart. 

 

Stewart Stockdale: Thank you, John. As you have heard this morning, JG Wentworth has 

taken action to strengthen its structured settlement business. In July we closed 

the WestStar acquisition, which is not only accretive on a stand alone basis 

but gives us a great platform to gain share by capturing the potential of our 

synergistic marketing capabilities. JG Wentworth is tracking other industry 

leaders. From (On Deck), Avant and Lending Club in the lending space to 

Visa, MetaBank and many others in our prepaid business. Together, we are 

leveraging our strengths to successfully bring new products to meet the needs 

of our current and future customers and become a diversified consumer 

financial services company, driving value for our customers, employees, and 

shareholders. Operator, we are now ready to take questions. 

 



Q4 Systems - JG Wentworth 

Moderator: Erik Hartwell 
08-06-15/10:00 a.m. ET 

Confirmation # 85833614 

Page 10 

Operator: Certainly. If you would like to ask a question, please pick up your phone 

receiver and press star followed by the number one on your telephone keypad. 

Your first question comes from the line of Moshe Orenbuch with Credit 

Suisse. Your line is open. 

 

Moshe Orenbuch: Thanks. I've actually got two questions the first is could you talk a little bit 

about your relationships with the Lending Club and on deck and what type of 

loans you'd be making and how it will interact with your relationship with 

Avant? 

 

Stewart Stockdale: Sure, this is Stewart. As you know, we started testing online lending in 

March when we signed an agreement with Avant, and we learned a lot about 

the process and the flow and how do we manage both those calls and how do 

you manage over the Internet. And as we started looking at growing that 

business, at first, all we did was really take the calls that we'd traditionally get 

and really didn't market it at all. We were just trying to see what kind of 

throughput we got from our existing base. And as we started looking, we said, 

we need to expand the offerings that we make from both the consumer credit 

profiles that each offer, and over time we made the decision that we need to 

expand the base of lenders. 

 

 We're very happy with the performance from Avant. Lending Club is a market 

leader as well, and we're very excited about adding them to the portfolio and 

letting customers decide which brand they want to choose and what type of 

product offering they want to take. We started a relationship with On Deck 

and we believe that as people start building out and visiting the site, and you 

start to really build the overall awareness and visitation, that people will 

instinctively start to look at our lending platform because it's very synergistic 

with our brand positioning, overall cash now, and that the business to business 

portion will also start to get some traction. And we're going to test that. I don't 

know how big B to B will actually get, but they're excited about it and we're 

excited about it. 

 

Moshe Orenbuch: Okay. On a different track, can you talk a little bit about how much you're 

raising yields to counteract that increase in cost of funds? 

 



Q4 Systems - JG Wentworth 

Moderator: Erik Hartwell 
08-06-15/10:00 a.m. ET 

Confirmation # 85833614 

Page 11 

Stewart Stockdale: You know, I can't tell you how much we're actually raising rates. It's fair 

to say that when we saw the huge spikes a couple months ago, okay? It wasn't 

like yesterday. We started taking action. And it's something that you can't jolt 

the system overnight. You have to balance what competition is doing, because 

rest assured that all the way through May, everybody was operating as 

business as usual, and you see the yields that people were getting and what 

people are offering in the competitive marketplace. So we started taking 

action quite a few weeks ago, and it's been fairly significant. I'll leave it at 

that. It's a big jolt. 

 

 And we think we've managed it pretty well because so far, we're not seeing a 

reduction. You know, we measure the business as, first, you know, we get the 

contracts out, then the contracts have to come back, and then we have to go 

through the judge process and fund the transaction and of course ultimately 

we securitize. But we feel pretty good about where we are in the process now. 

Needless to say, we were surprised by the rapid increase in rates. We took, I 

can assure you, immediate action. As you know, it takes a little bit of time to 

flow through that pipe that I just described because that is weeks in nature, 

and we're going to see that flow through. But we took, you know, fairly 

significant pricing actions across the board. 

