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The Kaulkin Ginsberg
Bulletin is published
quarterly. Our mission
is to provide valuable
content that owners
and executives of
accounts receivable
management and re-
lated businesses find
informative and help-
ful in their efforts to
grow and/or exit their
companies. We hope
you enjoy this issue.
Comments are always
welcome at
hg@kaulkin.com.
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About Kaulkin

At Kaulkin Ginsberg, we constantly strive
to provide you with relevant and very
current information on the debt collection
and accounts receivable management
industry (ARM). | wanted to make sure you
were aware of all the resources that are
currently available to you through our firm
and update you on our latest research
initiatives.

Many of you are already registered
members of our portal site
www.Collectionindustry.com and re-
ceive our daily news feed, The Credit and
Collection Daily™. In addition, we provide
a weekly debt sales bulletin listing
portfolios that are for sale and monthly
publications for collection agency pro-
fessionals, creditors and hiring man-
agers/human resources professionals. If
you would like to receive any of these
newsletters simply go to
www.Collectionindustry.com, log in and
then click on the “My Subscriptions” link at
the bottom of the page.

Our website also provides industry
professionals with the most complete job
board for employers and employees
alike, active discussion boards, interviews
with leading professionals and round-
table discussions on current topics
affecting the industry. See the “links” listed
below for the web addresses for these
features.

Our Research Group leverages our
unparalleled expertise in the ARM
industry, offering custom research services
and industry-specific publications to
owners and executives, as well as their
investors and service providers. We
already offer this free quarterly Bulletin,

Collectionindustry.com™ LINKS

which contains original articles that
owners and executives should find
informative and helpful as they run their
business. Read past Bulletins at
www.kaulkin.com/newsletters/bulletin.

Our Research Group
(www.kaulkin.com/research) also pro-
vides sponsored studies and custom
research services, allowing clients to act
on whatever industry information is
needed to improve performance. The
sixth version of the Kaulkin Report — the
most comprehensive published source of
intelligence on the industry — will be made
available by the beginning of the second
quarter 2005. If you would like us to notify
you when the report is available, email us
(hg@kaulkin.com) with your contact
information.

For nearly 15 years, Kaulkin Ginsberg has
been committed to providing the most
professional advice, expertise and
information to the ARM industry. We will
continue to find ways to provide you with
the tools that you need to successfully run
and ultimately exit your business. Do not
hesitate to contact one of our advisors to
discuss your needs in confidence.

Sincerely,
7 £

Mike Ginsberg
President & CEO

Ginsberg 9 Job Board: www.collectionindustry.com/jobs
Discussion Board: www.collectionindustry.com/forum/index.cfm
Interviews with leaders: www.collectionindustry.com/leaders
Roundtable Discussions: www.collectionindustry.com/leaders, and scroll down a bit
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By Paul Legrady

As Director of the Kaulkin Ginsberg Research Group, | am
happy to announce that the 6th Edition of The Kaulkin
Report, subtitted “Accounts Receivable Management: A
Growth Industry,” will be published in early April.

The Report is a vital resource to Industry executives, private
equity investors and strategic acquirers. Over the years, it
has become an industry tradition, cited in the pubilic filings of
leading corporations, in the pages of the Wall Street Journal,
and in many documents supporting private transactions in
the industry.

The 70-page Report provides a comprehensive overview of
the industry and each chapter includes analysis that wiill
interest the industry’s most seasoned investors and
executives.

To reserve your copy of The Kaulkin Report, please email

me at hg@kaulkin.com

By Patrick Lunsford

Collectionindustry.com™, the leading news and information
source for professionals in the credit and collections industry,
launched an ambitious project late last year to identify and
highlight the careers of young leaders in the industry who
would guide industry thinking in the new millennium.

We asked our readers to submit candidates for the awards
program that they thought were worthy of recognition and
whose careers thus far had epitomized the virtues of hard
work, aggressive goal setting and forward-thinking. The only
requirements were that the nominees hold leadership
positions in a collection-related field and that they be under
the age of 40. The response was overwhelming. We got
submissions from all over the industry and all over the world.
In the end, we selected 10 individuals to serve as our
inaugural class of Young Guns.

