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Operator: Good morning.  My name is Steve, and I'll be your conference operator today.  

At this time, I would like to welcome everyone to the JGWPT Holdings, Inc., 

First-Quarter 2014 Earnings call. 

 

 All lines have been placed on mute to prevent any background noise.  After 

the speakers’ remarks, there will be a question and answer session.  If you 

would like to ask a question during this time, simply press star then the 

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

question, press the pound key.  Thank you. 

 

 Mr. John Schwab, Chief Financial Officer, you may begin. 

 

John Schwab: Thank you, Operator. 

 

 And thank you, everyone, for joining JGWPT's conference call for the first 

quarter of 2014. 

 

 Statements in this conference call and in our earnings press release issued this 

morning, other than historical facts, are forward-looking statements.  Actual 

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

statements.  Factors that might 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. 
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 I will now turn the call over to David Miller, our Chief Executive Officer. 

 

David Miller: Thank you, John. 

 

 Good morning, everyone.  We appreciate you joining our equity investor 

conference call. 

 

 Today I will give you an overview of our first-quarter performance and 

discuss other recent developments.  I will then ask John Schwab, our CFO, to 

provide a detailed overview of the financial results.  We'll then open up the 

call for questions. 

 

 One of the key metrics that we use to evaluate our topline performance is total 

receivable balance, or TRB.  TRB is the total of the undiscounted payments 

purchased from our customers during the period. 

 

 On the fourth-quarter call in 2013, we told you that we expected TRB for the 

first quarter of 2014 to be in the range of $255 million to $265 million.  

During the first quarter, as we expected, the total TRB purchases were $260.6 

million, down from $270.4 million in the first quarter of 2013. 

 

 As we've discussed on past calls, the Company has been focused on 

improving its topline profitability. 

 

 We measure topline profitability as the ratio of the Company's adjusted 

unrealized gains net of swap terminations for the total TRB, and refer to this 

measure as TRB spread margin.  TRB spread margin for the first quarter was 

19.9 percent, representing an improvement from each of the last three 

quarters. 

 

 In fact, in the fourth quarter of 2013, the TRB spread margin was 17.1 

percent.  We are pleased with the results. 

 

 However, TRB spread margin in the first quarter of 2013 was 23.9 percent at a 

time when the ten-year swap was at a historically low level of 2.01 percent as 

compared to the 2.84 percent as of March 31, 2014, representing an increase 

of 83 basis points year over year. 
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 One factor that affects TRB purchases is competition.  Our competition has 

been increasing their advertising spend in Q1 2014. 

 

 In the past, we've seeing competitors ramp up their marketing spend only to 

subsequently reduce their spend as their marketing results fail to produce the 

anticipated volume.  In the long term, we've been able to maintain our market 

share and profitability.  But in the near term, this result in increased price 

competition. 

 

 With respect to the CFPB inquiry, there is not a significant amount of new 

information to report.  Our representatives have met with the CFPB and have 

discussed the nature of the request and have agreed on delivery dates for the 

requested items. 

 

 The new plan is to continue to cooperate with the CFPB and provide the 

requested items to help them conclude their review in an expeditious manner.  

Our team remains dedicated to meeting our customers' needs and increasing 

shareholder value by providing best-in-class customer service through existing 

and new programs. 

 

 Our lead brokering initiative is progressing as expected, and we continue to 

anticipate the announcement of our new partner at the end of the second 

quarter. 

 

 While we recognize the need to execute on an acquisition strategy that will 

increase both our product diversification and customer reach, we are 

unwavering in our disciplined approach to M&A in pursuit of the right 

acquisition at the right price.  We've looked at several in-market acquisition 

candidates and continue to evaluate others in current and related markets. 

 

 To date, those that we have analyzed have not provided incremental economic 

value or have surfaced issues in diligence that could not be overcome.  

However, we continue to spend a significant amount of time evaluating 

acquisitions and joint ventures.  And I remain excited about the opportunities 

that we are seeing. 
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 Just to summarize why I think we are moving in the right direction, we 

continue to maintain our dominant market position.  Our brands continue to 

attract over 60,000 inbound inquiries per month. 

 

 Business is generating significant cash flow.  As John will mention, our cash 

and receivable balance is well over $100 million as of today. 

 

 Our securitization platform continues to attract new investors, and we believe 

that our brand's recognition is at an all-time high. 

