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PART I. FINANCIAL INFORMATION 

Item 1. Financial Statements 

DRIVETIME AUTOMOTIVE GROUP, INC. AND SUBSIDIARIES  

Condensed Consolidated Balance Sheets  
  
   

  

September 30, 

2010  
  

December 31, 

2009  
  

  (Unaudited)   

  ($ in thousands) 
ASSETS 

    

Cash and Cash Equivalents ...................................................................................................................  $ 21,727  $ 21,526  
Restricted Cash and Investments Held in Trust ....................................................................................   93,969   84,064  
   

Finance Receivables..............................................................................................................................   1,438,715   1,340,591  
Allowance for Credit Losses .................................................................................................................   (214,600)  (218,259) 

      

Finance Receivables, net .............................................................................................................   1,224,115   1,122,332  
   

Inventory ...............................................................................................................................................   104,557   115,257  
Property and Equipment, net .................................................................................................................   56,508   51,374  
Other Assets ..........................................................................................................................................   50,153   37,527  

      

Total Assets .......................................................................................................................  $ 1,551,029  $ 1,432,080  
      

LIABILITIES & SHAREHOLDER’S EQUITY 
    

Liabilities: 
    

Accounts Payable ........................................................................................................................  $ 16,356  $ 5,060  
Accrued Expenses and Other Liabilities .....................................................................................   70,529   42,327  
Accrued Expenses-Related Party ................................................................................................   4,187   4,333  
Portfolio Term Financings ...........................................................................................................   475,404   795,857  
Portfolio Warehouse Facilities ....................................................................................................   298,557   77,506  
Senior Secured Notes Payable .....................................................................................................   149,320   —    
Senior Secured Notes Payable-Related Party ..............................................................................   48,456   —    
Other Secured Notes Payable ......................................................................................................   55,469   75,277  
Other Secured Notes Payable-Related Party ...............................................................................   —     62,088  
Senior Unsecured Notes Payable .................................................................................................   1,500   1,487  
Subordinated Notes Payable-Related Party .................................................................................   —     75,000  

      

Total Liabilities ..................................................................................................................   1,119,778   1,138,935  
      

Shareholder’s Equity: 
    

Common Stock ............................................................................................................................   —     —    
Paid-in Capital .............................................................................................................................   232,328   131,349  
Retained Earnings........................................................................................................................   198,923   161,796  

      

Total Shareholder’s Equity ................................................................................................   431,251   293,145  
      

Total Liabilities & Shareholder’s Equity ...........................................................................  $ 1,551,029 $ 1,432,080  
      

See accompanying notes to Condensed Consolidated Financial Statements.  
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DRIVETIME AUTOMOTIVE GROUP, INC. AND SUBSIDIARIES  

Condensed Consolidated Statements of Operations  
  
     

  

Three Months Ended 

September 30,  
  

Nine Months Ended 

September 30,  
  

  

2010  
  

2009  
  

2010  
  

2009  
  

  (Unaudited) 
  ($ in thousands) 

Revenue: 
        

Sales of Used Vehicles ......................................................................  $ 195,263  $ 170,017  $ 608,185  $ 563,985 
Interest Income ..................................................................................   68,060   63,148   197,923   188,950  

          

Total Revenue ..........................................................................   263,323   233,165   806,108   752,935  
          

Costs and Expenses: 
        

Cost of Used Vehicles Sold ...............................................................   124,368   96,063   381,077   315,638  
Provision for Credit Losses ...............................................................   44,189   53,495   125,678   175,612  
Portfolio Debt Interest Expense .........................................................   17,167   19,223   56,200   56,196  
Non- Portfolio Debt Interest Expense ...............................................   928  3,033   3,995   13,067  
Non- Portfolio Debt Interest Expense—Related party ......................   —   5,148   10,176   15,289  
Senior Secured Debt Interest Expense ...............................................   4,872   —   6,486   —  
Senior Secured Debt Interest Expense—Related party .....................   1,660   —   2,010   —  
Selling and Marketing .......................................................................   8,380   7,736  26,601   24,308  
General and Administrative ...............................................................   34,047   32,343   99,674   105,269  
General and Administrative—Related party .....................................   2,246   2,799   8,487   9,980  
Depreciation Expense ........................................................................   3,563   3,150   10,416   9,627  
Loss (Gain) on Extinguishment of Debt, net .....................................   3,418   —  3,418   (31,559) 
Loss on Extinguishment of Debt—Related party ..............................   —   1,248  —   1,248 

          

Total Costs and Expenses ........................................................   244,838   224,238   734,218   694,675  
          

Income Before Income Taxes .....................................................................   18,485   8,927   71,890   58,260  
Income Tax (Benefit) Expense ...................................................................   (747)   110   53   770  

          

Net Income ..................................................................................................  $ 19,232  $ 8,817  $ 71,837  $ 57,490  
          

  

 

See accompanying notes to Condensed Consolidated Financial Statements.  
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DRIVETIME AUTOMOTIVE GROUP, INC. AND SUBSIDIARIES  

Consolidated Statements of Cash Flows  
  
   

  

Nine Months Ended September 30,  
  

  

    2010      
  

    2009      
  

  (Unaudited) 
  ($ in thousands) 

Cash Flows from Operating Activities:   

Net Income ...................................................................................................................................................................................  $ 71,837  $ 57,490  
Adjustments to Reconcile Net Income to Net Cash Provided by Operating Activities:     

Provision for Credit Losses ..........................................................................................................................................................   125,678   175,612  
Depreciation Expense ...................................................................................................................................................................   10,416   9,627  
Amortization of Debt Issuance Costs and Debt Premium and Discount .......................................................................................   14,193   12,617  
Non-Cash Compensation Expense ................................................................................................................................................   1,125   1,688  
Loss (Gain) from Disposal of Property and Equipment ................................................................................................................   221   (94) 
Increase in Finance Receivables ...................................................................................................................................................   (595,871)  (556,252) 
Collections and Recoveries on Finance Receivable Principal .......................................................................................................   369,399   352,279  
(Increase) Decrease in Accrued Interest Receivable and Loan Origination Costs .........................................................................   (989)  2,036  
Decrease in Inventory ...................................................................................................................................................................   10,700   13,980  
(Increase) Decrease in Other Assets .............................................................................................................................................   (5,986)  13,390  
Increase in Accounts Payable, Accrued Expenses and Other Liabilities .......................................................................................   36,677   4,971  
Decrease in Accrued Expenses-Related Party...............................................................................................................................   (146)  (2,447) 
Decrease in Income Taxes Payable ...............................................................................................................................................   (934)  (60) 

      

Net Cash Provided By Operating Activities .....................................................................................................................   36,320   84,837  
      

Cash Flows from Investing Activities:     

Proceeds from Disposal of Property and Equipment .....................................................................................................................   326   321  
Purchase of Property and Equipment ............................................................................................................................................   (12,342)  (7,345) 

      

Net Cash Used in Investing Activities ..............................................................................................................................   (12,016)  (7,024) 
      

Cash Flows from Financing Activities:     

Increase in Restricted Cash ...........................................................................................................................................................   (25,420)  (3,506) 
Deposits into Investments Held in Trust .......................................................................................................................................   (4,500)   (1,467) 
Collections, Buybacks and Change in Investments Held in Trust .................................................................................................   20,015   23,490  
Additions to Portfolio Term Financings .......................................................................................................................................   394,807   584,069  
Repayment of Portfolio Term Financings .....................................................................................................................................   (715,039)  (263,770) 
Additions to Portfolio Warehouse Facilities .................................................................................................................................   696,300   855,642  
Repayment of Portfolio Warehouse Facilities...............................................................................................................................   (475,249)  (1,085,006) 
Additions to Other Secured Notes Payable ...................................................................................................................................   2,776   68,470  
Repayment of Other Secured Notes Payable ................................................................................................................................   (22,584)  (122,870) 
Repayment of Senior Unsecured Notes Payable ...........................................................................................................................   —     (90,000) 
Repayment of Senior Unsecured Notes Payable-Related Party.....................................................................................................   —     (32,000) 
Additions to Senior Secured Notes Payable ..................................................................................................................................   161,109   —    
Payment of Debt Issuance Costs ...................................................................................................................................................   (21,608)  (10,873) 
Dividend Distributions .................................................................................................................................................................   (34,710)  —    

      

Net Cash Used In Financing Activities ............................................................................................................................   (24,103)  (77,821) 
      

Net Increase (Decrease) in Cash and Cash Equivalents .............................................................................................................................   201   (8) 
Cash and Cash Equivalents at Beginning of Period ...................................................................................................................................   21,526   25,533  

      

Cash and Cash Equivalents at End of Period .............................................................................................................................................  $ 21,727  $ 25,525  
      

Supplemental Statement of Cash Flow Information:     

Interest Paid ..................................................................................................................................................................................  $ 60,132  $ 75,501  
      

Interest Paid-Related Party ...........................................................................................................................................................  $ 12,128  $ 18,280  
      

Income Taxes Paid .......................................................................................................................................................................  $ 987  $ 830  
      

Supplemental Statement of Non-Cash Investing and Financing Activities:     

Purchase of Property and Equipment Under Capital Lease ...........................................................................................................  $ 3,755  $ 625  
      

Disposal of Fully Depreciated Property & Equipment ..................................................................................................................  $ 4,352  $ 4,970  
      

Exchange of Other Secured Notes Payable to Equity—Related Party ..........................................................................................  $ 60,088  $ —    
      

Exchange of Subordinated Notes Payable to Equity—Related Party ............................................................................................  $ 40,000  $ —    
      

Exchange of Other Secured Notes Payable-Related Party to Senior Secured Notes Payable ........................................................  $ 2,000  $ —    
      

Exchange of Subordinated Notes Payable-Related Party to Senior Secured Notes Payable ..........................................................  $ 35,000  $ —    
      

Gain (Loss) on Extinguishment of Debt, net .................................................................................................................................  $ (3,418)  $ 31,559  
      

Loss on Extinguishment of Debt—Related Party .........................................................................................................................  $ —    $ (1,248) 
      

See accompanying notes to Condensed Consolidated Financial Statements.  
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 DRIVETIME AUTOMOTIVE GROUP, INC. AND SUBSIDIARIES  

Notes to Condensed Consolidated Financial Statements  

(1) Description of Business, Ownership Formation, Basis of Presentation, and Principles of Consolidation  

Description of Business  

DriveTime Automotive Group, Inc., (DTAG) (referred to herein as ―we,‖ ―our,‖ and ―us‖), through its subsidiaries, own and 

operate used automobile dealerships in the United States focusing on the sale and financing of used vehicles to the subprime market. 