 

Moshe Orenbuch: Just an observation. Just given all the things you said about that amount of 

time that it takes and the fact that you are a public company, I don't 

understand why there's a discussion and a thought process about interest rate 

hedging. It seems like it should be a requirement that you should be funding 

forward at least the amount of time lag that you're talking about because the 

nature of rate increases is that they are lumpy, not that they're smooth and that 

they're telegraphed. So, you know, just as an observation, I mean, I'm looking 

at the stock down almost 18 percent and I'm saying to myself, you know, it 

seems to me that that should be a requirement. Plus you just said that probably 

five of that $8 million was money lost because of that rise in rates. 

 

 And so had you invested that, that could have gone a long way towards 

providing that benefit and ensuring that this doesn't happen the next time rates 

go up, which will certainly happen within the next several months. So I don't 
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know if that's a question or not or if you want to react to it, but it certainly is a 

series of observations from me. 

 

Stewart Stockdale: Yes. And it's obviously a fair one. I could tell you that, in the first quarter, 

we benefited by the rate movement, and we've been benefiting from the rate 

movements for many quarters. So, yes, this is the first time in a long time that 

we get hurt by it and I certainly understand your point of view and it's 

something that we are looking at. And obviously pricing, we do have pricing 

leverage to act on that. And obviously hedging is something that we are 

actively looking at. We can't hedge the whole business, but certainly the 

portions that we are, we're going to balance what it costs to hedge and 

obviously for peace of mind its something that we take seriously. John, I don't 

know if you want to add anything to that? 

 

John Schwab: I think you covered it, Stewart. I think that's right. There's been a discussion of 

rate rises for a long period of time and then in that environment we've seen 

rates go down, so while we do have the ability to price to combat rising rate 

environments, we don't have the ability to handle abrupt ones and a hedging 

strategy is something that we continually evaluate and will continue to 

evaluate, especially in light of the recent circumstances. 

 

 Any other questions? 

 

Operator: Your next question comes from the line of Yaron Kinar with Deutsche Bank. 

Your line is open. 

 

Yaron Kinar: Good morning, everybody. I have to echo Moshe's statements or sentiment. 

From our perspective here, it is a little frustrating or surprising to see the very 

meaningful move in A&I that are driven by the rate environment and any 

ability to offset that or at least mute that point by hedging or other strategies 

would certainly be very much welcome from our perspective. Having said 

that, I wanted to also touch on, I think you talked about the pro forma impact 

had the visit terms of last year's securitization instead of this year and said that 

it would have added another $8 million to A&I. I can't help but noticing that 

even with that additional $8 million, A&I would still have fallen both 
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sequentially and year-over-year, and was wondering what led to that, what 

would have led to that pro forma decrease? 

 

John Schwab: It's John, thanks for the question. I think you're right. As you look and sort of 

bridge that out, you know, there's about an $8 million impact kind of using the 

quarter to quarter, the 2015-1 to 2015-2 securitization pieces. The other 

couple pieces that drive there again, as we had mentioned, one is a little bit of 

that buy rate that we talked about or the purchase yields, if you will, that sort 

of have trended down and have followed the market conditions over periods 

of time. And I think that's, again, part of the things that we're changing to not 

only get buy rate back to where it was but to have it to be able to offset any 

future increases in rate. And, yes, there was a little bit of mix when you think 

about our products. It's easy to just think about what we're buying in terms of 

what the discount rates are, but there's also a combination that goes into there 

that takes into consideration the weighted average life and how big and how 

long the deals are. 

 

 And the size of the deals. So I think we saw some bigger deals in the second 

quarter but sort of a little less volume of deals, and so while the TRB came in 

consistent to where it has been over the past handful of quarters, the number 

of units that were in there was down as compared to some prior periods and 

that impacts profitability as well. And they would be a couple of things that 

would contribute there. 