. KAULKIN INFORMATION SYSTEMS

The Kaulkin Report covers subjects such as:
Cost savings realized by firms in offshore markets

Trends and viewpoints on FTC enforcements and FDCPA
lawsuits

Size and growth of contingency, debt buying, first party
and legal collection markets

Forecasted trends in industry pricing, consolidation,
globalization and competition

This publication may be the best known of Kaulkin Ginbserg’s
research products, but I’d also like to quickly describe our
other offerings. We provide custom research projects,
benchmarking studies and specialized research reports on
the accounts receivable management industry. With one
company, for example, we have planned research that will
promote the company’s growth and diversification,
ultimately providing its sales force with well-researched and
qualified leads. If you are looking for industry inteligence, we
can help. Please give me a call at 301-907-0840 ext. 104.

collection directors at major creditors, and collection
strategists. Some of our Young Guns are focused on
technical improvements in collections such as scoring and
process control. Others have made it a mission to raise the
public relations level of the industry.

Over the coming weeks, Collectionindustry.com™ wiill
highlight each of these exceptional young leaders in a new
section:
http://www.collectionindustry.com/leaders/young_guns/.

Congratulations to this year’s winners!

Collectionindusiry-

The Young Guns of @ Pam Brown, SVP - TSYS Debt Management, | @ KAULKIN MEDIA Publication
2005 represent a very @ Jeff Chambers, President - Alliance Collection Service, Inc.
interesting Cross- @ Adam Cohen & Matt Phillips, Co-Founders - Phillips & Cohen Associates, Ltd.
s:cccfg?nts r“’afceivatt;g @ Jeff Freedman, Co-Founder - MRS Associates, Inc.
management industry. @ Christina ngbrldge-ng, President - Bndgeport Financial, Inc.
Among the winners, @ Anand Joshi, VP, Collection Strategy - American Express
there are collection @ Steven Kusic, President - National Recovery Agency Inc.
agency owners, @ Mark A. Meyer, Ir., VP - H&R Accounts, Inc.
@ Jack Morris, Director - Financial Asset Management Systems (FAMS)
@ Mike Vallandingham, Partner - Linebarger, Goggan, Blair & Sampson, LLP
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M&A Activity Wrap Up

2004 Results and Trends

Record Breaking Deal Value Year — Highest Since 1999

Public Markets Continued to React Positively to ARM
Companies — Asset Acceptance Goes Public

Noteworthy Transactions — Convergys, Sallie Mae and
West Corporation Make Acquisitions

2004 became a record-breaking year for total M&A and
public market transaction value in the Accounts Receivable
Management (ARM) sector with over $1.5 billion changing
hands in 54 transactions - surpassing the previous $1.2 billion
record set in 1999.

Strategic and financial buyers like Salie Mae, Convergys,
West Corporation and Parthenon Capital were the primary
drivers of M&A activity in 2004, but industry players like
MedAssist and Aktiv Capital were also making large
acquisitions to expand their geographic footprints and
servicing capabilities.

There were several factors that caused an explosion in ARM
M&A activity in 2004, including:

The consistent and attractive growth of the contingency
collection and debt purchasing markets.

The existence of many independent and private equity
backed collection agencies and debt purchasing firms
with seasoned management that have strong revenue
and earnings growth available for acquisition.

Lower cost of capital enabling some buyers to pay
higher prices for the right companies.

The continued increase in consumer, commercial and
government debt levels.

The ability to relocate certain debt collection activities,
including first party collections, skip tracing and back
office functions, to nearshore and offshore locations.

Substantial growth opportunities in specific markets like
the federal government, which is awaiting the highly
anticipated IRS contract.
Many of these trends continue to exist today, inspiring high
predictions for M&A activity in 2005 as further discussed at
the end of this report.

Accounts Receivable Management Industry
Transaction Volume vs. Total Transaction Value
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Note: Transactions incorporate all corporate events that involve a sale or transfer of equity: mergers and acquisitions, IPOs and secondary
offerings, joint ventures, and strategic partnerships, minority investments, etc.