 

 With respect to new opportunities, I am very excited about the opportunities 

we are seeing and the resources that we have to execute on these 

opportunities. 

 

 I will now turn the call over to John Schwab, our CFO, for a review of the 

first-quarter financial results. 

 

John Schwab: Thanks, David. 

 

 For the first quarter, revenue was $136.6 million which is a decrease of $46.6 

million or 25.4 percent from the first quarter of last year.  This decrease was 

driven by decreases in our unrealized gains, primarily due to increasing 

interest rates, as well as a 3.6 percent reduction in TRB. 

 

 Interest income in the first quarter was 12.2 percent higher than 2013 due to 

the securitizations completed in 2013 and the one completed in 2014.  This 

amount is offset slightly by lower interest income on our presettlement and 

other portfolios. 

 

 The Company's servicing broker and other revenues were flat with 2013 at 

$1.1 million. 

 

 Moving on to expenses, advertising expense increased in the first quarter to 

$17.5 million from $16.5 million in the first quarter of 2013.  The increase 

was driven by our new television ads, which launched in the first quarter of 

2014.  As the Company continues to shift its marketing dollars to the highest-
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performing media and develop TV production, you may see quarter-to-quarter 

variances in advertising expense. 

 

 Interest expense during the first quarter increased to $51.2 million from $42.6 

million in the first quarter of 2013, primarily due to securitizations completed 

in 2013 and 2014.  In addition, interest expense on the term loan was $9.9 

million in the first quarter of 2014, which is $2.2 million higher on a year-

over-year basis reflecting the February 2013 recapitalization.  Of the $9.9 

million term loan interest expense, 7.9 percent was coupon interest; and the 

remaining $2 million was non-cash amortization of fees and discounts. 

 

 Compensation and benefits expense for the first quarter was $9.3 million, as 

compared to $11.8 million in the first quarter of 2013.  This decrease was 

primarily driven by the savings associated with the downsizing of the 

Company's Florida office and lower variable compensation compared with 

business performance in 2013. 

 

 General and Administrative expenses increased slightly during the first 

quarter, driven by additional promotional expenses as well as costs associated 

with being a public Company.  Our professional and consulting fees were 

down $700,000 compared to the first quarter of 2013, primarily due to legal 

fees associated with litigation costs. 

 

 We define operating expenses as advertising, compensation and benefits, 

G&A, and professional consulting fees. 

 

 For the first quarter, our operating expenses were $34.7 million representing a 

reduction of $1.9 million, or 5.1 percent, compared to $36.6 million in the first 

quarter 2013.  This reduction is a result of our commitment to operating 

efficiency and cost control.  Provisions for losses on financed receivables 

were consistent, at $1.1 million for both periods. 

 

 The Company uses adjusted net income, which is a non-GAAP financial 

measure, as a measure of our overall financial performance.  We define 

adjusted net income as our net income under U.S. GAAP before certain non-

cash compensation expenses, certain other expenses, provisions for benefit 
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from income taxes, and the amounts related to the consolidation of the 

securitizations and permanent financing trust we use to finance our business. 

 

 We use the term 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 operations. 

 

 Please refer to our earnings release for a reconciliation of GAAP net income 

to adjusted net income. 

 

 Our adjusted net income for the first quarter was $10.1 million, as compared 

to $23.5 million for the first quarter of 2013.  The decrease in ANI between 

the periods was largely driven by the reduction of the unrealized gain from 

higher interest rates; by the decrease in TRB purchases; and the additional 

interest on our term loan of $2.2 million, which was partly offset by 

reductions in our operating expenses. 

 

 Lastly, I'll provide some notes on our financial condition. 

 

 At March 31, 2014, we had $34.7 million of cash and equivalents on hand.  

The fair value of the Company's retained interest and finance receivables was 

$280.2 million at March 31, 2014, as compared to $249.3 million at March 31, 

2013. 

 

 From a financing standpoint, we have $885 million of structured settlement, 

annuity, lottery, and presettlement warehouse capacity. 

 

 After the close of the quarter, we had two notable transactions that positively 

impacted our liquidity and financial position. 

 

 First, on May 6, 2014, we amended the terms of our residual term loan 

facility.  The amount increased our principal balance to $110 million; 

extended the maturity date to May 2021; decreased the interest rate to 7 

percent; and eliminated the requirement of mandatory annual supplemental 

principal payments.  The Company received net proceeds of approximately 

$39 million from this transaction. 
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 Second, on May 9, 2014, the Company closed on its pre-funding for the 2014-

1 securitization.  The Company received net proceeds of approximate $42 

million. 