The subprime market is comprised of customers with modest incomes who have experienced credit difficulties or have very limited 

credit histories. We finance substantially all the vehicles we sell through installment sales contracts (―loans‖). We do not sell our loans 

to third party lenders or finance companies on a servicing released basis and, unlike pure finance companies, we do not purchase 

finance receivables from other sources. We have historically funded this portfolio primarily through portfolio warehouse facilities and 

portfolio term financings.  

Basis of Presentation  

The accompanying consolidated financial statements include the accounts of DTAG and DT Acceptance Corporation (DTAC) 

and their wholly-owned subsidiaries.  The financial position and results of operations of DTAG and DTAC are consolidated into 

DTAG since DTAC is a variable interest entity for which DTAG is the primary beneficiary.  See Note 11 – Variable Interest Entities 

for further information.  Also included in the consolidated financial statements are wholly-owned special purpose subsidiaries of 

DTAC, which are all ―bankruptcy remote subsidiaries‖ formed in conjunction with our securitizations, warehouse facilities and pooled 

auto loan program financing transactions. All intercompany accounts and transactions have been eliminated in consolidation for all 

periods presented and, although not material, certain prior period amounts have been reclassified to be consistent with current period 

financial statement presentation.  The consolidated balance sheets have been adjusted to reflect Mr. Garcia’s basis in the Company 

through the application of push-down accounting, as it relates to his acquisition of the Company in March 2002 when he acquired our 

predecessor, Ugly Duckling Corporation.  

 These consolidated financial statements have been prepared in conformity with U.S. generally accepted accounting principles 

for interim financial information. Accordingly, they do not include all of the information and footnotes required by U.S. generally 

accepted accounting principles for complete financial statements. In the opinion of management, such interim consolidated financial 

statements reflect all normal recurring adjustments considered necessary to present fairly the financial position, results of operations, 

and cash flows for the interim periods presented. The results of operations for the interim periods are not necessarily indicative of the 

results to be expected for the full fiscal year. These consolidated financial statements should be read in conjunction with the audited 

consolidated financial statements and footnotes as of and for the year-ended December 31, 2009 included Offering Memorandum for 

our 12.625% Senior Secured Notes due 2017, dated May 27, 2010.  

Use of Estimates  

The preparation of the consolidated financial statements in conformity with U.S. generally accepted accounting principles 

requires management to make estimates and assumptions that affect the reported amount of assets and liabilities. Certain accounting 

estimates involve significant judgments, assumptions, and estimates by management that have a material impact on the carrying value 

of certain assets and liabilities, disclosures of contingent assets and liabilities, and the reported amounts of income and expenses 

during the reporting period which management considers to be critical accounting estimates. The judgments, assumptions, and 

estimates used by management are based on historical experience, managements’ experience, and other factors, which are believed to 

be reasonable under the circumstances. Because of the nature of the judgments and assumptions made by management, actual results 

could differ materially from these judgments and estimates, which could have a material impact on the carrying values of our assets 

and liabilities and our results of operations.  

Significant items subject to estimates and assumptions include the allowance for credit losses, inventory valuation, fair value 

measurements, certain legal reserves, our reserve for sales returns and allowances, our recovery receivables, and our warranty accrual. 

Estimates used in deriving these amounts are described in the footnotes herein. Actual results could differ from these estimates.  

Relationship with Verde Investments, Inc.  

Verde Investments, Inc. (hereinafter referred to as ―Verde‖) is an Arizona corporation that is wholly-owned by Ernest C. Garcia 

II, our Chairman and sole shareholder. Verde engages in the acquisition, development, and long-term investment in real estate and 

other commercial assets. Mr. Garcia is the sole stockholder, president and director of Verde. Transactions between us and Verde are 

described in Note 7—Related Party Transactions.  
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(2) Restricted Cash and Investments Held in Trust  

We maintain various cash accounts, which are pledged as collateral under our debt agreements. We are permitted to invest funds 

in these accounts in short-term, high quality liquid investments. The following is a summary of restricted cash and investments held in 

trust:  
  

   

  

September 30, 

2010  
  

December 31, 

2009  
  

  (Unaudited)   

  ($ in thousands) 
Restricted cash ............................................................................  $ 52,548  $ 27,128  
Investments Held in Trust ...........................................................   41,421   56,936  

        

$ 93,969  $ 84,064  
      

Restricted Cash  

Restricted cash consists of collections related to loans held in securitization trusts, loans pledged to our portfolio warehouse 

facilities, and loans included in Pooled Auto Loan Program (PALP) transactions, which have been collected from customers, but have 

not yet been submitted either to the lenders or the securitization trustee, as appropriate.  

Investments Held in Trust  

We maintain cash reserve accounts on behalf of Asset-Backed Security investors in our securitizations and certain PALP 

transactions as a form of credit enhancement. At the time loans are transferred to a trust, a portion of the proceeds from sales of notes 

are deposited into a reserve account that is pledged to the trusts. We may be required to make additional deposits to reserve accounts 

from collections on the loans to fund the reserve account to the required target percentage. Investments held in trust also include 

collections related to loans held in securitization trusts and loans included in PALP financing transactions, which have been collected 

from customers, and submitted to the trustee, but have not yet been paid to the lenders, as appropriate. Balances in the reserve 

accounts (which are a component of investments held in trust) totaled $18.6 million at September 30, 2010 and $26.1 million at 

December 31, 2009.  

  

(3) Finance Receivables  

The following is a summary of finance receivables:  
  

   

  

September 30, 

2010  
  

December 31, 

2009  
  

  (Unaudited)   

  ($ in thousands) 
Principal Balances ......................................................................  $ 1,409,350  $ 1,312,216  
Accrued Interest .........................................................................   12,186   10,806  
Loan Origination Costs ..............................................................   17,179   17,569  

      

Finance Receivables ...................................................................  $ 1,438,715  $ 1,340,591  
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(4) Allowance for Credit Losses  

The following table sets forth the rollforward of the allowance for credit losses for the periods indicated:  
  

     

  Three Months Ended Nine Months Ended 
  

September 30,  
  

September 30,  
  

  
2010  

  

2009  
  

2010  
  

2009  
  

  (Unaudited) 
  ($ in thousands) 

Allowance Activity: 
        

Balance, beginning of period ........................................  $ 222,000  $ 245,100  $ 218,259  $ 242,600  
Provision for credit losses ............................................   44,189   53,495   125,678   175,612  
Net charge-offs .............................................................   (51,589)  (65,952)  (129,337)  (185,569) 

          

Balance, end of period ..................................................  $ 214,600  $ 232,643  $ 214,600  $ 232,643  
          

Allowance as a percent of ending principal..................   15.2%  17.1%  15.2%  17.1% 
Charge off Activity: 

        

Principal balances .........................................................  $ (83,559) $ (97,068) $ (216,022)  (271,488) 
Recoveries, net .............................................................   31,970   31,116   86,685   85,919  

          

Net charge-offs .............................................................  $ (51,589) $ (65,952) $ (129,337) $ (185,569) 
          

  

(5) Debt Obligations  

Portfolio Term Financings  

The following is a summary of portfolio term financings:  
  

   

  

September 30, 

2010  
  

December 31, 

2009  
  

  (Unaudited)   

  ($ in thousands) 
Securitization Debt: 

    

Asset Backed Security obligations issued pursuant to the 

Company’s securitizations ...................................................................  $ 363,262  $ 268,533  
Portfolio Term Residual Financing: 

    

Fixed rate financing facility secured by residual interests in finance 

receivables of warehouse facilities and securitizations .......................   100,000   —    
Pooled Auto Loan Program Financings: 

    

Fixed rate secured financing transactions for our finance receivable 

portfolio ...............................................................................................   12,142   527,324  
      

Total Portfolio Term Financings...........................................................  $ 475,404  $ 795,857  
      

Securitization debt  
 

In September 2010, we completed our second securitization transaction (2010-1) since June 2007 by issuing $228.0 million of 

asset-backed securities, which are collateralized by approximately $300.0 million of finance receivables. The asset-backed securities 

are structured in four tranches with credit ratings ranging from AAA to BBB by Standard and Poors (S&P) and DBRS, without 

external credit enhancement from a monoline insurer. The original duration weighted average coupon of these four tranches was 

3.66%. 

