	Quarter Report

Company Name:                                              Quarter Ending:                    Stock Watcher:

	1. Quarter Results: 

What was the % change in sales and EPS over the same quarter last year? What was the % change in the metrics specific to this company.  Is the company meeting our expectations on the SSG?  If not why not? (The press release or 10Q will provide the % change and some of the metrics. The conference call should provide the rest.)
	


	2. Hot List Items:
Hot List Items are positive or negative situations you are watching on this company. Other than Sales & EPS, did this quarter produce anything that would add, update or cause you to delete anything from your current hot list?  Are there any positive or negative situations brewing that could affect our return?    
	


	3. Management/Analyst Guidance:
Did management give any future guidance for sales or EPS on the conference call?  Is there any change in the guidance from Value Line, Yahoo or Morningstar from last quarter? (See Value Line Annual Rates box for sales & Earnings; see Yahoo’s 1- and 5-year EPS growth estimates; and read the latest Morningstar analysis for changes.)
	


	4. Changes to the SSG:
Are there any changes to the company or industry that would cause us to change our judgments? (News alerts and the conference call should shed some light.) List any changes to the SSG that you would recommend to the club, and why.
	


	5. Relevant News: 

Did anything meaningful come from the conference call, earnings report, or analyst reports or news articles? (Use the back of this form for overflow.)
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Revenues rose 14% to $54.6 million


Earnings per share rose 7% to 75 cents per share





For the first time in two years, the company reported a decline in the average revenue per collector of $142.26 for the first nine months of 2007 compared with $146.03 for all of 2006. There was a similar decline in trustee-administered bankruptcy collections of $129.35 per collector for the first nine months of 2007 compared with $132.15 per collector for all of 2006. That is a function of a greater number of new and inexperienced collectors, higher expenses to bring the new Jackson, Tennessee call center into full-scale operation, the slowdown in debt collections, and higher interest expense.
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The average rating of the ten analysts who follow the Company is a buy. There is a slight variance in analyst estimates of five-year growth. Thomson Financial has come down on its estimate to 14.2%. Reuters and Standard & Poor’s came in at 16.3% and 16.5% respectively. Zacks weighed in at 14.3%.








I do not personally own Portfolio Recovery Associates. I am deliberately choosing not to lower my judgments on the Stock Selection Guide (SSG) so I can analyze the raw data. I do not deny that growth is slowing or that there is more risk to owning this company.  I recommend that we hold our position.
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The company will increase its line of credit from $150 million to $270 million


The company has completed its buy back of 1 million shares





It’s What We Know


The purpose of this narrative is to help you make an informed investment opinion about Portfolio Recovery Associates. I don’t believe we understand the fundamentals of this company or the industry group. Of lately, the stock has plummeted in sympathy with the rest of the stocks in the specialty finance sector.





The financial sector has suffered greatly in the last quarter over what is being called the credit crisis. What is causing the angst for bond traders are collateralized debt obligations. CDOs are very complicated debt instruments that are difficult to impossible to price. We don’t know the true value of the uncollectible debt. Uncertainty breeds panic and the selling of both bonds and stocks.





The Federal Reserve, under Ben Bernanke’s leadership, has acted to add some liquidity to the market by lowering interest rates. There are limitations to this strategy because as foreigners dump U.S. dollars, this could tip the United States into recession. That’s why Jim Rogers and Marc Faber are calling for no more monetary easing.





The operations of Portfolio Recovery Associates are different than that of a traditional finance institution. Portfolio Recovery does not lend money or take on credit risk the same way as a bank. Portfolio Recovery buys distressed debt (mostly delinquent credit card debt) as cheaply as it can and then attempts to recover the highest percentage of that debt as it can.





Portfolio Recovery Associates had another record quarter of buying activity, purchasing $57 million in charged-off debt. The company is financing a higher portion of its debt purchases with borrowed money. That is what is termed as leveraging the balance sheet. I feel it would be a grave mistake to sell our position in Portfolio Recovery. From a technical standpoint, I believe that Portfolio Recovery will form a base at $30 per share or roughly 50% below its 52-week high. As I see it, the many investors who didn’t understand the company and were caught up in momentum buying are now bailing.





For further reading:


3rd Quarter 2007 Earnings Call Transcript


Landis, David “When the News Is Bad This Company Wins” Kiplinger’s Personal Finance November 2007.




