 

 As a result of these two recent transactions, the balance of our current cash 

and receivables to be financed is approximately $113 million. 

 

 I will now turn things back over to David. 

 

David Miller: Thank you, John.  Operator, we can now open the line for questions. 

 

Operator: At this time I would like to remind everyone in order to ask a question please 

press star and then the number one on your telephone keypad.  We’ll pause for 

just a moment to compile the Q&A roster. 

 

 Our first question comes from Terry Ma with Barclays.  Your line is open. 

 

Terry Ma: OK.  Thanks for taking my question. 

 

 I think last quarter you mentioned that judges were taking a little longer to 

approve some transactions, which may have been playing into weaker TRB 

numbers.  Can you maybe just comment on that, and if there's any 

improvement there? 

 

David Miller: Yes, I think we mentioned this in the last call.  I didn't put it in the prepared 

remarks because we don't know if this is really a trend we're seeing in the 

courts, or just a short-term blip in a few court areas. 

 

 Just to remind everyone on the call, we operate under state-structured 

settlement transfer acts, which generally require whenever we purchase a 

structured settlement payment, we obtain a ruling by a judge that transaction 

is the best interest of the customer, taking into consideration the best interest 

of their dependents.  (We are the only business) I know of that requires its 

customers to go to court and have a judge rule on that the sale of their asset is 

in their best interests. 
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 We think judges are very well prepared to evaluate if the customer 

understands the terms of the transaction, and if they have a reasonable plan for 

the proceeds.  Generally, once a judge sees a few of these transactions, they 

understand the role and do a great job.  To be clear, we welcome the court 

oversight of these transfers and appreciate the role the judges play in our 

industry. 

 

 Remember, we generally provide the lowest cost source of funding these 

customers can get.  We're not charging like bank overdraft fee-type rates.  An 

average discount rate today is around 11 percent.  We don't put the customers 

in debt, so they're not in debt.  After cost, the business makes about $0.04 on 

every dollar we purchase, so our margins are pretty modest. 

 

 We don't think this is a long-term trend as opposed to a short-term 

phenomenon.  That's where we are on the judges at this point. 

 

Terry Ma: OK, thanks. 

 

 I apologize if I missed this earlier, but is there a timeline for you to comply 

with the CFPB inquiry?  I think you mentioned you guys agreed on a date for 

delivery of materials. 

 

David Miller: I think we agreed to deliver materials over three different batches, and I think 

the last date is some time in June.  No, maybe July is the last day to deliver 

material.  I don't have the exact dates in front of me. 

 

Terry Ma: OK, thanks. 

 

 I'm just trying to understand your expenses a little more.  I think your debt 

issuance costs were a little higher than we were expecting.  It was relatively in 

line with last quarter.  Is this $3 million indicative of a quarterly run rate?  

What exactly is that, by the way? 

 

John Schwab: These are the costs primarily related to the securitization, and doing the 

securitizations we do throughout the year.  We have, right now as we think 

about it, we've done three securitizations in each of the last two years – I 

believe 2012 and 2013.  As you think about securitization expenses, think 
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about having those incurred every time we do the securitizations.  So if we're 

going to do three, there'd be three quarters' worth of securitization expenses. 

 

Terry Ma: OK.  Got it. 

 

 Just on the terminal and interest, I think you mentioned there was about $2 

million of amortization costs.  Is that like one-time?  Should we expect that to 

be lower going forward? 

 

David Miller: The amortization expense is going to be with us.  It was incurred in the actual 

recapitalization in 2013.  We billed it as we did the add-on in May, and then 

even when we did the repricing that occurred, additional fees were added to 

that. 

 

 You should expect that, that would continue into the future.  That's not 

something that goes away.  We'll be burdened with that non-cash charge for a 

period of time as the term of that expires. 

 

Terry Ma: OK, so roughly $2 million a quarter going forward, you're saying? 

 

David Miller: That's right.  Again, non-cash. 

 

Terry Ma: Thanks, got it.  I think that's it for me. 

 

Operator: Our next question comes from Sanjay Sakhrani with KBW.  Your line is open. 

 

Tai DiMaio: This is actually Tai DiMaio in for Sanjay. 