Asset-backed securities outstanding are secured by underlying pools of finance receivables and investments held in trust of 

$549.5 million and $431.9 million at September 30, 2010 and December 31, 2009, respectively. Asset-backed securities outstanding 

have interest payable monthly at fixed rates ranging from 3.6% to 6.1% at September 30, 2010 and 5.2% to 5.6% at December 31, 

2009. These rates represent the original duration weighted average rates of the outstanding asset-backed securities. Credit 

enhancement for the asset-backed securities consists of a reserve account, over collateralization, and subordination of the notes in each 

trust which are subordinate in nature to the securities. Over collateralization represents finance receivable principal balance in excess 

of the face value of asset-backed securities issued. Cash reserves are funded with proceeds from the sale of asset-backed securities and 

through cash collections. At September 30, 2010, our 2010-1, 2009-1, and our 2007-A securitization trusts comprise the outstanding 

balance depicted above.  The 2009-1 securitization was rated in tranches with credit ratings from AAA to A by DBRS.  Subsequent to 

September 30, 2010, we repurchased the amount outstanding of $28.8 million in our 2007-A securitization under a clean-up call.   
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Performance triggers. Our 2007-A securitization trust contains certain covenants, including limitations on delinquencies, 

periodic net charge-offs, and cumulative net charge-offs (―performance triggers‖). If a trust exceeds a performance trigger the required 

cash reserve increases and cash flow from the loans in the trust is ―trapped‖ until the reserve account reaches the specified level, or 

until the holders are paid in full or the insurer waives the event. If the trust performance goes below the performance trigger the 

trapped cash is returned to us. Our 2009-1 and 2010-1 trusts do not contain these triggers. At September 30, 2010 and December, 31 

2009, all trusts were in compliance with their performance triggers and there have been no requirements to trap cash or any 

termination events.  

Individual securitization trusts are not cross-collateralized or cross-defaulted. Additionally, we have the option to purchase the 

remaining loans in a trust when the remaining principal balances of the loans reach a specified percentage (generally 10%) of their 

original principal balance.  

 Portfolio term residual financing  

In May 2010, we entered into a $100.0 million term residual facility with Santander Consumer USA Inc. (Santander), secured 

primarily by residual interests in our warehouse facilities. This facility allows for maximum borrowings of $100.0 million at an 

advance rate of 75% on the receivables pledged to the facility. This facility provides for funding through April 2012 with a term-out 

feature resulting in a final maturity of April 2013. Interest is fixed at 8.62%.  

 

Pooled auto loan program financings (PALP)  

PALP financings are secured by underlying pools of finance receivables and in certain cases a cash reserve account. At 

September 30, 2010, interest rates on our outstanding PALP facilities are 8.0%. At September 30, 2010 and December 31, 2009, the 

aggregate amount of finance receivables and cash reserve accounts securing these financings were $16.4 million and $739.3 million, 

respectively. The net advance rate on the receivables ranged from 67.8% to 73.9% of the principal balance for transactions outstanding 

at September 30, 2010 and from 67.6% to 73.4% of the principal balance for transactions outstanding at December 31, 2009. In certain 

cases there may be a cash reserve/holdback which is netted against the debt amount to arrive at the net advance rate.  
In May 2010, in conjunction with the execution of our $250.0 million Warehouse Facility with Santander, we reduced our PALP 

facility with Santander, from a $518.0 million borrowing capacity to a $250.0 million borrowing capacity. In addition, in August 

2010, we terminated the PALP facility with Santander.  

 
Portfolio warehouse facilities  

The following is a summary of portfolio warehouse facilities 
  

   

  

September 30, 

2010  
  

December 31, 

2009  
  

  (Unaudited)   

  ($ in thousands) 
Portfolio Warehouse Facilities: 

    

Warehouse Facility I—secured by certain finance receivables of the 

Company ..........................................................................................  $ 101,865  $ 77,506  
Warehouse Facility II—secured by certain finance receivables of the 

Company ..........................................................................................   100,000   —    
Warehouse Facility III—secured by certain finance receivables of 

the Company ....................................................................................   67,692   —    
Warehouse Facility IV—secured by certain finance receivables of 

the Company ....................................................................................   29,000   —    
      

Total Portfolio Warehouse Facilities .................................................  $ 298,557  $ 77,506  
      

Warehouse Facility I  

In July 2010, we amended our warehouse facility with Deutsche Bank AG, New York Branch (Deutsche Bank), decreasing the 

total capacity from $250.0 million to $150.0 million, and extending the maturity from December 2010 to December 2011.  As of 

September 30, 2010, this facility has a total capacity of $150.0 million, carries an advance rate on the receivables pledged to the 

facility of 58%, and amounts outstanding at September 30, 2010 are secured by finance receivable principal balances of $223.7 

million. The amounts outstanding under the facility bear interest based on the lenders’ cost of funds thereunder plus 4.25% (4.58% at 

September 30, 2010) on or prior to December 31, 2010. Thereafter the amounts outstanding under the facility will bear interest based 

on the lenders’ cost of funds thereunder plus 3.25%. This facility also has a term-out feature resulting in a final maturity of December 

2012. At September 30, 2010, we were in compliance with all financial covenants of this facility.  
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Warehouse Facility II  

In May 2010, we entered into a portfolio warehouse facility agreement with Santander with a capacity of $250.0 million. This 

facility is secured by finance receivables of $149.7 million at September 30, 2010, carries an advance rate on the receivables pledged 

to the facility of 70%, and amounts outstanding under the facility bear interest at LIBOR plus 5.00% (5.26% at September 30, 2010) 

on the first $100.0 million outstanding and LIBOR plus 4.25% for amounts outstanding in excess of $100.0 million. This agreement 

requires us to maintain $100.0 million outstanding at all times. This revolving facility provides for funding through May 2011 with a 

term-out feature resulting in a final maturity of May 2012. At September 30, 2010, we were in compliance with all financial covenants 

of this facility.  

Warehouse Facility III  

In April 2010 we entered into a portfolio warehouse facility agreement with UBS Real Estate Securities Inc. (UBS) with a 

capacity of $125.0 million. This facility is secured by finance receivables of $195.2 million at September 30, 2010, carries an advance 

rate on the receivables pledged to the facility of 50%, and amounts outstanding under the facility bear interest at LIBOR plus 2.50% 

(2.76% at September 30, 2010). This revolving facility provides for funding through March 2011 with a term-out feature resulting in a 

final maturity of March 2012. At September 30, 2010 we were in compliance with all financial covenants of this facility.  

Warehouse Facility IV  

In July 2010, we entered into a portfolio warehouse facility agreement with The Royal Bank of Scotland PLC (RBS) with a 

capacity of $50.0 million, which expires in July 2011. This facility is secured primarily by finance receivables of $93.5 million at 

September 30, 2010, and carries an advance rate on the receivables pledged to the facility of 50%. The amounts outstanding under the 

facility bear interest at the lenders’ cost of funds thereunder plus 2.50% (2.83% at September 30, 2010). The loan agreement provides 

an option to increase the capacity to $100.0 million in January 2011. At September 30, 2010 we were in compliance with all financial 

covenants of this facility. 

We formed individual LLC’s, each of which is a wholly-owned subsidiary of DTAC, which serve as the sole borrowers under 

our existing portfolio warehouse facilities. Each of these LLC’s is a special purpose entity established specifically for the purpose of 

the applicable lending relationship, with assets and liabilities distinct from the remainder of the DriveTime group. These facilities do 

not contain mark-to-market clauses that would otherwise enable the lenders to reduce advance rates based on market conditions, have 

recourse limited to 10.0% of the respective facility amounts, and limit the lenders’ ability to sell or otherwise dispose of the 

underlying collateral in the event of default. In addition, on the termination date of the facilities, (i) amounts outstanding at 

termination are not due and payable immediately, (ii) all collections on the contracts collateralizing these facilities would be used to 

pay down the facility until they are paid in full, and (iii) we would continue to service the contracts that are pledged under this facility, 

for which we would receive an annualized service fee of up to 7.0%.  

Each of these LLC’s for each of our warehouse facilities have entered into demand notes in the amounts of $25.0 million, $35.0 

million, $12.5 million, $5.0 million, respectively, with DTAC, each of which has been assigned to the applicable lender. Each demand 

note is guaranteed by DTAG, Ernest C. Garcia II, our Chairman and sole shareholder, and Verde. Prior to the termination date under 

each of these warehouse facilities, under certain circumstances, the applicable lender can require DTAC to fund the demand note, and 

apply the proceeds to pay down the facility with the applicable special purpose entity. After the termination date under the applicable 

lender or program agent can require DTAC to fund the demand note, at its sole discretion, and apply the proceeds to pay down the 

facility with the applicable special purpose entity if, and only if, any of the following occurs: (i) the Termination Date occurs as a 

result of an Event of Termination (as defined in each agreement), (ii) the applicable special purpose entity fails to maintain borrowing 

base compliance after the termination date, (iii) an Event of Termination occurs after the termination date and is continuing and 

(iv) other than with respect to Warehouse Facility II the applicable special purpose entity fails to effect its required clean-up call. 

