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Lowering Target Price

Turnaround will be a marathon, not a sprint
The 1H17 result confirmed the operational headwinds Collection House is experiencing,
with cash collections from debt ledger assets the lowest in three years. Conventional
wisdom in the industry is that debt buyers try to recoup their purchase price in the first
18 months, yet recoveries on newer investments were low. With a reduced workforce,
it looks like the company has been honing new recovery techniques by working older
assets. The recoveries from older debt is good, but the workforce would ideally be big
enough to adequately work new debt purchases. In our view, cash collections need to
improve fairly quickly otherwise debt purchasing power will fall, impacting earnings.
We await evidence of better cash returns, with commentary suggesting to us that this
may not be until 1H18 or later. SELL retained.
Investment highlights
• Changes to collection approach. Management’s review of the debt purchase

operations revealed: i) collection staff have been too aggressive in settling for
discounted cash upfront from consumers, ii) some payment arrangements had agreed
terms of over 10 years, and iii) the quoted value of the payment arrangement book
included arrangements that were 180 days in default, which have now been sent
back to the core collections team. The upfront discounting partly explains why cash
collection performance has been lower than that of Credit Corp (CCP : ASX : A$16.48
| BUY, A$19.23 PT), and calls into question the comparatively lower amortisation rate
(discounting immediately exhausts the asset so it should be written down quicker).

• The numbers: flat on pcp, but lower quality. While the NPAT result ($8.2m) was
flat on pcp as guided, the composition of the result was weaker in our view. The
cash collected from the debt ledger assets was $53m vs $62m pcp, operating cash
flow was $27m vs $31m pcp, and the amortisation rate applied to collections was
the lowest in two years (which inflates earnings on a like-for-like basis). Revenues
from contingency collections are now higher than those from the debt purchasing
operations, but the margin in that business is much lower.

• Guidance trimmed. The FY17 NPAT range has been reduced ($19.4-20.0m vs
$19.4-20.4m prev, CGAu: $18.7m); however, it looks like CLH will hit its purchasing
guidance of $63-65m. While guidance implies a strong lift in H2, the expected
contributions from new business and operating improvements have been trimmed.

• Food for thought: We question the consensus view that CLH is ‘cheaper’ than CCP,
and that the differences between the companies' performance are accurately captured
in the relative PEs (c9x vs 14x FY17e). We believe a better proxy for valuation is
the payment arrangement book, which is where most of the cash collections in any
period come from. After adjusting enterprise values for CCP’s loan portfolio and CLH’s
contingency collection business and comparing them to the face value of the payment
arrangement book, we think CLH still looks expensive relative to CCP (see Figure 6).

Valuation
We use a DCF for the debt purchasing operations, and apply a 5x EBITDA multiple to the
contingency collections business. We revise forecasts on the lower cash collections from
the debt purchasing operations, which leads to our TP falling from A$1.06 to A$0.90.

For important information, please see the Important Disclosures beginning on page 5 of this document.
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Figure 1: Collection House Limited (CLH) - Canaccord Genuity forecasts 

Collection House (CLH)  $1.27  

    

Year end 30 June 

Profit & Loss ($m) 2015A 2016A 2017E 2018E Ratios 2015A 2016A 2017E 2018E 

Sales Revenue 126.0 132.7 136.1 149.1 Valuation 

    EBITDA  40.3 37.3 36.3 39.1 EPS (norm.) 17.1 14.6 13.7 15.6 

Depreciation -2.4 -3.9 -3.3 -2.8 P/E (x) (norm.) 7.4 8.7 9.3 8.2 

EBITA 37.8 33.4 33.0 36.3 PE Rel  - XAO 

  

0.58 0.54 

Amortisation 0.0 0.0 0.0 0.0 PE Rel - XSO 

  