 

 Going back to your comments on competition increasing its advertising spend 

in 1Q, and how typically these competitors have reduced spend over time as 

these campaigns failed, have you seen anything in the market that might 

change this historical experience?  How do you feel about your marketing 

levels currently? 

 

David Miller: We don't see anything in the marketplace that's going to change our 

experience in what we've seen in the past.  We think our marketing spend is 

pretty much on target.  We mentioned last call that we had some new 

campaigns that we'd introduced for JG in Q1, and they're performing in line 
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with expectations.  I could tell you that we're shooting new campaigns for 

Peachtree, literally right now, which we're pretty optimistic about.  We don't 

see much on the marketing side. 

 

Tai DiMaio: Great.  Do you have the dollar impact from the higher interest rates this 

quarter? 

 

John Schwab: We don't have the dollar impact from the higher interest rates in the current 

quarter.  Obviously, it's the biggest driver of the change in the unrealized 

gains, as you can see.  But we didn't run anything out.  I don't have anything 

in front of me where we run out what that impact is, because it really is fairly 

far-reaching across our P&L. 

 

David Miller: (Inaudible) two basis points over 20 year cash flows, is the way to look at it.  I 

don't have a number in front of me, but for modeling, that's how I'd look at it. 

 

Tai DiMaio: All right.  Great.  Thank you. 

 

Operator: Our next question comes from Kyle Joseph with Stephens.  Your line is open. 

 

Kyle Joseph: Good morning, guys.  Thanks for taking my questions. 

 

 Can you remind us what your ANI as a percentage of TRB was in the fourth 

quarter? 

 

David Miller: ANI as a percent of TRB?  Hang on one second.  Let me just grab that.  4 

percent for every dollar. 

 

John Schwab: Just over 4 percent.  Just over $0.041 – something like that. 

 

Kyle Joseph: The decline Q-on-Q – was that attributable to the increased competition you 

saw in the quarter, you'd say? 

 

John Schwab: A little bit interest rate driven, it would be more like it. 

 

Kyle Joseph: OK. 
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 Then for TRB purchases, were there any one-time impacts in the first quarter?  

I know you guys discussed this on the last quarter conference call, but whether 

it was weather, or tax refund delays, or anything? 

 

David Miller: Not really.  We think there was some small impact from weather, but not 

anything we're holding up as a big impact. 

 

Kyle Joseph: All right. 

 

 Then can you guys discuss the trends you're seeing in your other products 

besides structured settlements?  Can you talk a little bit about annuities, 

lotteries, and then also your presettlement funding? 

 

David Miller: Sure.  Lotteries and annuities are in line with what we've seen in the past.  

There's nothing really notable there.  Presettlement is performing well. 

 

Kyle Joseph: OK. 

 

 Then just a few follow-ups on the CFPB – I'm not sure how much you guys 

can comment.  Is the CFPB – do they seem to be focused on a particular 

product in general, or just the business? 

 

David Miller: Yes, there's not much we can say, but I can tell you that it's very early days.  

We had – our representatives actually had the meet and confirm meeting with 

the CFPB.  We think it went well.  We're waiting for a letter back from the 

CFPB to confirm what we think we all agreed to at that meeting.  That's really 

all that's happened. 

 

Kyle Joseph: OK.  Then just in terms of the acquisition environment, are things becoming a 

little better in your minds?  Are you seeing purchase price multiples come 

down a bit, given what's gone on in the market? 

 

David Miller: Again, M&A – as you guys know, it's not done until it's done.  I can say I'm 

very excited about the deals we're seeing in front of us right now.  We're 

spending a significant amount of time working on specific transactions.  But 

that's all I can tell you until I'm prepared to make an announcement. 

 

Kyle Joseph: All right.  Great.  Thanks for answering my questions. 
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Operator: Our next question comes from Yaron Kinar with Deutsche Bank.  Your line is 

open. 

 

Yaron Kinar: Good morning, everybody. 

 

 I wanted to circle back on a few of the issues that were already discussed; first 

being the court approval rate.  I'm curious, maybe we can get a little more 

color as to what is causing courts to take their time relative to their historic 

timeline right now?  Do you see specific issues emerging or recurring? 

 

 Secondly, regardless of the longer timeline for court approvals, do you 

actually see a change in the actual rejection rate at this point? 

 

David Miller: Two things.  One is, some of it is very specific.  For example, in Illinois, 

judges are looking at the (Brunson) case, which we've talked about a couple 

times at this point, and looking at that.  That is causing us some difficulty in 

Illinois.  It gets to be very specific types of things in each area, or specific 

states and courts. 