  
  

Senior secured notes payable  

A summary of senior secured notes payable follows:  
  

   

  

September 30, 

2010  
  

December 31, 

2009  
  

  (Unaudited)   

  ($ in thousands) 
Senior Secured Notes Payable, net—interest at 12.625% per annum 

(Priced to yield 12.875%) interest payable semi-annually, 

principal balance due June 15, 2017 .............................................  

    

$ 149,320  $ —    
Senior Secured Notes Payable, net—Related Party ................................   48,456   —    

      

Total Senior Secured Notes Payable ....................................................  $ 197,776  $ —    
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In June 2010 we issued $200.0 million of 12.625% senior secured notes due June 15, 2017. The notes were issued with an 

original issuance price of 98.854%, resulting in an effective yield of 12.875%. Simultaneously with this offering, Verde exchanged 

$35.0 million of our subordinated notes and our President and Chief Executive Officer (Ray Fidel) exchanged $2.0 million of our 

junior secured notes for $37.0 million aggregate principal balance of senior secured notes issued. Therefore, net proceeds to the 

Company, after fees, expenses and issuance of the $37.0 million to related parties, were approximately $155.9 million. Interest on the 

notes is payable semi-annually in arrears on each June 15 and December 15.  

 

In September 2010, Verde and Mr. Fidel, purchased $10.0 million and $2.0 million, respectively, of the senior secured notes at a 

price of 99.0% from an unrelated third-party. As a result of this transaction, Verde and Mr. Fidel now own $45.0 million and $4.0 

million of the senior secured notes, respectively. At September 30, 2010 the notes are shown net of unamortized discount of $2.2 

million.  

Guarantees  

The notes are unconditionally guaranteed on a senior secured basis by certain of our existing and future domestic restricted 

subsidiaries. The guarantees rank senior in right of payment to all existing and future subordinated indebtedness of these subsidiaries 

and equal in right of payment with all existing and future senior indebtedness of these subsidiaries.  

Security  

The notes and the guarantees have (i) a first priority lien on certain finance receivables, on residual property rights with respect 

to finance receivables securing other financings, and on residual equity interests in certain special purpose financing subsidiaries of 

the Issuers and (ii) a second priority lien on automobiles and other vehicles held as inventory.  

Maintenance covenants  

We are required to comply with certain maintenance covenants relating to minimum net worth and minimum collateral 

coverage. As of September 30, 2010 we are in compliance with such covenants.  

Exchange offer; registration rights  

We have agreed to file a registration statement with the Securities and Exchange Commission (the ―SEC‖) and to make an offer 

to exchange the notes for registered, publicly tradable notes that have substantially identical terms as the notes. However, we do not 

intend to apply for listing of the notes on any securities exchange. On October 1, 2010 we filed a registration statement on Form S-4 

and are in the process of responding to comments received from the SEC on November 2, 1010.  We have until December 31, 2010 to 

effect the registration statement without being required to make additional interest payments on the notes.  

 

Other secured notes payable  

A summary of other secured notes payable follows:  
  

   

  

September 30, 

2010  
  

December 31, 

2009  
  

  (Unaudited)   

  ($ in thousands) 
Revolving Inventory Facility, secured by the Company’s vehicle 

inventory ...........................................................................................  $ 40,000  $ 50,000  
Junior Secured Notes, secured by finance receivables-related party .....   —     62,088  
Repurchase Facility, secured by 2009-1 securitization bonds owned 

by the Company................................................................................   —     12,231  
Mortgage Note Payable Bearing Interest at 5.87%, secured by real 

property ............................................................................................   12,907  13,046  
Equipment Note Payable, secured by an aircraft ......................................   2,562   —    

      

Total Other Secured Notes Payable ...................................................  $ 55,469  $ 137,365  
      

Revolving inventory facility  

At September 30, 2010, the revolving inventory facility has a maximum capacity of $50.0 million, a maturity date of October 

2010, an interest rate of LIBOR plus 5.0% (5.26% at September 30, 2010) and is secured by $75.1 million of vehicle inventory. In 

October 2010, we extended the term of our revolving inventory facility and this facility now expires on October 19, 2011 with an 

interest rate of LIBOR plus 3.0%. At September 30, 2010 we were in compliance with all financial covenants of this facility.  
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Junior secured notes—related party  

At December 31, 2009, these notes consisted of a $38.1 million Tranche A component and a $24.0 million subordinate Tranche 

B component and had a maturity of December 2012. These notes were secured by a junior interest in our finance receivables. The 

Tranche A component was comprised of four notes, three of which were payable to Verde in the aggregate amount of $36.1 million 

and one of which was a $2.0 million note to Mr. Fidel, our Chief Executive Officer and the Tranche B component was comprised of 

one subordinate note to Verde.  

In conjunction with our offering of our $200.0 million 12.625% senior secured notes due 2017 issued in June 2010, Verde 

transferred to our sole shareholder and our sole shareholder received and contributed to equity, the aggregate amount of the Tranche A 

and B junior secured notes in the amount of $60.1 million. In conjunction with this exchange these notes were cancelled. In addition, 

the $2.0 million Tranche A note held by Mr. Fidel was exchanged (and contemporaneously cancelled) for an equal principal amount 

of the 12.625% senior secured notes due 2017. As a result of these transactions, our obligations under the junior secured notes have 

been satisfied.  
  

See Note 7—Related Party Transactions for more information regarding transactions involving the Junior Secured Notes and 

Verde.  

Repurchase facility  

In December 2009, we issued $192.6 million of securitization bonds in conjunction with our 2009-1 securitization. We 

purchased $17.5 million of the initial issuance. This purchase was funded with cash and $12.2 million in borrowings under a 30-day 

rolling repurchase facility with interest at LIBOR plus 1.5%.  

In connection with our $200.0 million 12.625% senior secured notes offering in June 2010, we utilized a portion of the proceeds 

to repay the amount then outstanding on this facility and this facility is now terminated.  

Mortgage note payable  

Our mortgage note payable is secured by our operations call center building in Mesa, Arizona (a commercial property). Terms 

of the note agreement provide for monthly principal and interest payments with a balloon payment due in March 2017. At 

September 30, 2010, we were in compliance with all financial covenants of this loan.  

Equipment note payable  

In April 2010 we entered into a three year term loan with an original principal amount of $2.7 million bearing interest at the 

Prime rate plus 1.5% (4.75% at September 30, 2010). Terms of the note agreement provide for monthly principal and interest 

payments with a balloon payment due in April 2013. At September 30, 2010, we were in compliance with all financial covenants of 

this loan.  

Unsecured notes payable  

A summary of senior unsecured notes payable follows:  
  

   

  

September 30, 

2010  
  

December 31, 

2009  
  

  (Unaudited)   

  ($ in thousands) 
Senior Unsecured Notes Payable, net—Interest at 11.25% per 

Annum (Priced to Yield 12.5%) Payable Semi-Annually, 

Principal Balance Due October 1, 2010 ............................................  $ 1,500  $ 1,487  
Subordinated Notes—Related Party .......................................................   —     75,000  

      

Total Unsecured Notes Payable...........................................................  $ 1,500  $ 76,487  
      

The senior unsecured notes due 2010 are shown net of unamortized discount of $13,000 at December 31, 2009. At 

September 30, 2010, we were in compliance with all required covenants of these notes.  On October 1, 2010, at the note’s due date, 

the full principal payment was made. As a result, our obligations under the senior unsecured notes have been fully satisfied. 

During 2008, Verde provided a total of $75.0 million in cash to us in return for subordinated notes payable. At December 31, 

2009, these notes bore interest at 12.0% and had a maturity of August 2013. In conjunction with our offering of our $200.0 million 

12.625% senior secured notes due 2017 issued in June 2010, Verde transferred to our sole shareholder and our sole shareholder 

received and contributed to equity, $40.0 million of such subordinated notes, at which time the notes were cancelled. In addition, the 
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remaining $35.0 million in subordinated notes payable to Verde were exchanged (and contemporaneously cancelled) for an equal 

principal amount of senior secured notes due 2017. As a result of these transactions, our obligations under the subordinated notes 

payable have been satisfied.  

 

(6) Extinguishments of Debt  

A summary of gains and losses on extinguishment of debt is as follows:  
  
    

Nine Months Ended September 30, 2010 
  

Month 
  

Type 
  

Principal 

Repurchased  
  

 

Loss  
  

    
(Unaudited) 

  

    
($ in thousands) 

  

August ....................................  Santander Pooled Auto Loans $ 227,890  $ (3,418)  
    

 

 

Nine Months Ended September 30, 2009 
  

Month 
  

Type 
  

Principal 

Repurchased  
  

Net Gain 

(Loss)  
  

    
(Unaudited) 

  

    
($ in thousands) 

  

January ...................................  Senior Unsecured Notes $ 15,000  $ 4,908  
March .....................................  2007-A Securitization Debt  13,200   1,846  
April .......................................  Senior Unsecured Notes  30,000   9,911  
May ........................................  Senior Unsecured Notes  25,000   8,246  
June ........................................  Senior Unsecured Notes  20,000   6,648  
September ..............................  Senior Unsecured Notes – Related Party  32,000   (1,248)  

          

    
$ 30,311  

        



13 

 

(7) Related Party Transactions  

During the three and nine months ended September 30, 2010 and 2009, we recorded related party operating expenses as follows:  
  
     

  

Three Months Ended 

September 30,  
  

Nine Months Ended 

September 30,  
  

  

2010  
  

2009  
  

2010  
  

2009  
  

  (Unaudited) 
  ($ in thousands) 