 

Yaron Kinar: Okay. And then, just listening to the comments this morning, it sounds like, at 

the end of the day, there's a lot of sensitivity to the ability to win TRBs and 

the yields that you offer, and I guess the rate environment very much impacts 

what yields, or what purchase discounts you're offering. And I guess that's 

somewhat surprising to me because, at the end of the day, the way I 

understood the business, or the customer turning to JG Wentworth for the 

payment stream, it sounded like the offer or the value that JG Wentworth was 

offering here to the customer was pretty much unique, and there weren't really 

any good alternatives to this payment stream for the customer. So why would 

the discount rate be so sensitive and why can't it be less elastic? 
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Stewart Stockdale: This is Stewart. Two parts. No. 1, our discount rate has actually trended 

with the cost of funds for the better part of three years. So that's something 

that how the business has been managed and kind of that is what it is. We're 

changing that. Obviously we're going to separate ourselves from a pricing 

perspective and I have no idea what competition will do, but we are testing the 

elasticity of the pricing because my philosophy is not so much that there's no 

competition, there is a ton of competition. All you have to do is go search 

structured settlements and although we appear on the top, there is no shortage 

of players out there that are willing to give cash to consumers, and how they 

finance those themselves vary. But there are a lot of competitors and you 

could just go search them. 

 

 But obviously my philosophy is, we have a brand, we have a premium brand, 

and, you know, we should command a premium price. And we're testing that. 

We're raising rates. We're raising rates fairly significantly. All I can tell you so 

far, so good. So we're hopeful that as we navigate through these couple of 

months, that we'll be able to get back to the margins that we had previously 

and be very conscious that further rates are on the horizon. So not only do we 

know that rates went up, but, I don't know what's going to happen in 

August/September with the Fed, but it's fair to say that we're expecting rates 

to continue to go up and we're taking actions to manage that. As mentioned, 

we will look at hedging and the benefits of hedging, but generally speaking, it 

has been a very competitive marketplace. 

 

 And just remember, when people price in this industry, they actually don't 

price a discount rate; they actually give, they quote the amount of money that 

the consumer is going to get. So if we quote a number and that happens to be 

$100,000, the competitor tends to quote, you know, $120,000, you know, they 

don't get bogged down on discount rates. So from a consumer perspective, it's 

who's going to give me the most cash. Obviously we have a large market 

share in the market and we're market leaders, but it is competitive. And our 

people face it every day. And they're showing me what competitors are buying 

on a daily basis. And sometimes we'll pass on deals because, you know, we 

don't think it's worth our while. 
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Yaron Kinar: Okay. So, Stewart, is it fair to interpret your comments as basically saying that 

you'd be willing to give up on TRB purchases or maybe seeing a little more 

volatility in the TRB stream in order to protect the A&I going forward? 

 

Stewart Stockdale: Well, I don't want to lose share, okay? And, you know, every bone in my 

body is we want to gain share. And that's how I grew up and that's every 

business I've been in, is, I want to gain share. But certainly we are taking a 

profitability focus on this business. As I mentioned earlier, there are three 

elements that I look literally on a daily basis and we manage the basis on a 

barometer type basis. Every single day we look at what our cost of funds are 

and we'll look at discount rate, we'll look at the length of the deal, and we look 

at the size of the deal. And believe it or not, there's a magical little formula 

there where we think that we get the highest yield because there's a lot of 

moving parts and a lot of it is science and a little bit is art, okay? So there's a 

secret sauce there. And we have that formula pretty well figured out and that's 

how we're managing the business. 

 

 We want to maximize profitability. And especially as we're going through 

these rate sensitive periods, if TRB goes down a little bit, so be it. The real 

metric for us is A&I, so if you rank order which one we prefer, I would say 

A&I is our focus but I also don't want to lose share. So we'll balance that over 

time. I obviously don't think that there's any systemically wrong with our 

operating model. I hear the comments that we need to hedge and I get that. 

And nobody asked me to hedge when rates were going down so I also get the 

sensitivity of the comments right now. And we are taking that seriously. But 

our focus on this business is to gain and get more profitable. And we have 

other businesses now to run. 