0.56 0.56 

EBIT  37.8 33.4 33.0 36.3 EV/EBITDA (x) 6.9 7.5 8.2 7.3 

Net interest -5.9 -6.1 -5.8 -5.9 EV/EBIT (x) 7.4 8.4 9.0 7.9 

Pre-tax profit 31.9 27.2 27.2 30.4 DPS (cps) 9.1 7.8 7.0 8.0 

Tax expense  -9.4 -7.8 -8.5 -9.1 Dividend Yield (%) 7.2% 6.1% 5.5% 6.3% 

NPAT (pre-ISIs) 22.5 19.4 18.7 21.3 Franking  (%) 100% 100% 100% 100% 

Significant items 0.0 -0.9 0.0 0.0 CFPS  (cps) 55.9 60.0 44.8 57.5 

NPAT (reported) 22.5 18.6 18.7 21.3 P/CFPS (x) 2.3 2.1 2.8 2.2 

NPAT (normalised) 22.5 19.4 18.7 21.3 NTA per share ($) 1.30 1.35 1.39 1.48 

  

    

Price/NTA (x) 1.0 0.9 0.9 0.9 

Cash Flow ($m) 2015A 2016A 2017E 2018E Profitability 

    Operating EBITDA 40.3 37.3 36.3 39.1 PDL cash collected 127.2 127.2 108.6 128.3 

Interest and tax -18.2 -12.0 -15.0 -71.0 Amortisation rate 39.0% 41.3% 38.5% 42.0% 

Working capital 0.0 0.0 0.0 0.0 Recovery multiple (x) 2.56 2.42 2.60 2.38 

Ledger amortisation 51.3 54.6 39.7 53.9 Collections/WDV 52% 49% 39% 45% 

Other 0.0 0.0 0.0 56.5 Collection costs 38% 36% 38% 38% 

Operating Cashflow 73.4 79.9 61.0 78.5 ROE (%) 14% 11% 10% 11% 

Ledger acquisitions -71.4 -61.9 -64.0 -55.0 ROA (%) 13% 10% 10% 11% 

General capex -0.8 -0.7 -1.0 -2.0 Capital structure 

    Net acquisitions -3.1 -4.6 -2.0 0.0 Ledger book ($m) 256.0 265.3 287.5 288.6 

Other 0.0 0.0 0.0 0.0 Enterprise Value ($m) 278.6 278.5 298.4 286.9 

Free Cashflow -1.9 12.7 -6.0 21.5 Net Debt (cash) 111.8 109.3 125.3 113.4 

Dividends -11.1 -11.4 -10.5 -9.6 Gearing (%) 40% 38% 40% 36% 

Net equity issued 3.0 3.1 1.6 0.0 Debt/financial assets 44% 41% 44% 39% 

Net Cashflow -9.9 4.4 -14.9 11.9 Interest Cover (x) 6.4 5.4 5.7 6.1 

Opening cash 0.7 7.2 8.9 2.9 EFPOWA (m) 131.4 133.3 136.3 136.6 

Borrowings/other 16.8 -2.7 8.9 -10.0 Growth 

    Closing cash 7.5 8.9 2.9 4.8 PDL cash collected (%) 19% 0% -15% 18% 

Balance Sheet ($m) 2015A 2016A 2017E 2018E Ledger amortisation (%) 14% 6% -20% 29% 

Cash  7.2 8.9 2.9 4.8 Ledger purchases (%) -12% -13% 3% -14% 

Receivables 10.3 10.0 10.1 10.1 Ledger book (%) 9% 4% 8% 0% 

Debt ledgers 256.0 265.3 287.5 288.6 EPS (norm.) (%) 18% -15% -6% 14% 

PPE 5.5 4.3 3.1 2.3 DPS (%) 14% -14% -10% 14% 

Intangibles  35.6 37.4 37.7 37.7 Valuation     (m) % 

Other assets 1.1 1.1 1.1 1.1 DCF of ledger assets 

    Total Assets 315.7 327.0 342.5 344.6 Cost of equity 11.0% WACC 

 

8.3% 

Borrowings 119.0 118.2 128.2 118.2 Cost of debt 4.2% TGR 

 

2.5% 

Payables 16.0 15.1 10.5 10.5 Debt weighting 37.7% 

   Other Liabilities 10.0 13.4 13.8 14.3 Debt ledger DCF 

 

   $ 0.53  

Total Liabilities 145.0 146.7 152.5 143.0 Contingency business @ 5x EBITDA 

 

 $   0.37  

NET ASSETS 170.7 180.3 190.0 201.7 Combined value per share 

  

 $ 0.90  

Board of Directors     (m) % Substantial Shareholders       

Kerry Daly - Non Executive Director 

  

0.39 0.29 Lev Mizikovsky 

  

16.1 11.8 

Philip Hennessy - Non Executive Director 

 

0.05 0.04 

     Leigh Berkley - Non Executive Director 0.00 0.00 Top 20 Shareholders 

  

64.5 47.5 

Description 

Collection House (CLH) engages in debt recovery services. It also engages in providing receivables management, debt collection, and debt ledger purchasing 

and legal services to support those collection activities. 