 

With respect to the actual denial rates, I can give you one example, which is:

 we took March court dates, set as of March 1.  These are March court 

dates that were set as of March 1 that have a decision to date.  And about 9.1 

percent of those resulted in denials.  Historically, we would've expected the 

rate to be someplace around 5 percent.  But again, that's a small sample.  It's 

just March.  But for a number, that's what we have. 

 

Yaron Kinar: In that 9.1 percent denials – I realize it's a small sample – do you see any 

recurring reason popping up that maybe is higher than in the past? 

 

David Miller: Not really, no.  No, not really. 

 

 Again, we're not holding this out as a permanent shift.  We think it's 

potentially just a temporary situation. 

 

Yaron Kinar: Understood. 
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 Then, on the interest rate impact – I guess I was a little bit surprised by the 

level of the negative impact, given that at the end of the day, interest rates 

actually came down over the course of the quarter.  If I understood the 

business model correctly, basically you're purchasing the TRBs at a certain 

discount rate with some anticipation what rates would do later in the quarter 

as you securitize.  I would have thought that, if anything, the spread would 

have actually been in your favor this quarter. 

 

David Miller: Q1, fair value rate of 2013 was 3.95 percent.  In this quarter it was 4.65 

percent.  We did our securitization mid-quarter, and that basically locked in 

the rate for almost the entire quarter, given the pre-funding pools. 

 

 Do you guys know how we pre-fund?  Do you know how this works?  When 

we sell our bonds, we sell additional bonds that have not yet been delivered, 

so we basically sell the pipeline in the securitization.  That locks in the rate 

that those transactions are going to be securitize at, are going to be sold at. 

 

Yaron Kinar: OK, so would the majority of that pipeline have come in from 2013? 

 

David Miller: No, that was all 2014 product; primarily 2014 product.  Some 2013, but 

mostly 2014 product. 

 

John Schwab: One of the things that we focus on, as David talked to really, is looking at 

what that spread margin looks like.  You can see that 19.9 percent that we had 

in the first quarter compared to about the 17.1 percent of the fourth quarter.  

That's where we see the improvement there. 

 

 That's how you judge that.  And obviously, as David mentioned in his 

prepared remarks, comparing to Q1 of last year was really the low water mark 

in terms of securitization rates that we've ever seen.  I think that's why there is 

a dramatic period-over-period comparison.  But again sequentially, when you 

look at that, as we've talked about on the last call, we see that increase in 

spread margin.  We're pleased with how that worked. 

 

Yaron Kinar: OK.  Then going back to the competitive landscape, you see the increased 

competition from one or two specific players?  Or is it across-the-board? 

 



Q4 SYSTEMS 

Moderator: John Schwab 

05-14-14/10:00 a.m. ET 

Confirmation # 43725898 

Page 14 

David Miller: There's a lot of competition for the purchase of structured settlements.  If you 

go online and type, structured settlements; or, buy structured settlements; or, 

sell structured settlements in the Google search bar, you're going to see a lot 

of competitors.  We just see a lot competitors out there right now. 

 

 We see some specific competitors advertising more than they had in the past.  

Obviously, in some ways their advertising's good because it generates activity 

in the market, but obviously it also (inaudible) advertising prices. 

 

 No, there isn't any one specific one I'd like to call out on the call, that's for 

sure.  From an inbound inquiry perspective, we're still generating over 60,000 

inbound inquiries a month.  We still are dominant market share in the space, 

so we don't think anything like that has changed. 

 

Yaron Kinar: OK.  Do you see any movement or change in inbound inquiries?  I realize it's 

relatively stable, but is it going up?  Down? 

 

David Miller: No, pretty stable.  Plus or minus 2 percent from Q1 of last year, just to give 

you some perspective on calls. 

 

Yaron Kinar: OK.  Then on M&A, I'm just curious – you've been mentioning the M&A as a 

potential source of deploying capital and cash.  Would you also consider just 

continuing buying down the term loan? 

 

David Miller: Yes.  Absolutely, we would. 

 

Yaron Kinar: OK. 

 

John Schwab: Obviously, we're following – the term loan has certain prepayment penalties 

associated in a non-call provision in there for a period of time, up until early 

2015.  But it something that we look at and evaluate to use our cash towards. 

 

Yaron Kinar: OK.  Then finally, one quick numbers question – can you give us the fully 

diluted weighted average share count? 