2004 Noteworthy Transactions

Sallie Mae (NYSE: SLM) Acquired a Majority Stake in Arrow
Financial (September)

Sallie Mae, a leader in educational funding with nearly $95
bilion in student loans under management, made its third
strategic acquisition in the ARM industry when it purchased a

majority stake in Arrow Financial, a major debt buyer and
provider of contingency and first party collection services to
financial services credit grantors. Arrow Financial has
approximately 1,400 employees and five offices across the
U.S. For more details, visit
www.collectionindustry.com/item/14058/1/Arrow.
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West Corporation (NASDAQ:WSTC) Acquired Worldwide
Asset Management (WAM) (August)

West Corporation made its second strategic acquisition in
the ARM industry when it purchased WAM, a leading debt
purchasing and contingency collection agency for $178
milion. Based in Marietta, GA, WAM has approximately 900
employees.

For more details, visit
http://www.collectionindustry.com/item/13536/5/West,
WAM.

Convergys (NYSE:CVG)
Management, Inc. (April)
Convergys acquired Encore Receivable Management Inc.
for $68 million. Encore provides first and third party collection
services to credit grantors in the financial services and
telecommunications industries. Convergys, a global leader
in integrated biling, employee care and customer care
services, used this acquisiton to enter the accounts
receivable management market and expand its business
process outsourcing capabilities.

Acquired Encore Receivable

For more details, visit
www.collectionindustry.com/item/12706/1/Convergys.

. KAULKIN INFORMATION SYSTEMS

Vertex Customer Management Acquired First Revenue
Assurance (FRA) (March)

Vertex, a subsidiary of United Utilities PLC (NYSE: UU), a United
Kingdom based company, acquired FRA, a Denver, CO
based collection agency servicing the utility and financial
sectors. Vertex is a leading business process outsourcing
company for the utility industry with operations in North
America, United Kingdom and India. With the acquisition of
FRA, Vertex is pursuing its strategy of expansion in North
America.

For more detaiils, visit
www.collectionindustry.com/item/12929/1/Vertex.

Parthenon Capital’s Recapitalization of Diversified Collection
Services (DCS) (January)

Parthenon Capital led a $167 million recapitalization of DCS,
providing partial shareholder liquidity and future growth
capital to expand the company’s capabilities in the state
and federal government sector. DCS is currently working on
an active account inventory in excess of $2 billion.

For more details, visit
www.collectionindustry.com/item/11623/1/Parthenon.

The public markets also continued to react positively to ARM companies, most notably debt purchasers like Asset Acceptance
(NASDAQ:AACC), which executed a successful IPO in February.

Company Stock Symbol % Price Increase in 2004
First City Financial FCFC 65%
Encore Capital ECPG 61%
Portfolio Recovery Associates PRAA 57%
Asta Funding ASFI 55%
Asset Acceptance AACC 17%
NCO Group NCOG 15%

Economic Indicators

Throughout 2004, broad economic indicators suggested that
the U.S. economy had returned to a period of consistent
and stable growth. Gross Domestic Product (GDP) edged
upward after a period of more modest expansion. The Dow
Jones Industrial Average and S&P 500 climbed back to
historical highs. Despite concerns about oil prices and retail
sales, experts generaly agreed that the economy
rebounded in 2004.

While these broad measurements of economic activity
surely affected creditors and debt collectors throughout the
year, other economic indicators speak more directly to the
ARM industry. Not all of these measurements drew as much
attention as those mentioned above. However, all suggest
that the ARM industry enjoyed a “sweet spot” in the 2004
economic cycle.
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Economic Indicators Continued

Total Debt _ _
Total Non-Financial U.S. Debt

The Federal Reserve monitors the amount of debt incurred by

governments, businesses and individuals. The total amount of U.S. 0

debt reached a historic high in the third quarter of 2004 at $23.6

trillion. More importantly for the ARM industry, individuals and v 20

households are holding more and more of this debt in the form of s

revolving card balances and non-revolving obligations such as car z

loans. Increases in the amount of outstanding debt created more » 10

activity for both creditors and collectors in 2004.
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Credit Card Charge-Off Rates - ]