 

Source: Company Reports, Canaccord Genuity estimates 
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Figure 2: 1H17 result - flat on pcp but of lower quality, with lower debt ledger collections and lower amortisation rate applied to collections 

 1H16 2H16 FY16 1H17 chg (%) CGAu est diff  (%) 

Ledger purchases 30.1 31.8 61.9 26.1 -13% 22.5 16% 

Gross collections ($m) 61.8 65.4 127.2 52.5 -15% 62.4 -16% 

Net ledger revenue ($m) 36.3 38.3 74.6 32.3 -11% 35.5 -9% 

Amortisation rate (%) 41.3% 41.4% 41.3% 38.5% -276bps 43.2% -470bps 

Contingency collections/other ($m) 28.3 29.8 58.1 33.7 19% 28.2 19% 

Reported group revenue ($m) 64.6 68.1 132.7 66.0 2% 63.7 4% 

EBITDA ($m) 17.7 19.6 37.3 16.9 -4% 16.8 1% 

D&A ($m) -1.5 -2.4 -3.9 -1.8 20% -2.0 -8% 

EBIT ($m) 16.1 17.2 33.4 15.1 -7% 14.8 2% 

Net interest ($m) -3.1 -3.1 -6.1 -2.9 -7% -3.0 -3% 

PBT 13.1 14.1 27.2 12.2 -7% 11.8 3% 

Tax expense ($m) -3.6 -4.2 -7.8 -4.0 12% -3.5 13% 

NPAT pre-ISIs ($m) 9.5 9.9 19.4 8.2 -14% 8.3 -1% 

Significant items -1.2 0.3 -0.9 0.0 0% 0.0 0% 

Reported NPAT ($m) 8.3 10.2 18.6 8.2 -2% 8.3 -1% 

Normalised NPAT ($m) 9.5 9.9 19.4 8.2 -14% 8.3 -1% 

Normalised EPS (cps) 7.1 7.5 14.6 6.0 -15% 6.1 -1% 
 

Source: Company Reports, Canaccord Genuity estimates 

 

Figure 4: Gross collections are falling, yet amortisation is falling too 

 
Source: Company reports, Canaccord Genuity estimates 
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Figure 3: How we calculate gross 

collections and amortisation rates (1H17) 

(a) Opening WDV of ledger assets 265.3 

(b) Purchases during period 26.1 

(c) Sub-total 291.4 

(d) Closing WDV of ledger assets 271.2 

  
(e) Implied assets amortised during 

period (c - d) 

20.2 

(f) Collections reported as revenue 

in P&L 

32.3 

(g) Total cash collected from debt 

ledgers 

52.5 

Implied amortisation rate (e / g) 38.5% 
 

Source: Company Reports, Canaccord Genuity estimates 
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Figure 5: FY17 NPAT guidance of $19.4-20m implies a big H2; our numbers are slightly below this 

 FY16 1H17 2H17E FY17E chg (%) 