 

John Schwab: Yes.  The total shares, as we think about total shares outstanding, if everything 

was converted was that (29,582,000) shares, roughly, from a share count 

standpoint. 
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Yaron Kinar: Is that weighted average, or is that just the actual at the end of the period? 

 

John Schwab: That's actual. 

 

Yaron Kinar: OK.  Thank you very much. 

 

Operator: Our next question comes from Dan Furtado with Jefferies.  Your line is open. 

 

Dan Furtado: Thank you for taking my questions. 

 

 Can you give us any update on your thoughts on – I guess there's some 

potential legislation coming or being discussed in the Florida market – what 

your view on that is and your exposure to Florida? 

 

David Miller: I think that legislation has been defeated, so we don't see anything happening 

there.  The only thing that was left was a discussion around requiring the 

customers to appear in court in their home counties, which is a legislation we 

would support. 

 

Dan Furtado: OK. 

 

David Miller: It was defeated. 

 

Dan Furtado: I guess one of the things that I struggle with right now is, it seems like the 

overall profitability of the industry is under pressure.  Regulatory scrutiny is 

on the rise, as are interest rates.  Overall, things look less attractive, at least 

from an outsider's perspective than they did, say, two or three quarters ago.  

Yet despite that, competition has increased. 

 

 Can you help maybe listeners on the call understand what the difference is, or 

what the disconnect is, between what appears to be a worsening market, or 

worsening business, versus the increase in competition that you're seeing?  It 

doesn't seem to necessarily square, again, from an outsider's perspective. 

 

David Miller: People are attracted to the marketplace because it is a wonderful business.  We 

buy cash flows.  We have very little CapEx.  We have very low credit risk.  

We provide a valuable service for our customers. 
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 We have a court order where the judge has made a decision that it's in the best 

interest of the customer, taking into consideration the wealth of their 

dependents.  There's a lot of attractive things about the asset class itself and 

the business itself.  I think that's why people get into it.  Then, like anything, 

we're seeing a little bit of a rising level of competition in the space, which will 

sort itself out over time. 

 

Dan Furtado: Great. 

 

 Is there anything structurally preventing you from repurchasing shares today?  

If not, why wouldn't that be as great of a focus as repaying a term loan or even 

acquiring another company? 

 

John Schwab: Certainly we have some limitations under our term loan agreement regarding 

share repurchases.  We have been evaluating those.  We certainly evaluate 

those regularly, when we think about the deployment of capital.  At this point, 

we feel that the best opportunity is for us to look at acquisitions, to find the 

ways to grow the market, to grow and offer our customers products that they 

look for. 

 

 It is something that we consider.  We have considered each of those things, 

and we think about each of those things in the context of the deployment of 

capital.  We still feel that the best opportunity really is looking at growing the 

marketplace and growing the products that we offer. 

 

David Miller: Dan, we've talked about this a couple times, maybe not you specifically.  

We're drawing 60,000 inquiries a month.  These are people who want to do 

business with us, and most of the time, we don't have the right product to offer 

them.  We think there's a huge opportunity for the Company and for the 

shareholders to build significant shareholder value by being able to offer those 

customers products that they're interested in. 

 

 We're really focused on that as the way to execute.  We have a lot of financial 

resources.  We have great infrastructure operationally from a marketing 

perspective and from a customer service perspective, and that's what we're 

trying to deploy. 
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Dan Furtado: I guess it's that 60 percent of inbound inquiries that this joint venture in the 

second quarter is looking to address? 

 

David Miller: It 60,000, but yes, that's exactly what we're looking to address. 

 

Dan Furtado: I guess from a joint venture perspective, is the way to think about this where 

you're providing leads to somebody or somebody's providing you 

underwriting expertise?  Without giving away the secret sauce, to what extent 

should shareholders be thinking about how this opportunity frames up, and 

how this develops the next leg of the JGW story? 

 

David Miller: I think the way to look at it from a shareholder perspective is that we are 

beginning the process of monetizing the significant number of leads we make 

that we currently don't monetize.  When we get to actually tell you the story, 

it'll probably be more clear, rather than try to speculate on it on the phone.  

You're in the right direction in terms of what we're trying to do. 

 

Dan Furtado: Great.  Thank you for taking my questions today, everybody. 

 

David Miller: Thanks, Dan. 

 

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

is open. 

