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Summary 

Credit	
  Acceptance	
  Corp.	
  (CACC)	
  is	
  a	
  subprime	
  auto	
  5inance	
  company.	
  It	
  has	
  a	
  unique	
  
business	
  model,	
  many	
  elements	
  of	
  a	
  “great”	
  business	
  and	
  is	
  too	
  cheap.	
  

Name 	
   	
   	
  Credit	
  Acceptance	
  Corp.	
  (CACC)	
  
Stock	
  price	
  on	
  2.2.2015 	
  $160.83 	
   	
  	
  
Mcap 	
   	
   	
  $3,330	
  Mio.	
  
+Debt 	
   	
   	
  $1,750	
  Mio.	
  
=TEV	
   	
   	
   	
  $5,080	
  Mio.	
  	
  

P/E	
  (LTM) 	
   	
  13x	
  
TEV/EBIT	
   	
   	
  11x	
  
Debt/Equity 	
   	
  2.5	
  :	
  1	
  

All	
  directors	
  and	
  manager	
  together	
  hold	
  c.	
  24%;	
  Insider	
  hold	
  additional	
  50.8%	
  of	
  
shares. 	
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Details 
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How do they make money? 
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Youtube „The Don Foss Story“ 

Quelle:	
  https://www.youtube.com/watch?v=wah9p824nYg	
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Deal example 

The	
  dealer	
  makes	
  a	
  smaller	
  pro5it	
  initially,	
  but	
  will	
  receive	
  a	
  back	
  end	
  portion	
  of	
  the	
  
any	
  pro5it.	
  This	
  creates	
  an	
  “equity	
  partnership”.	
  

Direct	
  sale:	
  

Sales	
  price:	
  	
  	
  	
  	
  	
  	
   	
  $10.000	
  
Purchase	
  price:	
  	
   	
  $6.200	
  

Pro5it	
  Margin:	
   	
  60%	
  

CACC	
  Financing:	
  

„Down	
  payment“	
   	
  $1.700	
  
„CACC	
  Advance“	
   	
  $5.700	
  
Upfront: 	
   	
  $7.400	
  

Pro5it	
  Margin:	
   	
  c.12%	
  

PLUS	
  80/20	
  participation	
  on	
  	
  
amount	
  that	
  CACC	
  receives	
  	
  
over	
  and	
  above	
  the	
  „advance“	
  
and	
  costs. 

>>>	
  Strong	
  motivation	
  to	
  care	
  about	
  credit	
  quality	
  and	
  affordibility	
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An elegant business model 

CACC‘s	
  claim	
  is	
  more	
  senior.	
  

CACC	
  

Dealer	
  

Assets Liabilities 

>>>	
  Hard	
  to	
  replicate	
  because	
  dealers	
  won‘t	
  trust	
  a	
  new	
  player.	
  

Reduced	
  risk!	
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Historic results 

CACC	
  is	
  pretty	
  good	
  in	
  managing	
  credit	
  risk.	
  

>>>	
  Over	
  the	
  last	
  13	
  years	
  only	
  3	
  years	
  with	
  negative	
  variance!	
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EPS history 

10yr	
  
EPS	
  C

AGR:
	
  30.8%

	
  

Quelle:	
  Capital	
  IQ	
  

>>>	
  CACC	
  did	
  not	
  have	
  a	
  single	
  year	
  with	
  a	
  loss	
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Elements of a great business 
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Barriers to entry – B2E 

In	
  auto	
  5inance	
  there	
  are	
  no	
  B2E.	
  But	
  CACC	
  managed	
  to	
  develop	
  itself	
  into	
  a	
  
resilient	
  business	
  that	
  works	
  over	
  different	
  competitive	
  and	
  business	
  cycles.	
  