Ledger purchases 61.9 26.1 37.9 64.0 3% 

Gross collections ($m) 127.2 52.5 56.1 108.6 -15% 

Net ledger revenue ($m) 74.6 32.3 34.5 66.8 -10% 

Amortisation rate (%) 41.3% 38.5% 38.5% 38.5% -281bps 

Contingency collections/other ($m) 58.1 33.7 35.6 69.3 19% 

Reported group revenue ($m) 132.7 66.0 70.1 136.1 3% 

EBITDA ($m) 37.3 16.9 19.4 36.3 -3% 

D&A ($m) -3.9 -1.8 -1.5 -3.3 -16% 

EBIT ($m) 33.4 15.1 17.9 33.0 -1% 

Net interest ($m) -6.1 -2.9 -3.0 -5.8 -5% 

PBT 27.2 12.2 15.0 27.2 0% 

Tax expense ($m) -7.8 -4.0 -4.5 -8.5 9% 

NPAT pre-ISIs ($m) 19.4 8.2 10.5 18.7 -4% 

Significant items -0.9 0.0 0.0 0.0 nm 

Reported NPAT ($m) 18.6 8.2 10.5 18.7 1% 

Normalised NPAT ($m) 19.4 8.2 10.5 18.7 -4% 

Normalised EPS (cps) 14.6 6.0 7.7 13.7 -6% 
 

Source: Company Reports, Canaccord Genuity estimates 

 

Figure 6: On an EV/payment arrangement book basis, CLH looks 7% more expensive than CCP 

 CCP CLH 

Market cap at 21 Feb close ($m) 779 173 

Net debt at 31 Dec 2016 200 115 

Enterprise value ($m) 979 288 

Less other assets: 
  

CCP's loan portfolio at book value -126 
 

CLH's contingency business @ 5x EBITDA 
 

-51 

Adjusted enterprise value ($m) 853 237 

Payment arrangement book ($m) 1235 319 

Adjusted EV/$ under payment arrangement (x) 0.69x 0.74x 
 

Source: Company Reports, Canaccord Genuity estimates 
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Analyst Certification
Each authoring analyst of Canaccord Genuity whose name appears on the front page of this research hereby certifies that (i) the
recommendations and opinions expressed in this research accurately reflect the authoring analyst’s personal, independent and
objective views about any and all of the designated investments or relevant issuers discussed herein that are within such authoring
analyst’s coverage universe and (ii) no part of the authoring analyst’s compensation was, is, or will be, directly or indirectly, related to the
specific recommendations or views expressed by the authoring analyst in the research.
Analysts employed outside the US are not registered as research analysts with FINRA. These analysts may not be associated persons of
Canaccord Genuity Inc. and therefore may not be subject to the FINRA Rule 2241 and NYSE Rule 472 restrictions on communications
with a subject company, public appearances and trading securities held by a research analyst account.
Sector Coverage
Individuals identified as “Sector Coverage” cover a subject company’s industry in the identified jurisdiction, but are not authoring
analysts of the report.

Investment Recommendation
Date and time of first dissemination: February 21, 2017, 14:30 ET
Date and time of production: February 21, 2017, 05:56 ET
Target Price / Valuation Methodology:
Collection House Limited - CLH
We value CLH using a DCF methodology (WACC 8.3%) for the debt ledger purchasing operations, and a 5x EBITDA multiple for the
contingency collections business.
Credit Corp Group Limited - CCP
We value CCP at using a DCF methodology (WACC 7.7%) for the debt ledger purchasing operations, and adding the forecast book value of
the consumer loan portfolio at 30 June 2017.
Risks to achieving Target Price / Valuation:
Collection House Limited - CLH
1. The potential for corporate activity. While direct competitors are less likely to look to acquire the business in full, businesses with

subprime loan books may see CLH's collection operations as a good strategic fit.
2. Initiatives to improve operating performance materialising quicker than anticipated.
3. General improvements in debt ledger pricing providing better financial returns across the industry.
Credit Corp Group Limited - CCP
Downside risks: Further competition in the debt purchasing market impacting the company's ability to find attractively priced
investments, or resulting in the company overpaying for debt ledgers.
Upside risks: Finding opportunities to buy debt ledgers in the secondary market from competitors that may be experiencing financial
difficulty, earlier than expected expansion over investment in the US market.

Distribution of Ratings:
Global Stock Ratings (as of 02/21/17)
Rating Coverage Universe IB Clients

# % %
Buy 582 60.37% 37.29%
Hold 290 30.08% 15.86%
Sell 34 3.53% 17.65%
Speculative Buy 58 6.02% 72.41%

964* 100.0%
*Total includes stocks that are Under Review

Canaccord Genuity Ratings System
BUY: The stock is expected to generate risk-adjusted returns of over 10% during the next 12 months.