General and Administrative Expenses—Related Party 
        

Property lease expense ............................................................................................  $ 1,102  $ 1,173  $ 3,373  $ 3,595  
Store closing costs ...................................................................................................   254   86   1,144   1,784  
Non-cash compensation expense .............................................................................   —   563   1,125   1,688  
Aircraft lease expense .............................................................................................   492   487   1,468   1,461  
Aircraft operating expense ......................................................................................   381   419   1,175   1,192  
Salaries and wages, general & administrative and other expenses ..........................   122   124   517   418  
Reimbursement of certain general and administrative expenses .............................   (105)  (53)  (315)  (158) 

          

Total General and Administrative Expenses—Related Party.....................................  $ 2,246  $ 2,799  $ 8,487  $ 9,980  
          

Property lease expense—related party  

For the three and nine months ended September 30, 2010, we leased an average of 15 vehicle sales facilities, three 

reconditioning centers, our former loan servicing center (which is currently being partially subleased to a third-party tenant), and our 

corporate office from Verde and another affiliate of Mr. Garcia (the Garcia Family Limited Liability Partnership, LLP). At 

September 30, 2010, three of these facilities are closed locations. For the three and nine months ended September 30, 2010, we also 

leased one used vehicle sales facility and a reconditioning center, which are both closed locations, from a director and officer of 

DTAC, Steven Johnson, who is also Mr. Garcia’s brother-in-law. At September 30, 2010, the maturity of these leases ranges from 

2013 to 2023. During the nine months ended September 30, 2010, we paid $0.4 million in a lease termination fee on one of our closed 

properties to terminate the lease with Verde. This amount was previously accrued at December 31, 2009 and did not have an impact 

on net income.  

For the three and nine months ended September 30, 2009, we leased an average of 17 vehicle sales facilities, three 

reconditioning centers, our former loan servicing center (which was being subleased to two third-party tenants), and our corporate 

office from Verde and another affiliate of Mr. Garcia (the Garcia Family Limited Liability Partnership, LLP). At September 30, 2009, 

five of these facilities were closed locations. For the three and nine months ended September 30, 2009, we also leased one used 

vehicle sales facilities and a reconditioning center from Steven Johnson. The facilities we leased from Mr. Johnson were closed 

locations as of September 30, 2009.  

Store closing costs on related party leases  

During the years ended December 31, 2008 and 2009, we closed a total of 28 dealerships and six reconditioning centers, 10 of 

which were facilities we lease from Verde and Steven Johnson. These facilities are a subset of the leases described above in Property 

Lease Expense. In accordance with ASC 420—Exit or Disposal Activities (ASC 420), we recorded lease obligations, asset disposal 

costs, and other closing costs associated with these closures for the periods presented. We remain obligated for related party leases on 

three and four dealership facilities as of September 30, 2010 and December 31, 2009, respectively. We also remain obligated on two 

closed reconditioning centers and one closed operations facility as of September 30, 2010 and December 31, 2009. We ceased use of a 

former loan servicing center in 2007 and this facility is currently being subleased. The store closing costs represent ongoing costs 

related to property leases, property taxes, and maintenance, which are reflected in our general and administrative expenses—related 

party.  

As of September 30, 2010 and December 31, 2009, $2.2 million and $2.3 million, respectively, remain in accrued expenses and 

other liabilities—related party on the accompanying consolidated balances sheets for these lease obligations. The expiration of these 

leases range from 2013 to 2018.  

Non-cash compensation expense  

See Note 9—Shareholder’s Equity & Dividends for details.  
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Aircraft lease and operating expenses  

In September, 2005, we entered into a lease with Verde for an aircraft. Under the terms of the lease agreement, we agreed to pay 

monthly lease payments of $150,000 plus taxes to Verde, and are responsible for paying all costs and expenses related to the aircraft 

and its operations. In August 2010, we extended the lease term for five years, which expires September 30, 2015.  

Salaries and wages, general and administrative and other expenses  

Certain general and administrative expenses and salaries and wages of Verde and Verde employees who are enrolled in our 

health plan are reflected in our general and administrative expenses—related party.  

Reimbursement of general and administrative expenses  

For each of the periods presented, we received reimbursement of certain general and administrative expenses incurred by us on 

Verde’s behalf. This amount was $52,500 for each of the quarters in 2009, and was $105,000 for each of the quarters in 2010.  
  

During the three and nine months ended September 30, 2010 and 2009, we recorded related party interest expense as follows:  

 
  

     

  

Three Months Ended 

September 30,  
  

Nine Months Ended 

September 30,  
  

  

    2010      
  

    2009      
  

2010  
  

2009  
  

  (Unaudited) 
  ($ in thousands) 

Non-Portfolio Debt Interest Expense—Related Party 
        

Junior Secured Notes: 
        

Tranche A—Related Party: CEO ..............................................  $ —  $ 99  $ 185  $ 297  
Tranche A—Related Party: Verde ............................................   —   351   3,374   953  
Tranche B—Related Party: Verde ............................................   —   1,500   2,754   4,500  

$32.0 million Senior Unsecured Notes Payable .................................   —   890   —     2,690  
$75.0 million Subordinated Notes Payable ........................................   —   2,308   3,863   6,849  

          

Total Non-Portfolio Debt Interest Expense—Related Party ..................  $ —  $ 5,148  $ 10,176  $ 15,289  
          

Senior Secured Notes Interest Expense—Related Party 
        

$45.0 million Senior Secured Notes Payable—Verde ..............  $ 1,515  $ —  $ 1,846  $ —  
$4.0 million Senior Secured Notes Payable—CEO ..................   145   —   164   —  

          

Total Senior Secured Notes Interest Expense—Related Party ..............  $ 1,660  $ —  $ 2,010  $ —  
          

Interest expense—related party  

During the three and nine months ended September 30, 2009, we recorded related party interest expense associated with junior 

secured notes, senior unsecured notes, and subordinated notes as depicted above. For the terms of these debt instruments see Note 5—

Debt Obligations. 

 

In September 2009, we repurchased the $32.0 million face value of our 11.25% senior unsecured notes due 2013 which was 

held by Verde. This repurchase was made at par and resulted in a net loss on extinguishment of debt of $1.2 million as a result of the 

write-off of unamortized debt discount and unamortized capitalized loan fees. 

In June 2010 we issued $200.0 million of 12.625% senior secured notes due June 15, 2017. Simultaneously with this offering, 

Verde transferred to our sole shareholder and our sole shareholder received and distributed to equity the aggregate amount of the 

Tranche A and B junior secured notes in the amount of $60.1 million. In addition, the $2.0 million Tranche A note held by Mr. Fidel 

was exchanged for an equal principal amount of the 12.625% senior secured notes due 2017.  As a result of this transaction, the debt 

obligation for junior secured notes was fully satisfied. 

 

In conjunction with the senior secured notes offering in June 2010, Verde also transferred to our sole shareholder and our sole 

shareholder received and contributed to equity, $40.0 million of subordinated notes payable, at which time the notes were cancelled. 

In addition, the remaining $35.0 million in subordinated notes payable to Verde were exchanged (and contemporaneously cancelled) 

for an equal principal amount of senior secured notes due 2017. As a result, we were no longer obligated on the $75.0 million 

subordinated notes payable. 
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In September 2010, Verde and Mr. Fidel, purchased $10.0 million and $2.0 million, respectively, of the 12.625% senior secured 

notes at a price of 99.0% from an unrelated third-party. As a result of this transaction, Verde and Mr. Fidel now own $45.0 million and 

$4.0 million of the senior secured notes, respectively.  

 

As a result of the transactions described above, we incurred related party interest expense on non-portfolio debt associated with 

the junior secured notes, subordinated notes and the 11.25% senior unsecured notes due 2013 through June 2010, at which time 

previous amounts outstanding were either exchanged for equity or the new 12.625% senior secured notes due 2017, as described 

above.   

 (8) Income Taxes  

The consolidated financial statements consist of DTAG (S-corporation status elected in 2004) and DTAC (an S-corporation 

since inception). Since DTAC and DTAG are flow through entities for Federal income tax purposes, there is no Federal income tax 

expense related to the income of DTAC and DTAG, other than for one of DTAG’s wholly-owned subsidiaries, which is a C-

corporation. The taxable income flows through to our shareholder who is responsible for paying the associated taxes. Although most 

states follow the Federal recognition of S-corporation status, some states do impose an entity level tax on that income; therefore, the 

tax expense is adjusted accordingly. Income tax liability was $0.2 million and $1.1 million as of September 30, 2010 and 

December 31, 2009, respectively.  

(9) Shareholder’s Equity & Dividends  

Certain of our debt facilities place restrictions on the amount of cash dividends we are permitted to pay to our shareholder. We 

are permitted to pay cash dividends limited to an amount not greater than the percentage of S-corporation taxable income for such 

quarterly period equal to the highest combined federal, state, and/or local tax rate for individuals, plus 50% of the difference between 

pre-tax earnings less amounts paid for tax.  

During the nine months ended September 30, 2010, we paid $34.7 million in dividends related to 2010 income. We did not have 

any approved but unpaid dividends at September 30, 2010 or December 31, 2009, however, we had $11.6 million available to be 

distributed as of September 30, 2010.  