 

 And I think that, you know, certainly this business' focus will be on 

profitability. Our mortgage business will be certainly on profitability as well, 

but I think we can gain share, and we haven't had any comments on our 

mortgage business but that business is a business that has very small share, 

they're a small company, they have great relationships such as Costco and 

Lending Tree and other players and they're some of the best in the industry in 

our eyes and we think it's a great acquisition. 
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 And we think we're going to be able to rock and roll this thing. We're going to 

give that our brand, we're going to give it our direct marketing capabilities and 

if we can't grow it, shame on us because I think it's there for the taking. Even 

in a rate-sensitive environment because as the mix between re-fi and forward 

mortgages is bound to happen, we think this Company has operated on both 

those segments and we think that if the market goes more to purchases, we 

don't think that the purchases will go completely out of watch where people 

aren't buying homes, and we should grow share. And by the way, they have 

been growing share without us. If you look at the industry at large over the 

last three years and certainly this year with the numbers that they posted, 

they're gaining share without a national brand, without our capabilities, so we 

should only help them and it's a company that's already operating pretty well. 

So, you know, your comment, don't mess it up, and we're not going to mess it 

up and we're going to help it and scale it. 

 

Yaron Kinar: Great. Thank you very much. 

 

Stewart Stockdale: Sure. 

 

Operator: Your next question comes from the line of Jason Cross with Whitebox 

Advisors. Your line is open. 

 

Jason Cross: Hi, guys. With regards to the hedging strategies that you guys are looking 

into, why is this happening now as opposed to 12 months ago? Presumably, 

we've been in an environment where higher rates have been expected. I mean, 

it seems like you're a little behind the ball on this. I would think by now you 

would have done sort of the investigation into hedges and figured out what the 

appropriate hedging strategy would be in arriving rate environment. Is this just 

a case where maybe you didn't realize the sensitivities to rising rates to your 

A&I or why are we so behind the ball on this? 

 

John Schwab: Jason, this is John Schwab. I'll take the question. Again, appreciate the 

question but I think as we think about the hedging strategy, we continually 

evaluate these things. This isn't something that's come up recently and we just 

decided to take a look at it. We look at this on a very regular and continual 

basis because there are a lot of different pieces that go into the analysis here. 
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As I had mentioned, you know, interest rate is one piece. There's spread that's 

another piece. And we constantly evaluate sort of the impact that hedging 

would have on everything. 

 

 And so, again, we have looked at it over the years but it changes and the 

components change and what's moving changes. And so we need to take that 

into consideration. So it's not that we are just looking at it for the first time. 

We have been mindful of this for a long period of time and have worked with 

outside advisors as well as internal groups here to evaluate what the right way 

and the right sensitivities are. I mean, again, we looked at it back at the end of 

the year, as recently as the end of the year and again have gone back and we 

go back and run analysis to see what would have happened had we hedged out 

periods of time. 

 

 Again, hindsight is very good, as we sit here today and look at the market, 

again, had we hedged this out and say we wanted to be protected into 2015, 

we could have locked ourselves up at our 2014-3 securitization, which is kind 

of how we think about it, you do it every securitization and get a period 

locked out. Well, that could have cost us $7 million in the first quarter had we 

done that. You know, we would have made some of that back here in Q2 

clearly, but, again, you would have pushed out to about flat in terms of the ups 

and the downs. So we've been on this from the very stars and, again, it's not 

something we take very lightly or not something that we do in our spare time. 

We do it every day, we're mindful of rates. 

 

Jason Cross: Okay. So given that, you know, given that you guys have looked at hedging 

strategies and it sounds like they're potentially costly, you know, is this a 

business model that can work in a rising rate environment? It doesn't sound 

like there's a magic bullet where in a rising rate environment where you can 

hedge your purchases without it costing a considerable amount. Is there any 

sort of hope that you can give us in terms of this being a viable business 

model in a rising rate environment? 

 

John Schwab: Absolutely, Jason. Here's what I would tell you. In a rising rate environment, 

again, we manage that through the buy rate or the purchase yield that we've 

been talking about. That's how you manage the business in a rising rate 
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environment, by adjusting buy rate to take that into consideration, and that's 

exactly what we're doing. We're managing that to take that into consideration. 