HOLD: The stock is expected to generate risk-adjusted returns of 0-10% during the next 12 months.

SELL: The stock is expected to generate negative risk-adjusted returns during the next 12 months.
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NOT RATED: Canaccord Genuity does not provide research coverage of the relevant issuer.
“Risk-adjusted return” refers to the expected return in relation to the amount of risk associated with the designated investment or the
relevant issuer.
Risk Qualifier
SPECULATIVE: Stocks bear significantly higher risk that typically cannot be valued by normal fundamental criteria. Investments in the
stock may result in material loss.

12-Month Recommendation History (as of date same as the Global Stock Ratings table)
A list of all the recommendations on any issuer under coverage that was disseminated during the preceding 12-month period
may be obtained at the following website (provided as a hyperlink if this report is being read electronically) http://disclosures-
mar.canaccordgenuity.com/EN/Pages/default.aspx

Required Company-Specific Disclosures (as of date of this publication)
Canaccord Genuity or one or more of its affiliated companies intend to seek or expect to receive compensation for Investment Banking
services from Collection House Limited and Credit Corp Group Limited in the next three months.
An analyst has visited the material operations of Credit Corp Group Limited. No payment was received for the related travel costs.

Apr 2014 Jul 2014 Oct 2014 Jan 2015 Apr 2015 Jul 2015 Oct 2015 Jan 2016 Apr 2016 Jul 2016 Oct 2016 Jan 2017

2.50

2.00

1.50

1.00

0.50

Collection House Limited Rating History as of 02/19/2017

Closing Price Target Price

Buy (B); Speculative Buy (SB); Sell (S); Hold (H); Suspended (SU); Under Review (UR); Restricted (RE); Not Rated (NR)

S:AUD1.06
09/20/16

S:AUD1.06
02/14/17

Apr 2014 Jul 2014 Oct 2014 Jan 2015 Apr 2015 Jul 2015 Oct 2015 Jan 2016 Apr 2016 Jul 2016 Oct 2016 Jan 2017