Demand	
  side/Car	
  dealer	
  
☐	
 Search	
  costs	
  
☐	
 Habit	
  
☐	
 Switch	
  cost	
  

Supply	
  side/CACC	
  
☐	
 Protected	
  technology	
  
☐	
 Learning	
  curve	
  
☐	
 Location	
  /	
  Access	
  to	
  resources	
  
☐	
 Economies	
  of	
  scale	
  
☐	
 Network	
  Effect	
  

✔ 

✔ 

✔ 

>>>	
  Hard	
  to	
  replicate	
  –	
  abnormal	
  returns	
  likely	
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Management – CEO is an „outsider“ 

Management	
  is	
  paid	
  based	
  on	
  EVA1.	
  [Brilliantly	
  explained	
  in	
  10K]	
  

1EVA	
  =	
  Economic	
  Value	
  Add:	
  Invested	
  Capital	
  x	
  (ROIC	
  –	
  Cost	
  of	
  Capital)	
  

Higher	
  Spread	
  

More	
  invested	
  
capital	
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Stock repurchases 

Die	
  company	
  is	
  a	
  cannibal.	
  On	
  average	
  it	
  eats	
  itself	
  by	
  more	
  than	
  4%	
  per	
  annum	
  

Credit	
  scarcity	
  

Quelle:	
  Capital	
  IQ	
  

>>>	
  Great	
  board	
  will	
  likely	
  ensure	
  	
  great	
  capital	
  allocation	
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Focus: „Be the best in the world at ...“ 

„Our	
  core	
  product	
  has	
  remained	
  essentially	
  unchanged	
  
for	
  41	
  years.	
  We	
  provide	
  auto	
  loans	
  to	
  consumers	
  

regardless	
  of	
  their	
  credit	
  history.“	
  

„Today,	
  we	
  offer	
  one	
  product	
  and	
  focus	
  100%	
  of	
  our	
  
energy	
  and	
  capital	
  on	
  perfecting	
  this	
  product	
  and	
  

providing	
  it	
  pro5itably.“	
  

>>>	
  Advantage	
  on	
  learning	
  curve	
  

Firm	
  has	
  a	
  clear	
  understanding	
  about	
  its	
  core	
  competence.	
  (Reference:	
  “Good	
  to	
  
Great”,	
  Jim	
  Collins).	
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Growth 

In	
  a	
  tough	
  competitive	
  environment,	
  CACC	
  concentrates	
  on	
  signing	
  up	
  new	
  dealers	
  
accepting	
  a	
  lower	
  number	
  of	
  deals	
  per	
  dealer.	
  	
  

Growth	
  	
  
ac*ve	
  dealer	
  

Growth	
  volume	
  
per	
  dealer	
  

Growth	
  credit	
  
volume	
  

2005	
   45.1%	
   -­‐24.5%	
   9.6%	
  
2006	
   25.9%	
   -­‐10.6%	
   12.5%	
  
2007	
   27.7%	
   -­‐8.7%	
   16.6%	
  
2008	
   15.5%	
   -­‐1.3%	
   13.9%	
  
2009	
   -­‐2.9%	
   -­‐5.9%	
   -­‐8.7%	
  
2010	
   1.2%	
   22.0%	
   23.5%	
  
2011	
   24.7%	
   4.2%	
   30.0%	
  
2012	
   33.0%	
   -­‐19.8%	
   6.7%	
  
2013	
   20.2%	
   -­‐11.5%	
   6.4%	
  

CAGR	
   20.3%	
   11.8%	
  

Tough	
  comp	
  environment	
  	
  
>>>	
  but	
  6%	
  growth=	
  bear	
  case?	
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Growth 

However:	
  In	
  Q4	
  earnings	
  comment:	
  

…	
  during	
  the	
  fourth	
  quarter	
  of	
  2014	
  [	
  ]	
  the	
  
number	
  of	
  active	
  dealers	
  grew	
  14.5%	
  and	
  
average	
  volume	
  per	
  active	
  dealer	
  grew	
  5.0%.	
  	
  	
  

We	
  believe	
  the	
  increase	
  in	
  volume	
  per	
  dealer	
  
was	
  the	
  result	
  of	
  decreased	
  competition	
  
during	
  the	
  fourth	
  quarter	
  of	
  2014.	
  