Credit Card Charge Off Rates in 2004
The Federal Reserve requires credit card issuers to charge debts off
their balance sheets after a certain period of time. The credit card
charge-off rate measures this activity as a percentage of credit
card debt outstanding. This rate declined gradually throughout
2004, affecting different parts of the industry in different ways. Debt
buyers had fewer portfolios available for purchase, leading in part
to price increases. However, this data suggests that creditors and
collections agencies were able to collect more loans earlier in the
revenue cycle.
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Unemployment Unemployment Rate in 2004
Unemployment rates exhibited a downward trend throughout the 575
year. While job growth took place less dramatically than many 570 -

economists anticipated, 2.2 million people entered the workforce 565 /\

in 2004, according to the Department of Labor. This job growth 5.60 4 \:
took place across many industries, with employment in healthcare 555
and social services seeing the largest gains. Better employment
statistics generally lead to more demand for debt from creditors
and a greater ability on the part of existing debtors to satisfy their 540 = =
obligations.
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Consumer Price Index (CPI)

The CPI measures monthly changes in the price of goods and
services paid by consumers. Moderate increases in the prices of
gas, oil, food and other products caused the CPI to rise gradually
through most of the year. As a whole, consumer prices increased
3.3% during 2004. These increases in the prices of basic goods and
services also promoted the activity of the ARM industry, since
higher prices for everyday expenses leave less money to pay down
debt.

Interest Rates

The federal funds rate is the interest rate at which balances at the
Federal Reserve are lent between U.S. depository institutions; the
rates for many other loans are based on this figure. After reducing
the federal funds rate in 2000 and 2001 to near-record lows, the
Federal Reserve began increasing rates again in the summer of
2004. Higher interest rates generally translate into more
opportunities for the ARM industry. In particular, adjustable rate
obligations such as many home equity loans increase along with

. KAULKIN INFORMATION SYSTEMS

interest rates.

Sweet Spot in the Economic Cycle

The ARM industry operates between two edges of the
overall economic cycle. During periods of rapid economic
expansion, Americans incur less debt but are better able to
pay down their existing obligations. During recessions,
Americans incur more debt but are less able to pay them
down.

What to Expect in 2005

Consumer Price Index in 2004
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Broad and narrow economic indicators suggest that in 2004
the ARM industry found itself between these two edges, in a
“sweet spot” of the economic cycle. Increasing debt levels,
decreasing credit card charge-off rates, declining
unemployment, rising prices and increasing interest rates
help explain why 2004 was a period of robust activity for
much of the ARM industry.

With the factors contributing to strong 2004 M&A activity in the
ARM sector still in existence today, we anticipate 2005 to be
another banner year. Interest will continue in both the U.S. and
international markets, particularly involving large, well-
managed debt purchasing and collection agencies that
show consistent revenue and profit growth. With regard to
debt collection agencies, we expect continued interest in
niche players in the government, commercial and medical
sectors. Strategic buyers that offer an offshore solution and
financial buyers seeking platform companies will continue to
pursue transactions. Debt purchasing companies will continue
to draw interest from the financial and strategic buyers as

companies seek to enter this sector or expand into particular
market segments.

Many of the industry players are eagerly anticipating the IRS
Request for Proposal (RFP), which should be released in 2005
and is expected to be the largest outsourcing contract in the
history of the contingency debt collection industry. The IRS has
been authorized to collect on an estimated $250 billion in
delinquent taxes and sees $120 bilion as potentially
collectible.

Also of interest — Mike Ginsberg’s Year End Letter
Read it online at
www.collectionindustry.com/columns/article.cfm?article_id=53

8120 Woodmont Avenue Suite 700 » Bethesda, Maryland 20814 « (301) 907-0840 » www.kaulkin.com « hg@kaulkin.com 6
Copyright 2005. Kaulkin Ginsberg. All rights reserved.



http://www.collectionindustry.com/columns/article.cfm?article_id=53

	2004 became a record-breaking year for total M&A and public 
	Total Debt