 

 Where it gets more difficult and more tricky is when there are abrupt changes 

of very quick changes that you can't react to because it takes sometime to 

work that through the system, but in a rising rate environment this can be 

completely mitigated through managing the buy rate on the front end. And so, 

again, it's these abrupt changes that cause a big swing in profitability if it 

happens at the wrong time. 

 

 And frankly, that's what we saw happening. Just before our securitization 

pricing, rates rising up. Now, that said, listen, the hedging question is a fair 

one and it's one that would say, well, could you take a piece of it and hedge 

out a piece of that, to give everybody a comfort level that there is some 

protection in a very abrupt rising rate environment, and I think that's exactly 

what we're looking at, the pieces that can be there. 

 

 But, you know, absolutely positively this business is profitable in a rising rate 

environment and can be very profitable again and you manage that through 

the buy rate. 

 

Stewart Stockdale: And, Jason, I'll add to that that, even staying within our average 8 percent 

to 14 percent discount rate, which we've been public about, public in the past, 

there is real pricing leverage to be had if we move X number of basis points. 

So it goes without saying that you don't have to get to exorbitant discount 

rates where we would have consumer issues, judge issues or regulatory issues. 

 

 I mean, the rates that we're quoting are very competitive versus other 

channels, and there's real pricing leverage there. It doesn't mean that there isn't 

competition, people want to gain share, but certainly we think that it's not only 

viable, we can make good money even in the rate environment. 

 

Jason Cross: Okay. So, you know, maybe on the positive side of rising rates, I've heard in 

the past that the environment for you guys in some ways gets better in the 

higher rate environment because there's more incentive for people with 

settlements to actually take distributions over time, which I guess increases 
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the pool of potential customers for you. Can you speak to that in terms of how 

you see the dynamics of that playing out as we go the next couple years? 

 

John Schwab: Yes, Jason, thanks again for that question as well. Yes, you're right, I think as 

you think about the structured settlement marketplace and the primary market, 

a higher rate environment could have the effect of creating more volume as 

people decide between the options of taking a lump sum and taking a 

structured settlement. And so that higher rate environment would mean that 

the up front money would be less and it would be more compelling to go with 

the structured settlement. 

 

 And so, again, that is something that could take place, but I think if you think 

about that, as we think about that, typically we wouldn't see that come through 

our pipeline, Jason, for maybe three to five years because again keeping in 

mind, generally speaking the people are making the decision to make the 

structured settlement so something has to happen or go wrong or occur in their 

financial life that requires a change of path from having that nice predictable 

cash flow to needing a lump sum at the current time. So, yes, there is a 

positive impact to it, an increased rate environment but the flow through of 

that takes a number of years to occur. 

 

Jason Cross: Okay. Thank you guys. 

 

John Schwab: You bet. 

 

Operator: Your next question comes from the line of Howard Sean, a Private Investor. 

Your line is open. 

 

Howard Sean: Hi, guys. Looking at the mortgage acquisitions, it seems that you had the 

ability to do it in all cash, and I was wondering why you didn't do that? 

 

John Schwab: Yes, we did. We had the option to purchase it in all cash. I would tell you, as 

things developed here with the acquisition, initially it was a $54 million 

acquisition, but as Stewart mentioned in his prepared remarks, the company 

outperformed between the time we struck the agreement and the closing and 

the purchase price went up because of that over performance, and so while it 
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started at $54 million, at the end of the day we had to come up with $66.7 

million. 

 

 And again as we evaluated our liquidity and looked sort of to the future, we 

thought it made prudent sense to ensure that we maintained the right level of 

cash to manage the business and to keep that firm as we moved forward. And 

so we spent a lot of time thinking about that because obviously given where 

the stock price was, our plan would have been to use all cash to get the 

transaction done. However, given the over performance, the additional cash 

needs that were there, we wanted to make sure that we maintained a solid 

liquidity foundation to start with that business and to manage it into the future. 