In January 2008, Mr. Garcia entered into an agreement with Mr. Fidel to purchase Mr. Fidel’s 5% interest in DTAG and DTAC 

for $17.5 million. The terms of the purchase were such that Mr. Garcia paid Mr. Fidel $6.25 million in cash and $11.25 million in a 

promissory note bearing interest at 8.0% per annum. The term of the note is five years with annual installment payments required. The 

agreement contains an employment condition, requiring Mr. Fidel to remain employed with the Company through June 30, 2010. In 

the event Mr. Fidel voluntarily terminated his employment as the President and Chief Executive Officer of the Company at a time 

prior to June 30, 2010, one-half of the principal balance of the note would be waived and no longer payable by Mr. Garcia. 

Accordingly, one-half of the $11.25 million note was deemed compensation expense to be recognized over the term of the 

employment condition, which expired in June 2010. As a result, $1,125,000 of non-cash compensation expense was recorded for the 

nine months ended September 30, 2010 as an increase to general and administrative expenses—related party and increase to paid-in 

capital on the accompanying consolidated statements of operations and balance sheets.  

Prior to June 30, 2010, Verde, which is wholly-owned by our sole beneficial shareholder, Mr. Garcia, was the holder of all of 

our outstanding $75.0 million 12% subordinated notes and the holder of $60.1 million of our junior secured notes. In conjunction with 

our offering of our 12.625% senior secured notes due 2017 issued in June 2010, Verde transferred to Mr. Garcia and Mr. Garcia 

received and contributed to equity an aggregate of $100.1 million of debt, comprised of $40.0 million in subordinated notes and $60.1 

million in junior secured notes. As a result of this agreement, paid-in capital was increased by $100.1 million in June 2010.  

As a result of the exchange of debt for equity by Mr. Garcia, we wrote-off unamortized deferred financing costs associated with 

the subordinated notes and junior secured notes. The portion of the unamortized costs associated with related party debt and the 

discount associated with the issuance of the senior secured notes owned by Mr. Garcia were treated as capital transactions and resulted 

in decreases to paid-in capital of approximately $0.6 million and $0.4 million, respectively.  

(10) Commitments and Contingencies  

Limited warranty  

We provide our DriveCare® limited warranty covering major mechanical and air-conditioning coverage, on every vehicle we 

sell. The warranty is included in the sales price of the vehicle and is not sold as a separate product. A liability for the estimated cost of 

vehicle repairs under our DriveCare® limited vehicle warranty program is established at the time a used vehicle is sold by charging 

costs of used vehicles sold. We currently offer no warranty outside of our DriveCare® limited warranty. Vehicles sold prior to 

December 1, 2009 are covered for six months / 6,000 miles on major mechanical items. Beginning with sales in December 2009, we 

extended our DriveCare® limited warranty plan to 36 months / 36,000 miles, including oil changes at Sears automotive locations 
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nationwide and 24/7 roadside assistance. The liability is evaluated for adequacy through an analysis based on a combination of the 

program’s historical performance of cost incurred per unit sold over the term of the warranty and on industry data provided by a third 

party.  

The limited warranty accrual is recorded as a component of accrued expenses and other liabilities on the accompanying 

consolidated balance sheets for each year presented. The following table reflects activity in the warranty accrual for the periods 

indicated:  
  

     

  

Three Months Ended 

September 30,  
  

Nine Months Ended 

September 30,  
  

  

2010  
  

2009  
  

2010  
  

2009  
  

  (Unaudited) 
  ($ in thousands) 

Balance, Beginning of Period .........................................................  $ 7,860  $ 689  $ 920  $ 777  
Warranty Expense ..........................................................................   7,379   339   17,208   1,763  
Warranty Claims Paid ....................................................................   (1,834)  (677)  (4,723)  (2,189) 

          

Balance, End of Period ...................................................................  $ 13,405  $ 351  $ 13,405  $ 351  
          

  

Lease commitments  

During 2008 and 2009 we closed dealerships and reconditioning centers and incurred store closing costs and recorded lease 

termination liabilities in accordance with ASC 420—Exit or Disposal Activities (ASC 420). At September 30, 2010, approximately 

$2.4 million remains in accrued expenses and other liabilities on the accompanying consolidated balance sheet for these lease 

obligations. At September 30, 2010, the expiration of these leases range from 2012 to 2018.  

Legal matters  

We are involved in various claims and actions arising in the ordinary course of business. In the opinion of management, based 

on consultation with legal counsel, the ultimate disposition of these matters will not have a material adverse effect on us. We believe 

appropriate accruals have been made for the disposition of these matters. In accordance with ASC 450, Contingencies, we established 

an accrual for a liability when it is both probable that the liability has been incurred and the amount of the loss can be reasonably 

estimated. These accruals are reviewed monthly and adjusted to reflect the impact of negotiations, settlements and payments, rulings, 

advice of legal counsel, and other information and events pertaining to a particular case. Legal expenses related to defense, 

negotiations, settlements, rulings, and advice of outside legal counsel are expensed as incurred.  

In August 2008, we received a Civil Investigative Demand from the Texas Office of Attorney General, Consumer Protection 

Division, asking for the production of certain materials. The demand indicates it is the subject of an investigation of possible 

violations of the Deceptive Trade Practices Act, Sections 17.46(a) and (b) in the marketing, advertising, financing, and selling of used 

cars. We provided the Texas Office of Attorney General with all requested information in August 2008. At that time, we met with the 

state’s Attorney General’s Office to provide them with an overview of us and discuss the requested materials. At the meeting, we 

agreed on some minor changes in the requested materials. In addition, the Attorney General’s Office indicated that they would review 

the materials we provided to them and if there were any concerns they would contact us to meet, discuss and resolve the concerns. We 

will continue to fully cooperate with the state’s Attorney General’s Office in responding to the demand and any follow up discussions 

with them. The Texas Attorney General has requested additional information and documentation from time to time, most recently in 

February 2010 when it requested clarifying information limited to vehicle inspections, after sale repairs, warranty, loan servicing, and 

consumer concerns. We believe the request is routine in nature and we have responded accordingly. We believe we are in compliance 

with all applicable state laws and regulations and we intend to continue to cooperate with state officials. We believe we do not have 

loss contingencies related to this matter.  

We are currently appealing to the Nevada Supreme Court on an adverse administrative ruling related to the efficacy of certain 

sales tax refunds we have requested for the 2002 and 2003 tax years. While only applicable to 2002 and 2003, an adverse ruling could 

affect subsequent tax years as well.  In several of the states in which we operate, we file for and receive sales tax refunds for sales 

taxes paid on retail installment sales of the amount related to that portion of the sales price ultimately not collected from our 

customers. Prior to this adverse ruling, the Department of Taxation of the State of Nevada had, in an audit of tax years 1998-2001, 

allowed such refunds. The Department is now taking the position that because the contracts are assigned to our related finance 

company (which was the case in certain of our prior periods as well) we are not entitled to the refund. We are vigorously pursuing our 

rights to the refunds and believe our claim has merit and that we are likely to prevail in this proceeding.  Total sales tax refunds from 

2002 through September 30, 2010 were $5.0 million. We have not accrued any amounts with respect to this matter.  
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Additionally, in the ordinary course of business, we are a defendant in various other types of legal proceedings. Although we 

cannot determine at this time the amount of the ultimate exposure from these lawsuits, if any, based on the advice of counsel 

management does not expect the final outcome to have a material adverse effect on us.  

(11) Variable Interest Entities 

 We have determined that DTAC is a variable interest entity (―VIE‖) and that DTAG is the primary beneficiary of DTAC.  This 

determination was made under ASC 810-10, Consolidation, prior to January 1, 2010 and with consideration of amendments to the 

ASC in the FASB ASU 2009-17, Consolidation.  We evaluated whether DTAG or DTAC are VIE’s and determined who is the 

primary beneficiary.  In making this determination, we examined the power to direct the activities of the VIE that most significantly 

impact the VIE’s economic performance and the obligation to absorb losses or the right to receive residual returns that could 

potentially be significant to the VIE.  In evaluating whether we have the power to direct such activities, we considered the purpose for 

which DTAC was created, the importance of each of the activities in which it is engaged and our decision making role, if any, in those 

activities that significantly determine the DTAC’s economic performance as compared to other economic interest holders.  In 

determining whether we have the right to receive benefits or the obligation to absorb losses that could potentially be significant to 

DTAC, we evaluated DTAG’s economic interests in DTAC.  This evaluation considered all relevant factors of the entity’s design, 

including capital structure, contractual rights and relationships that are currently, or have the potential to be, economically significant.  

The evaluation of each of these factors in reaching a conclusion about the potential significance of our economic interests is a matter 

that requires judgment.   

 DTAG is the primary beneficiary of DTAC because DTAG sells all of its finance receivables to DTAC which creates a 

variable interest and gives DTAG the power to direct the activities that most significantly impact the performance of DTAC.   DTAG 

has the power to direct DTAC because it originates and sells 100% of the loan contracts DTAC holds through a purchase and sale 

agreement between the two entities.  In addition, DTAC was initially created solely for this purpose as well as to serve as a financing 

mechanism to securitize receivables.   As a result of DTAG being the primary beneficiary of DTAC, DTAG therefore consolidates 

DTAC in our consolidated financial statements.   