17	
  

Valuation 
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Valuation 

(Case	
  1)	
  High	
  competition	
  
Growth	
  of	
  0%	
  to	
  6%	
  +	
  Stock	
  repurchase	
  4%	
  	
  
>>>	
  4%	
  to	
  10%	
  EPS	
  growth	
  

(Case	
  2)	
  Less	
  comp	
  
Volume	
  per	
  dealer	
  will	
  go	
  up	
  
Spread	
  will	
  go	
  up	
  
>>>	
  15%	
  to	
  20%	
  EPS	
  growth	
  

ROIC	
   	
  14%-­‐18%	
  
ROE	
   	
  36%	
  
Capex 	
  <5%	
  of	
  op.	
  Cash	
  Flow	
  

>>>	
  Current	
  P/E	
  of	
  13x	
  offers	
  a	
  large	
  margin	
  of	
  safety	
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Matthias Riechert  

riechert@polleit-riechert.com  

Telefon +44 207 794 5988 

www.polleit-riechert.com 
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Risikohinweis/Disclaimer 

The	
  analyses	
  and	
  conclusions	
  of	
  Polleit	
  &	
  Riechert	
  Investment	
  Management	
  LLP	
  ("P&R")	
  contained	
  in	
  this	
  
presentation	
  are	
  based	
  on	
  publicly	
  available	
  information.	
  As	
  far	
  as	
  existing	
  material	
  in	
  this	
  document	
  derives	
  from	
  
third	
  parties,	
  the	
  authors	
  assume	
  no	
  responsibility	
  for	
  the	
  accuracy	
  or	
  completeness	
  of	
  these	
  data.	
  P&R	
  recognizes	
  
that	
  there	
  may	
  be	
  conlidential	
  information	
  in	
  the	
  possession	
  of	
  the	
  companies	
  discussed	
  in	
  the	
  presentation	
  that	
  
could	
  lead	
  these	
  companies	
  to	
  disagree	
  with	
  P&R’s	
  conclusions.	
  This	
  presentation	
  and	
  the	
  information	
  contained	
  
herein	
  is	
  not	
  a	
  recommendation	
  or	
  solicitation	
  to	
  buy	
  or	
  sell	
  any	
  securities.	
  	
  

The	
  analyses	
  provided	
  may	
  include	
  certain	
  statements,	
  estimates	
  and	
  projections	
  prepared	
  with	
  respect	
  to,	
  among	
  
other	
  things,	
  the	
  historical	
  and	
  anticipated	
  operating	
  performance	
  of	
  the	
  companies,	
  access	
  to	
  capital	
  markets	
  and	
  
the	
  values	
  of	
  assets	
  and	
  liabilities.	
  Such	
  statements,	
  estimates,	
  and	
  projections	
  rellect	
  various	
  assumptions	
  by	
  P&R	
  
concerning	
  anticipated	
  results	
  that	
  are	
  inherently	
  subject	
  to	
  signilicant	
  economic,	
  competitive,	
  and	
  other	
  
uncertainties	
  and	
  contingencies	
  and	
  have	
  been	
  included	
  solely	
  for	
  illustrative	
  purposes.	
  No	
  representations,	
  express	
  
or	
  implied,	
  are	
  made	
  as	
  to	
  the	
  accuracy	
  or	
  completeness	
  of	
  such	
  statements,	
  estimates	
  or	
  projections	
  or	
  with	
  respect	
  
to	
  any	
  other	
  materials	
  herein.	
  Actual	
  results	
  may	
  vary	
  materially	
  from	
  the	
  estimates	
  and	
  projected	
  results	
  contained	
  
herein.	
  	
  

Funds	
  managed	
  or	
  initiated	
  by	
  P&R	
  have	
  invested	
  in	
  common	
  stock	
  of	
  the	
  lirm	
  in	
  this	
  presentation.	
  It	
  is	
  possible	
  
that	
  there	
  will	
  be	
  developments	
  in	
  the	
  future	
  that	
  cause	
  P&R	
  to	
  change	
  its	
  position	
  regarding	
  the	
  company	
  in	
  this	
  
presentation.	
  P&R	
  may	
  buy,	
  sell,	
  cover	
  or	
  otherwise	
  change	
  the	
  form	
  of	
  its	
  investment	
  in	
  the	
  company	
  for	
  any	
  
reason.	
  P&R	
  hereby	
  disclaims	
  any	
  duty	
  to	
  provide	
  any	
  updates	
  or	
  changes	
  to	
  the	
  analyses	
  contained	
  here	
  including,	
  
without	
  limitation,	
  the	
  manner	
  or	
  type	
  of	
  any	
  P&R	
  investment.	
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End 