 

Moshe Orenbuch: Thanks, and I apologize because I've been bouncing around a couple of calls. 

 

 Could you just rehash a little bit about what things might still be available?  

You haven't made an acquisition.  We're now midway through the second 

quarter.  What sorts of things are you still looking at from that standpoint, if 

anything? 

 

 I've got a couple follow-ups. 

 

David Miller: Sure, we're looking at a couple of businesses in markets we're in today.  That's 

all I can say about that. 
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 We're also looking at a few near market expansion opportunities.  I can tell 

you we're spending a lot of time on it.  And that's where we are. 

 

Moshe Orenbuch: In terms of the JV, have you talked at all about what products those leads 

would be used for? 

 

David Miller: I don't think we have.  I don't think – I think if we tell you that … 

 

Moshe Orenbuch: Would you care to? 

 

David Miller: I don't think I'm able to yet. 

 

Moshe Orenbuch: OK.  You sort of addressed this a couple of moments ago, but would those 

assets be on your balance sheet or your partner's?  How do you think about 

that? 

 

David Miller: Initially, we would be getting paid a fee per generating transactions. 

 

Moshe Orenbuch: Got it. 

 

 Just from the standpoint of marketing, if you think that the returns are still 

comparable on your marketing, you're spending more money, does that stand 

to reason that your TRB purchases are going to be going up over the 

subsequent orders? 

 

David Miller: I think we're not providing guidance on what TRB purchases would look like 

going forward.  We obviously are trying to spend our marketing dollars 

efficiently, so if we didn't think we were going to generate a return, we 

wouldn't be spending the money. 

 

Moshe Orenbuch: Right, but I thought I heard you say that the returns are comparable to where 

they've been. 

 

David Miller: I think what I talked about is the TRB spread margin, which is a number 

people have been asking about.  And TRB spread margin was 19.9 percent in 

Q1, which is really the best we've achieved in the past three quarters.  It's 

especially nice compared to 17.1 percent in Q4 2013. 
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Moshe Orenbuch: Right. 

 

 Going back to a question you had before – you talked a little bit about how the 

first quarter related to the fourth quarter.  When we think about those margins 

as we are here in the second quarter, given that you've got that pre-funding 

element, how do you think about the margins here relative to the first quarter?  

Would they still be showing that improving trend that you saw fourth to first? 

 

John Schwab: Yes, I think when we looked at where things ended up, Moshe, we had a good 

view on that.  Now we have closed the subsequent funding of the 2014-1, so 

that the pre-funding closed – whatever, May 9, as I had mentioned.  But I 

think as we look forward, it's hard for us to predict what interest rates are 

going to be.  And what's going to drive the unrealized gain in the second 

quarter is really going to be a combination of the TRB purchases, but also 

where the interest rates are at the time we close the quarter. 

 

 That seems to have been moving around.  Most recently, it seems to be a bit 

more favorable.  But again, for what happens between now and the end of 

June, I can't quite predict.  It's hard to know.  Last time, as you recall, our 

year-end earnings call was really in April, the first day of April or so.  We 

really had a bit more visibility then we have as we sit here today. 

 

Moshe Orenbuch: OK.  Thank you. 

 

Operator: Our next question comes from David Scharf with JMP Securities.  Your line is 

open. 

 

David Scharf: Good morning.  Thank you. 

 

 Many of my questions have been answered, so maybe just seeking a little 

more color.  First is around competition and your references to pricing 

pressure.  Is there a way you could help quantify for us the magnitude of the 

pricing pressure?  Just to give us a sense for how the Q1 advertising by 

competitors, and perhaps more sustained advertising that you're seeing from 

them, compares to maybe previous cycles? 

 



Q4 SYSTEMS 

Moderator: John Schwab 

05-14-14/10:00 a.m. ET 

Confirmation # 43725898 

Page 20 

David Miller: I don't think I have some data in front of me I can really share with you.  I 

think it's more our impression of what we see in the marketplace, as opposed 

to any numbers I can share. 

 

David Scharf: On a qualitative basis, would you characterize it as more intense than you've 

seen in the past, when you'd seen competitors engage in stepped-up 

advertising? 

 

David Miller: We're seeing a handful of new competitors on TV, which we don't think is 

going to be particularly onerous for us.  It's even helpful just to get more 

information out there about the industry.  Where we're seeing increased spend 

by competitors is on the Web, which we have seen in the past. 