 

Stewart Stockdale: And I'll add, it's prudent to have as much cash as we can as we're looking 

to launch three new businesses. I mean, we have a core business that operates 

very well, and we're going to scale the mortgage business. We're launching 

other categories. And I think those other categories are still in their incubation 

we want to have as much cash as possible. 

 

Howard Sean: Thank you. 

 

Operator: Your next question comes from the line of Doug grinder with JMP. Your line 

is open. 

 

Doug Greiner: Can you tell us how much of the $11.1 million run rate of WestStar net 

income in the first half was from re-fi's? 

 

Stewart Stockdale: This is Stewart. You know, their business fluctuates year to year. Last 

year, in 2014, it was roughly 50/50. So they certainly go up and down. If you 

go back a couple of years ago, they were very high on re-fi's. This year the 

first half spiked up on re-fi's again because obviously the nature of the market. 

And I'm not getting into the exact split so far this year, I think that split is 

probably going to change somewhat as rates go up over the second half of the 

year. But what we really like about WestStar is that they could ebb and flow 

and go up and down based on what market is hotter and they're certainly 

getting geared up to doing more forward purchases versus re-fi's that did skew 

up in the first half of the year. 
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Doug Greiner: Got it. And then can you talk more about the competitive landscape in July 

and August for the purchase yield increases and just sort of the progression 

since June of what you're seeing competitively from the impact of those price 

increases to volumes? 

 

John Schwab: Yes. I'll tell you that when we first started looking at discount rate and raising 

pricing, I mean, everybody we saw out in the marketplace was business as 

usual. And everybody kept pricing at the lower rates even though we saw the 

spike in the rates going up already. 

 

 And we started with obviously both a JG brand and the Peachtree brand and 

we started looking at it, and of course we didn't want to put it to the point 

where you're jacking it so much that you're completely uncompetitive. People 

are going to go someplace else and you really lose a ton of volume so you 

have to manage that carefully going up. And I could tell you that it's gone 

steadily up for the better part of the period that since we started pricing. And I 

think so far we feel pretty good about what we call the outs, going out and 

back, without not a lot of falloff. And of course we still have to go through the 

judge process and what impact does that process have. We don't anticipate 

that much because, as I mentioned, our average is still very low versus other 

vehicles in and the average being 8 percent to 14 percent so we're still within 

that range. 

 

 So far I could tell you so far so good. We haven't seen a deterioration in 

volume and so forth, so we're pushing that pricing mix that I talked about 

earlier. That elasticity. And anywhere where I've been, you know, premium 

brands command premium prices. We're pushing it. It's not how we've run the 

business in the past; certainly not in the past three years. The past three years 

we've kind of ebbed and flowed and trended where cost of funds are and even 

though cost of funds are going up, we're preparing for what we already saw 

but we're also preparing for further rate increases that are bound to happen in 

later in August or September or whenever they actually happen. I can't predict 

that. All I can do is plan for it. 

 

 But I have now started to see and there's more of a sense that the market is 

reacting and certainly seeing, and as we priced our bonds and people start, and 
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that's public information, and certainly the people see the results of this 

quarter, people will take notice and, who knows what they will do. But we're 

already well in the process, okay? This is something that the team has already 

well established on and we're tracking it daily. 

 

 And it's been weeks of the process. You know, Randy Parker, who is the 

President of the division, has been at the business for a long time, we've got 

seasoned veterans that know what they're doing. And as I said, operating 

model-wise I feel very comfortable with the operating model. You know, we 

got bit, yes, we get it, we will all look back and argue whether we could have 

raised rates earlier or whether we could have hedged and those are all really 

valid points. 

 

 All I can tell you, this is a quarter, we've taken action and we anticipate 

getting back to the margins that we've had in the past. And it takes a little bit 

of time, as I mentioned, because there's a process there. But certainly from a 

management's perspective, we're very optimistic on where we are and the 

actions that we've taken, regardless of the tough quarter. 

 

Doug Greiner: Okay. And one more. What's the outlook for share repurchases now that 

you've exhausted the existing authorization? 