 Total assets of DTAC consolidated into DTAG at September 30, 2010 and December 31, 2009 were approximately $1.4 

billion and $1.3 billion, respectively, which are comprised primarily of net finance receivables, restricted cash, investments held in 

trust, and deferred financing costs.  Total liabilities of DTAC consolidated into DTAG at September 30, 2010 and December 31, 2009 

were approximately $900.0 million and $1.0 billion, respectively, which are comprised primarily of portfolio warehouse and portfolio 

term debt.  Total revenue of DTAC consolidated into DTAG for the three and nine months ended September 30, 2010 was 

approximately $68.0 million and $198.0 million, respectively, which is comprised of interest income.  Total revenue of DTAC 

consolidated into DTAG for the three and nine months ended September 30, 2009 was approximately $63.0 million and $189.0 

million, respectively.  DTAC expenses consolidated into DTAG were approximately $97.0 million and $255.0 million for the three 

and nine months ended September 30, 2010, respectively, which is comprised of provision for credit losses, interest expense and 

general and administrative expenses.  DTAC expenses consolidated into DTAG were approximately $93.0 million and $262.0 million 

for the three and nine months ended September 30, 2009, respectively.  These amounts do not include intercompany revenues and 

costs between DTAG and DTAC which are eliminated in consolidation. 

 

(12) Fair Value of Financial Instruments  

Generally Accepted Accounting Principles require that we disclose estimated fair values for our financial instruments. Fair 

values are based on estimates using quoted market prices, discounted cash flows, or other valuation techniques. Those techniques are 

significantly affected by the assumptions used, including the discount rate and the estimated timing and amount of future cash flows. 

Therefore, the estimates of fair value may differ substantially from amounts that ultimately may be realized or paid at settlement or 

maturity of the financial instruments and those differences may be material. Accordingly, the aggregate fair value amounts presented 

do not represent our underlying value.  

Limitations  

Fair value estimates are made at a specific point in time and are based on relevant market information and information about the 

financial instrument; they are subjective in nature and involve uncertainties, matters of judgment and, therefore, cannot be determined 

with ultimate precision. These estimates do not reflect any premium or discount that could result from offering for sale at one time our 

entire holdings of a particular instrument. Changes in assumptions could significantly affect these estimates.  
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Since the fair value is estimated as of each balance sheet date presented, the amounts that will actually be realized or paid in 

settlement of the instruments could be significantly different.  
  

 

The following is a summary of carrying value and fair value of our financial instruments for each period presented:  
  
     

  

September 30, 2010  
  

December 31, 2009  
  

  

Carrying Value  
  

Fair Value  
  

Carrying Value  
  

Fair Value  
  

  (Unaudited)     

  ($ in thousands) 
Finance Receivables, net (1) ........................................................  $ 1,210,201  $ 1,298,938  $ 1,107,332  $ 1,133,936  
Portfolio Warehouse Facilities ...................................................   298,557   298,557   77,506   77,506  
Repurchase Facility ....................................................................   —     —   12,231   12,231  
Pooled Auto Loan Program Financings .....................................   12,142   12,200   527,324   545,400  
Portfolio Term Residual Financing ............................................  

 100,000  
 

 100,000  —     —    
Securitization Debt ....................................................................   363,262   372,900   268,533   269,461  
Revolving Inventory Facility .....................................................   40,000   40,400   50,000   50,000  
Junior Secured Notes Payable ....................................................   —     —     62,088   62,088  
Mortgage Note Payable ..............................................................   12,907   10,100   13,046   9,400  
Senior Secured Notes Payable ...................................................   197,776   208,500   —     —    
Senior Unsecured Notes Payable ...............................................   1,500   1,500   1,487   1,487  
Equipment Note Payable-Aircraft ..............................................   2,562   2,600   —     —    
Subordinated Notes Payable ......................................................   —     —     75,000   69,000  
  

(1) Represents finance receivable principal balances, plus accrued interest, less the allowance for credit losses.  

Valuation methodologies  

Finance receivables  

The fair value of finance receivables was estimated by discounting future cash flows expected to be collected using current rates 

at which similar loans would be made to borrowers with similar credit ratings and the same remaining maturities. This discounted cash 

flow is estimated utilizing internal valuation models, which use a combination of market inputs (i.e. discount rates for similar and like 

transactions) and our own assumptions regarding credit losses, recoveries, and prepayment rates in our portfolio. We estimate the cash 

flow of the portfolio and the cash flow of our retained interests in securitization and PALP transactions in measuring total cash flow. 

These cash flows are developed on a leveraged basis since our receivable portfolio is financed by these debt instruments and are not 

separable transactions.  

Portfolio warehouse facilities  

The portfolio warehouse facilities are short term in nature and the interest rates adjust in conjunction with the lender’s cost of 

funds or 30-day LIBOR. Warehouse Facility I was amended in July 2010 to reduce its capacity from $250.0 million to $150.0 million 

and we extended the maturity from December 2010 to December 2011, with no change in interest rate required by the lender. 

Therefore, we believe the fair value of this facility approximates carrying value at September 30, 2010. Warehouse Facility II was 

executed in May 2010, and contains a floating market rate of interest, therefore, we believe the fair value of this facility approximates 

carrying value at September 30, 2010. Warehouse Facility III was executed in April 2010, and contains a floating market rate of 

interest, therefore, we believe the fair value of this facility approximates carrying value at September 30, 2010.  Warehouse Facility IV 

was executed in July 2010 and contains a floating market rate of interest, therefore, we believe the fair value of this facility 

approximates carrying value at September 30, 2010.   

  

Pooled auto loan program financings  

The fair value of PALP debt at September 30, 2010 is based on third party discounted cash flow using market interest rates for 

this debt.  

Portfolio term residual financing  

This facility allows for maximum borrowings under a term component of $100.0 million bearing a fixed rate of interest of 

8.62%. Since this debt instrument was executed within close proximity to September 30, 2010, and market rates have not significantly 

changed since May 2010, we believe the fair value of this debt approximates carrying value at September 30, 2010.  
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Securitization debt  

The fair value of securitization debt was estimated using third party quoted market prices.  

Revolving inventory facility  

At September 30, 2010, the fair value of the inventory facility was determined third party discounted cash flow using market 

interest rates for this debt.  

Mortgage note payable  

At September 30, 2010 the fair value of this note was determined using third-party market prices for similar commercial real 

estate mortgages.  

Senior secured notes payable  

The fair value of senior secured notes payable at September 30, 2010 was determined using third party quoted market prices.  

Senior unsecured notes payable  

At September 30, 2010, the fair value of the senior unsecured notes was determined to be par due to the short term to maturity 

and our ability to pre-pay the balance remaining.  

Equipment note payable  

At September 30, 2010, the fair value of the equipment note payable was determined third-party discounted cash flow using 

market interest rates for this debt.  

 (13) Subsequent Events  

We have evaluated subsequent events potential recognition and/or disclosure through November 15, 2010, or the date the 

financial statements were available for issuance.  

Accordingly, the following disclosures apply:  

 In October 2010, we extended the term of our revolving inventory facility and this facility now expires on October 19, 2011 

with an interest rate of LIBOR plus 3.0%.  

On October 15, 2010, we repurchased the amount outstanding of $28.8 million of our 2007-A securitization under a clean-up 

call. 

We did not have any approved but unpaid dividends at September 30, 2010 or December 31, 2009, however, we had $11.6 

million available to be distributed as of September 30, 2010. 

(13) Recent Accounting Pronouncements  

From time to time, new accounting pronouncements are issued by the Financial Accounting Standards Board (FASB) or other 

accounting standards setting bodies, which we may adopt as of the specified date required by each standard. Unless otherwise 

discussed, we believe the impact of recently issued standards that are not yet effective will not have a material impact on our 

consolidated financial statements upon adoption. The below information is not a comprehensive list of all new pronouncements. We 

have only included those pronouncements we believe the reader of the financial statements would find meaningful. We have excluded 

certain pronouncements that we believe do not apply to us or the industry in which we operate.  
 

In July 2010, the FASB issued ASU 2010-20, Disclosures about the Credit Quality of Financing Receivables and the Allowance 

for Credit Losses, which requires additional disclosure about a company’s allowance for credit losses and the credit quality of the 

company’s financing receivables on a disaggregated basis. The enhanced disclosures are designed to assist financial statement users in 

assessing an entity’s credit risk exposure and in evaluating the adequacy of an entity’s allowance for credit losses.  The required 

disclosures are to evaluate: (i) the nature of the credit risk inherent in the receivable, (ii) how the entity analyzes and assesses credit 

risk to estimate the allowance for credit losses and (iii) changes in both the receivable and the allowance for credit losses and the 

reasons for those changes.  This ASU will be effective for fiscal years beginning after December 15, 2010 and for interim periods 

within those years, with early adoption permitted.  We are currently evaluating the disclosures required under this pronouncement and 

expect additional disclosure to be provided in our December 31, 2010 annual report, however, we have not fully evaluated the extent 

to which this disclosure will impact the financial statements.   
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(14) Supplemental Consolidating Financial Information  

In accordance with the indenture governing the 12.625% Senior Secured Notes due 2017 (see Note 5), certain wholly-owned 

U.S. subsidiaries of the Company have fully and unconditionally guaranteed the senior secured notes on a joint and several basis. 

Pursuant to Regulation S-X, Rule 3-10(f), we are required to present condensed consolidating financial information for subsidiaries 

that have guaranteed the debt of a registrant issued in a public offering, where the guarantee is full and unconditional, joint and 

several, and where the voting interest of the subsidiary is 100% owned by the registrant.  