 

 We've seen people go on the Web, spend a lot of money, and then reduce 

spend.  We've seen that cycle over time.  We don't feel like this is any 

different than what we've seen in the past, but you never know. 

 

David Scharf: Got it.  Shifting to the court approval process, I just wanted to make sure I 

heard correctly: the 9.1 percent denial rate – that sample – those were all 

cases since March 1?  Is that what you'd mentioned? 

 

David Miller: Yes, the sample there is court dates that were set as of March 1 that were 

resolved in March.  I'm sorry – court dates that were settled as of March 1, 

where the court date was in March that had been resolved to date. 

 

David Scharf: OK.  Was there a concentration?  Was there any particular state or counties 

that might've resulted in that?  It's effectively a doubling of your historical 

denial rate. 

 

David Miller: No, not that we know of.  That's the sample we had.  I know you guys were 

going to want a number, and that's the sample we had that we could share. 

 

David Scharf: OK.  Got it. 

 

 On the advertising side, I know a few people have asked this from a number 

of different directions.  Ultimately, you're going to spend dollars when you 

believe you can achieve an attractive return.  I'm just trying to get a sense for, 
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in the context of more competition, more spending out there, is the $17.5 

million this past quarter a good baseline we should be thinking about? 

 

John Schwab: One number that is included in there, which we don't give you the specific 

amount, but we talked about having introduced some new TV commercials.  

Because the way GAAP accounting works, when you start showing a new 

commercial, you expense all the development costs.  There's definitely some 

development costs that are built into that number which are not media related.  

It's probably a little high, is the way to think of it. 

 

David Scharf: OK. 

 

 I respect you can't forecast TRB volumes going forward for us, but it's two 

quarters in a row of roughly a 4 percent ANI-to-TRB ratio.  At the end of the 

day, given all the variables, is that a good way for us to think about the net 

profitability near term? 

 

John Schwab: I think when you look at the model, certainly we always are focused, as you 

guys are, on spread – looking at what that spread margin looks like.  From an 

expense standpoint – again, as we evaluate our expenses, the first quarter and 

how things look on a go-forward basis will certainly impact that.  We don't 

think that there's lots of big swings in our expense structure as you think on a 

quarter-by-quarter basis.  Generally, there are not. 

 

 As I did mention on one of the previous callers though, there is a bit of a 

fluctuation depending on the number of securitizations we're going to do in 

each of the periods.  That's one thing to keep in mind as you think through 

that. 

 

 Then again, generally speaking, from the rest of the P&L line items, I think 

we've talked about the components around the interest expense.  Payroll just 

works fairly flattish across the period.  That's how to think about it when you 

think about expenses.  There could be a bit of variability with some of the 

spread gains, as well as some of the securitization costs that move around in 

the quarters. 

 

David Scharf: Got it. 
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 What I seem to be hearing is that a range of 4 percent to 5 percent ANI-to-

TRB is not a bad way to think about the near-term outlook this year. 

 

 Lastly, just housekeeping – stock comp, is that about $0.5 million?  Is that the 

way to think about the quarters this year? 

 

John Schwab: Yes, roughly. 

 

David Scharf: Got it.  Thanks so much. 

 

Operator: Our next question comes from Robert Niewijk with Katana Capital.  Your line 

is open. 

 

Robert Kiewijk: I have a follow-up on the discussion about making acquisitions versus buying 

your own stock.  Have you run a comparative analysis of the return on 

buybacks versus acquisitions with your stock price anywhere near where it is 

now? 

 

John Schwab: We have talked about it.  We haven't run anything within the last couple of 

weeks. 

 

Robert Kiewijk: Based on everything I'm seeing from other people who try to put a value on 

your stock, you're trading at basically half off.  Can you really go acquire 

something new at half off right now? 

 

John Schwab: Robert, it's something that we look at, and something that, as we evaluate 

acquisitions, we certainly are mindful of, and will take into consideration as 

we roll forward and think about this. 

 

Robert Kiewijk: That's all I have.  Thanks. 

 

John Schwab: Thank you. 

 

Operator: There are no further questions.  I would now like to turn the call back over to 

Chief Executive Officer, Mr. David Miller. 

 

David Miller: Thank you, Steve. 
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 I'd like to thank everyone for joining our call today.  As always, if you have 

any additional questions, please feel free to call me or John Schwab, and we'll 

attempt to answer your questions.  Thanks, everybody. 

 

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

END 

 