 

John Schwab: Yes. At this point, again, we're evaluating our liquidity position. Again, we 

just got done with the acquisition, spending over $53 million to buy WestStar, 

we want to make sure we get comfortable there. And I think like anything, 

we're going to evaluate it as we have in the past, whether we should speak 

with the Board and talk to the Board about increasing that authorization or 

what the best use of our funds is going to be as we navigate through things. 

But again, it's something that we have had discussions on and will continue to 

discuss as we manage through the business. But we don't have a plan in place 

right now. And we'll evaluate that with the Board over the course of the next 

few weeks. 

 

Doug Greiner: Great. Thanks. 

 

John Schwab: Thank you. 
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Operator: And your last question comes from the line of Marcelo Lima with Heller 

House. Your line is open. 

 

Marcelo Lima: Hi, good morning. Thanks for taking my questions. Stewart, I just wanted to 

ask you about a comment that you made about wanting to gain and maintain 

market share. Obviously, you don't want to do this at the expense of 

profitability, right? Thought experiment, if the industry became 

extraordinarily competitive with a lot of over capacity and your competitors 

were doing irrational things, irrational meaning unprofitable business, you 

wouldn't just want to maintain blindly your market share. At that point you 

would exit the business, right? If the business fundamentally made no longer 

sense. And I imagine that that's what you would do and I imagine that that's 

what the Board would decide to do as well. So why the focus on market 

share? Shouldn't we be focusing on profitable business above all else? 

 

Stewart Stockdale: And I think I said that earlier, you know, our No. 1 priority is profitability 

for this business, okay? And we've taken all of the actions to do that. And the 

three comments that I made, which is looking at the discount rate and the 

length of the deal and the size of the deal, are all factored in to get to the 

highest profitability possible over the course of the next few weeks and 

months. No doubt that our No. 1 focus is profitability. And we're not taking 

bad business. Okay? 

 

 So if somebody's doing irrational quoting, and there are transactions that we 

reject all the time where we don't want to play in those neighborhoods, okay? 

So it goes without saying. Having said that, we are a market leader and there's 

a certain size and expectation that we have for the business and everybody 

should aspire to gain share. As we look through these rate sensitive periods, 

we're focusing on profitability. Number one priority for this business. As I 

mentioned earlier, the other business I think is a business that's going to gain 

share aggressively. 

 

 They're a very small player in a big industry. In this category we're a very 

large player in a small category. But rest assured that we are profitable on 

every deal, is our focus. Okay? Let me repeat that. Profitable on every detail is 

the focus, it's ingrained. We have managers that review every single deal. We 
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don't have individual reps that quote and get deals that are not profitable 

through the pipeline. And it's a high focus and we're having daily looks at. We 

have barometers and updates that we see every single day to manage the 

business towards profitability. 

 

 And I sit down with Randy Parker and his direct reports every single week 

and we review what progress we're making. And we have pretty ambitious 

goals on where we want to be as far as discount rates and so forth and the 

three elements of the pricing model, the product model that we described. So, 

rest assured that anybody that's interested in growing in A&I, it's the same 

focus that we have here. I can assure you of that and I think we're making a 

significant progress towards those goals. 

 

Marcelo Lima: Thank you. 

 

Operator: There are no additional questions. So now I'll turn the call back over to 

Stewart Stockdale, the CEO of JG Wentworth. 

 

Stewart Stockdale: I want to thank everybody for attending. We had a really busy quarter. I 

don't take it lightly how difficult a quarter it was from the profitability 

perspective, and I can assure you we're focused on it. I could also assure you 

that our staff is focused on integrating and building a new mortgage company 

that we just acquired and it's very, very exciting. We're launching a prepaid 

business next week and it's a business that a lot of management team here has 

been involved in and we think we could grow that business over time. 

 

 And that we're attracting some wonderful partners on the personal lending 

side despite the rough quarter and we think we'll ride through that. It is our 

opinion that we have a fantastic business here, a great brand, a great direct to 

consumers business. And we look forward to growing it over the course of the 

next few weeks and months. So thank you, everybody, for joining. 

 

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

 

END 

 

 


