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As Consumer Debt Piles Up, So Does
The Business At This Company
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Consumerdebt. It'sanawe-
some amount, and it's get-
tingbiggereveryday.
The figure now stands at
$1.7 trillion in the U.S. -
33% higher than in 1997,
according to the Federal
Reserve.
No matter how hard they
try, credit companies fail to
collect all of it. At some
point, they justgiveup.
About $80 billion of the
current total has been
chargedoff altogether, says
Dennis Hammond, presi-
dent of the Debt Market-
place and executive direc-
torof theDebtBuyersAsso-
ciation. That's up from $30
billion in1996.
From misfortune comes
opportunity. Just ask the
folks at Portfolio Recovery
Associates Inc.
It buys books of charged-
off receivables,mostly from
credit-card companies, at a
fractionof their facevalue.
SizeDoesMatter

Anymoney Portfolio sub-
sequently collects is its to
keep. The firm aims to col-
lect 2.5 to 3 times the
amount itpaid.
“There are a number of
debt buyers in the market,
but there are few buyers
who can afford large pools
of debt,” Hammond said.
“Portfolio Recovery is one

of the handful who can af-
ford to purchase in large
volume.”
At midyear the firm had
292 portfolios under man-
agement with a face value
of $4.2 billion. It paid a
total of $116 million, or
2.8%onthedollar.
“We buy on pennies on
the dollar and we collect
pennies on the dollar,” said
StevenFredrickson,Portfo-
lio's chiefexecutive.
Thosepenniesaddup.
Portfolio's year-over-year
revenue has increased at
least 51% for eight straight

quarters. Sales gained 75%
to$40.2millionduring this
year's firstninemonths.
SuccessfulDebut

The company had its ini-
tial public offering on Nov.
8. The IPO raised $45 mil-
lion, andPortfolioused$25
millionofthattopayoffout-
standingdebt.
It'soneof the fewpublicly
traded companies in the
business. Another is NCO
Group Inc., which turned
$702 million in revenue
lastyear.
Thehardwork forPortfo-
lio begins after it buys a

pool of debt and its nearly
600 call center employees
swing into action. Their
main tool: the telephone.
Portfolio considers the 1.5
million folks who owe
money “customers.” The
company tries to be tactful
and fair-minded, officials
say. Their motto: “We give
debt collection a good
name.”
But employees are persis-
tent, sometimes calling
debtors for as long as seven
years in an attempt to col-
lectmoney.
“Most people we end up
getting money from had
something bad happen to
derail their ability to ser-
vice their debt,” Fredrick-
sonsaid,puttingdivorce, ill-
ness and job loss at the top
of the list. “We will work
with them while they are
bouncing along the bot-
tom.”
The economic downturn
hasbeenturningmorecon-
sumers into customers.
The increased number of
delinquencies over the last
18monthscreatedagreater
supply of what is called
“fresh paper,” Fredrickson
says.
Fresh paper typically
tradesat higherprices than
older debt pools that've
been around for at least
twoyears.
Portfoliobuysamixofold
and new pools of debt. The
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Debt To Go
Uncollected consumer 
debt, a headache for 
lenders, is potential 
revenue for Portfolio 
Recovery Associates. 
The company buys pools 
of debt and makes 
money when it gets 
borrowers to pay up

Source: Company reports
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Card/Discover
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finance
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past due
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Other
11.7%
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longer thedebt has goneuncollected,
the tougher it is tocollect,however.
“Portfolio likes buying the two-cent
(cheaper) paper and rehabilitating
it,” said Louis DiPalma,managing di-
rector of loan portfolio sales at Keefe
Bruyette&Woods.
‘Big Investment’

Key to Portfolio's success is a six-
week training program for all its call-
centeremployees.
“It's a big investment, but we be-
lieve that it helps them be more pro-
ductive and stay with us longer
term,”Fredricksonsaid.
A good collector will squeeze out
thebalance in full, he says.But callers
willoftenworkoutpaymentarrange-
mentsorpartial settlements.
Themarket itself isn't thatold.Cred-
it issuers first started selling off
charged pools of debt in 1989. The
practice is now widely used by most
majorcredit issuers.
Portfolio entered the market in

1996. Frederickson and a couple of
other associates formed thecompany
with start-up money from Angelo,
Gordon&Co., a privately held equity
investor.
Angelo,Gordonstill retainscontrol-
lingshares.
Portfolio'sexecutive teamprevious-
ly worked in the debt recovery busi-
ness for a unit of Household Interna-
tional Inc., which exited the busi-
ness.
Onlookers say their experience has
servedthe firmwell.
“Theyknowthemarket.Theyknow
collections,” Hammond said. “Buy-
ingandcollectingdebt is their forte.”
About 5% of Portfolio's revenue
comes from an 18-month-old busi-
ness that involves collections made
onbehalfof credit issuersonacontin-
gencybasis.
Portfolio gets an average 35% on
what it collects, DiPalma says. He
sees thatbusinessgrowing.
“Not everybodywill sell their debt,”

hesaid.
While Portfolio has said it might
make acquisitions to leverage its ex-
pertise into related areas such as stu-
dent loans, organic growth will re-
main the biggest driver, Fredrickson
says.
A third call center is expected to
open in the first quarter of next year
tohandleanexpected increase incus-
tomervolume.
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Portfolio Recovery Associates Inc.
portfoliorecovery.com

Ticker PRAA
Share price Near 17
12-month sales $42 mil
5-year profit growth rate  99%

IBD SmartSelect Corporate Ratings
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Earnings Per Share 99
Relative Price Strength 87
Industry Group Relative Strength B
Sales+Profit Margins+ROE A
Accumulation/Distribution n.a.