22
20
18
16
14
12
10
8
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11/02/16
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Online Disclosures
Up-to-date disclosures may be obtained at the following website (provided as a hyperlink if this report is being read electronically)
http://disclosures.canaccordgenuity.com/EN/Pages/default.aspx; or by sending a request to Canaccord Genuity Corp. Research, Attn:
Disclosures, P.O. Box 10337 Pacific Centre, 2200-609 Granville Street, Vancouver, BC, Canada V7Y 1H2; or by sending a request
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by email to disclosures@canaccordgenuity.com. The reader may also obtain a copy of Canaccord Genuity’s policies and procedures
regarding the dissemination of research by following the steps outlined above.
General Disclaimers
See “Required Company-Specific Disclosures” above for any of the following disclosures required as to companies referred to in this
report: manager or co-manager roles; 1% or other ownership; compensation for certain services; types of client relationships; research
analyst conflicts; managed/co-managed public offerings in prior periods; directorships; market making in equity securities and related
derivatives. For reports identified above as compendium reports, the foregoing required company-specific disclosures can be found in
a hyperlink located in the section labeled, “Compendium Reports.” “Canaccord Genuity” is the business name used by certain wholly
owned subsidiaries of Canaccord Genuity Group Inc., including Canaccord Genuity Inc., Canaccord Genuity Limited, Canaccord Genuity
Corp., and Canaccord Genuity (Australia) Limited, an affiliated company that is 50%-owned by Canaccord Genuity Group Inc.
The authoring analysts who are responsible for the preparation of this research are employed by Canaccord Genuity Corp. a Canadian
broker-dealer with principal offices located in Vancouver, Calgary, Toronto, Montreal, or Canaccord Genuity Inc., a US broker-dealer
with principal offices located in New York, Boston, San Francisco and Houston, or Canaccord Genuity Limited., a UK broker-dealer with
principal offices located in London (UK) and Dublin (Ireland), or Canaccord Genuity (Australia) Limited, an Australian broker-dealer with
principal offices located in Sydney and Melbourne.
The authoring analysts who are responsible for the preparation of this research have received (or will receive) compensation based upon
(among other factors) the Investment Banking revenues and general profits of Canaccord Genuity. However, such authoring analysts
have not received, and will not receive, compensation that is directly based upon or linked to one or more specific Investment Banking
activities, or to recommendations contained in the research.
Some regulators require that a firm must establish, implement and make available a policy for managing conflicts of interest arising as
a result of publication or distribution of research. This research has been prepared in accordance with Canaccord Genuity’s policy on
managing conflicts of interest, and information barriers or firewalls have been used where appropriate. Canaccord Genuity’s policy is
available upon request.
The information contained in this research has been compiled by Canaccord Genuity from sources believed to be reliable, but (with the
exception of the information about Canaccord Genuity) no representation or warranty, express or implied, is made by Canaccord Genuity,
its affiliated companies or any other person as to its fairness, accuracy, completeness or correctness. Canaccord Genuity has not
independently verified the facts, assumptions, and estimates contained herein. All estimates, opinions and other information contained
in this research constitute Canaccord Genuity’s judgement as of the date of this research, are subject to change without notice and are
provided in good faith but without legal responsibility or liability.
From time to time, Canaccord Genuity salespeople, traders, and other professionals provide oral or written market commentary or
trading strategies to our clients and our principal trading desk that reflect opinions that are contrary to the opinions expressed in this
research. Canaccord Genuity’s affiliates, principal trading desk, and investing businesses also from time to time make investment
decisions that are inconsistent with the recommendations or views expressed in this research.
This research is provided for information purposes only and does not constitute an offer or solicitation to buy or sell any designated
investments discussed herein in any jurisdiction where such offer or solicitation would be prohibited. As a result, the designated
investments discussed in this research may not be eligible for sale in some jurisdictions. This research is not, and under no
circumstances should be construed as, a solicitation to act as a securities broker or dealer in any jurisdiction by any person or company
that is not legally permitted to carry on the business of a securities broker or dealer in that jurisdiction. This material is prepared for
general circulation to clients and does not have regard to the investment objectives, financial situation or particular needs of any
particular person. Investors should obtain advice based on their own individual circumstances before making an investment decision.
To the fullest extent permitted by law, none of Canaccord Genuity, its affiliated companies or any other person accepts any liability
whatsoever for any direct or consequential loss arising from or relating to any use of the information contained in this research.
Research Distribution Policy
Canaccord Genuity research is posted on the Canaccord Genuity Research Portal and will be available simultaneously for access by all
of Canaccord Genuity’s customers who are entitled to receive the firm's research. In addition research may be distributed by the firm’s
sales and trading personnel via email, instant message or other electronic means. Customers entitled to receive research may also
receive it via third party vendors. Until such time as research is made available to Canaccord Genuity’s customers as described above,
Authoring Analysts will not discuss the contents of their research with Sales and Trading or Investment Banking employees without prior
compliance consent.
For further information about the proprietary model(s) associated with the covered issuer(s) in this research report, clients should
contact their local sales representative.
Short-Term Trade Ideas
Research Analysts may, from time to time, discuss “short-term trade ideas” in research reports. A short-term trade idea offers a near-
term view on how a security may trade, based on market and trading events or catalysts, and the resulting trading opportunity that may
be available. Any such trading strategies are distinct from and do not affect the analysts' fundamental equity rating for such stocks. A
short-term trade idea may differ from the price targets and recommendations in our published research reports that reflect the research
analyst's views of the longer-term (i.e. one-year or greater) prospects of the subject company, as a result of the differing time horizons,
methodologies and/or other factors. It is possible, for example, that a subject company's common equity that is considered a long-
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term ‘Hold' or 'Sell' might present a short-term buying opportunity as a result of temporary selling pressure in the market or for other
reasons described in the research report; conversely, a subject company's stock rated a long-term 'Buy' or “Speculative Buy’ could be
considered susceptible to a downward price correction, or other factors may exist that lead the research analyst to suggest a sale over
the short-term. Short-term trade ideas are not ratings, nor are they part of any ratings system, and the firm does not intend, and does not
undertake any obligation, to maintain or update short-term trade ideas. Short-term trade ideas are not suitable for all investors and are
not tailored to individual investor circumstances and objectives, and investors should make their own independent decisions regarding
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