The following tables present condensed consolidating balance sheet as of September 30, 2010; and condensed consolidating 

statements of income for the three and nine months ended September 30, 2010 and 2009; and condensed consolidated statements of 

cash flows for the nine months ended September 30, 2010 and 2009 for (i) DriveTime Automotive Group, Inc. (―DTAG‖) and DT 

Acceptance Corporation (―DTAC‖)—the co-issuers of the Senior Notes, (ii) the guarantor subsidiaries on a combined basis, (iii) the 

non-guarantor subsidiaries on a combined basis, (iv) elimination adjustments, and (v) total consolidated amounts. Separate financial 

statements and other disclosures concerning the Guarantor Subsidiaries are not presented because management believes that such 

information is not material to the senior note holders. Consolidating adjustments include elimination of investment in subsidiaries, 

elimination of intercompany accounts; elimination of intercompany sales between guarantor and non-guarantor subsidiaries; and 

elimination of equity in earnings (losses) of subsidiaries. The condensed consolidating financial information should be read in 

conjunction with the consolidated financial statements herein.  

Included in the column for Guarantor Subsidiaries Combined are DriveTime Sales and Finance Company, LLC, DriveTime Car 

Sales Company, LLC, DriveTime Credit Company, LLC, and DT Jet Leasing, LLC. Included in the column for Non-Guarantor 

Subsidiaries Combined are all other subsidiaries that are wholly-owned by DTAG and DTAC, that are not guarantor subsidiaries. The 

column for Co-Issuers Combined includes the accounts for DTAG and DTAC as co-issuers.  

Consolidated amounts are immaterially different compared to the consolidated financial statements due to rounding.  

  
  



21 

 

DriveTime Automotive Group, Inc. and Subsidiaries  

Consolidating Balance Sheets  

September 30, 2010  
($ in thousands)  

  
      

  

Guarantor 

Subsidiaries 

Combined  
  

Non-Guarantor 

Subsidiaries 

Combined  
  

Co-Issuers 

Combined  
  

Eliminations  
  

Consolidated  
  

ASSETS 
          

Cash and Cash Equivalents .........................................  $ 916  $ 682  $ 20,129  $ —    $ 21,727  
Restricted Cash and Investments Held in Trust ..........   21,267   72,702   —     —     93,969  
Finance Receivables....................................................   —     —     1,438,715   —     1,438,715  
Allowance for Credit Losses .......................................   —     —     (214,600)  —     (214,600) 

            

Finance Receivables, Net ..................................   —     —     1,224,115   —     1,224,115  
Inventory .....................................................................   104,557   —     —     —     104,557  
Property and Equipment, Net ......................................   36,641   16,006   3,861   —     56,508  
Investments in Subsidiaries .........................................   —     —     500,328   (500,328)  —    
Other Assets ................................................................   463,165   1,039,311   1,201,550   (2,653,873)  50,153  

            

Total Assets .......................................................  $ 626,546  $ 1,128,701  $ 2,949,983  $ (3,154,201) $ 1551,029  
            

LIABILITIES & SHAREHOLDER’S EQUITY 
          

Liabilities: 
          

Accounts Payable ..............................................  $ 16,356  $ —    $ —    $ —    $ 16,356  
Accrued Expenses and Other Liabilities ...........   356,797   653,336   2,305,186   (3,240,603)  74,716  
Portfolio Term Financings .................................   —     505,127   773   (30,496)  475,404  
Portfolio Warehouse Facilities ..........................   —     298,557   —     —     298,557  
Other Secured Notes Payable ............................   42,562   12,907   13,497   (13,497)  55,469  
Senior Secured Notes Payable ...........................   —     —     197,776   —     197,776  
Senior Unsecured Notes Payable .......................   —     —     1,500   —     1,500  

            

Total Liabilities ........................................   415,715   1,469,927   2,518,732   (3,284,596)  1,119,778  
            

Total Shareholder’s Equity .........................................   210,831   (341,226)   431,251   130,395   431,251  
            

Total Liabilities & Shareholder’s Equity ...........  $ 626,546  $ 1,128,701  $ 2,949,983  $ (3,154,201) $ 1,551,029  
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DriveTime Automotive Group, Inc. and Subsidiaries  

Consolidating Statements of Operations  

Nine Months Ended September 30, 2010  
($ in thousands)  

  
      

  

Guarantor 

Subsidiaries 

Combined  
  

Non-Guarantor 

Subsidiaries 

Combined  
  

Co-Issuers 

Combined  
  

Eliminations  
  

Consolidated  
  

Revenue: 
          

Sales of Used Vehicles .......................................  $ 608,185  $ —    $ —    $ —    $ 608,185  
Interest Income ...................................................   —     110,500   197,923   (110,500)  197,923  
Other Revenue ....................................................   53,351   —     18,263   (71,614)  —    
Equity in Income of Subsidiaries .......................   —     —     217,605   (217,605)  —    

            

Total Revenue ...........................................   661,536   110,500   433,791   (399,719)  806,108  
            

Costs and Expenses: 
          

Cost of Used Vehicles Sold ................................   381,077   —     —     —     381,077  
Provision for Credit Losses ................................   —     —     125,678   —     125,678  
Portfolio Debt Interest Expense ..........................   —     30,774   25,425   —     56,199  
Non-Portfolio Debt Interest Expense .................   2,513   367   122,379   (111,088)  14,171  
Senior secured Debt Interest Expense ................   —     —     8,496   —     8,496  
Selling and Marketing ........................................   26,395   —     206   —     26,601  
General and Administrative ................................   84,047   18,904   76,236   (71,026)  108,161  
Depreciation Expense .........................................   9,226   442   748   —     10,416  
Loss (Gain) on Extinguishment of Debt .............   —     —     3,418   —     3,418  

            

Total Costs and Expenses .........................   503,258   50,487   362,586   (182,114)  734,217  
            

Income Before Income Taxes ......................................   158,278   60,013   71,205   (217,605)  71,891  
Income Tax Expense / (Benefit) ..................................   —     687   (634)   —     53  

            

Net Income / (Loss) ....................................................  $ 158,278  $ 59,326  $ 71,839  $ (217,605) $ 71,838  
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DriveTime Automotive Group, Inc. and Subsidiaries  

Consolidating Statements of Operations  

Nine Months Ended September 30, 2009  
($ in thousands)  

  
      

  

Guarantor 

Subsidiaries 

Combined  
  

Non-Guarantor 

Subsidiaries 

Combined  
  

Co-Issuers 

Combined  
  

Eliminations  
  

Consolidated  
  

Revenue: 
          

Sales of Used Vehicles ...................................  $ 563,985  $ —    $ —    $ —    $ 563,985  
Interest Income ...............................................   —     94,760   188,950   (94,760)  188,950  
Other Revenue ................................................   50,780   —     16,106   (66,886)  —    
Equity in Income of Subsidiaries ...................   —     —     211,121   (211,121)  —    

            

Total Revenue .......................................   614,765   94,760   416,177   (372,767)  752,935  
            

Costs and Expenses: 
          

Cost of Used Vehicles Sold ............................   315,638   —     —     —     315,638  
Provision for Credit Losses ............................   —     —     175,612   —     175,612  
Portfolio Debt Interest Expense ......................   —     22,659   33,537   —     56,196  
Non-Portfolio Debt Interest Expense .............   2,977   569   120,079   (95,269)  28,356  
Selling and Marketing ....................................   24,325   —     —     —     24,325  
General and Administrative ............................   105,803   16,705   59,102   (66,378)  115,232  
Depreciation Expense .....................................   8,732   435   460   —     9,627  
Loss (Gain) on Extinguishment of Debt, 

Net .............................................................   —     63   (30,374)  —     (30,311) 
            

Total Costs and Expenses .....................   457,475   40,431   358,416   (161,647)  694,675  
            

Income Before Income Taxes ..................................   157,290   54,329   57,761   (211,120)  58,260  
Income Tax Expense / (Benefit) ..............................   —     500   270   —     770  

            

Net Income / (Loss) ................................................  $ 157,290  $ 53,829  $ 57,491  $ (211,120) $ 57,490  
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DriveTime Automotive Group, Inc. and Subsidiaries  

Consolidating Statements of Operations  

Three Months Ended September 30, 2010  
($ in thousands)  

  
      

  

Guarantor 

Subsidiaries 

Combined  
  

Non-Guarantor 

Subsidiaries 

Combined  
  

Co-Issuers 

Combined  
  

Eliminations  
  

Consolidated  
  

Revenue: 
          

Sales of Used Vehicles .................................  $ 195,263  $ —    $ —    $ —    $ 195,263  
Interest Income .............................................   —     47,407   68,060   (47,407)  68,060  
Other Revenue ..............................................   17,190   —     7,177   (24,367)  —    
Equity in Income of Subsidiaries .................   —     —     85,709   (85,709)  —    

            

Total Revenue .....................................   212,453   47,407   160,946   (157,483)  263,323  
            

Costs and Expenses: 
          

Cost of Used Vehicles Sold ..........................   124,368   —     —     —     124,368  
Provision for Credit Losses ..........................   —     —     44,189   —     44,189  
Portfolio Debt Interest Expense ....................   —     12,965   4,202   —     17,167  
Non-Portfolio Debt Interest Expense ...........   762   141   47,644   (47,619)  928  
Senior secured Debt Interest Expense ..........   —     —     6,532   —     6,532  
Selling and Marketing ..................................   8,174   —     206   —     8,380  
General and Administrative ..........................   16,462   7,709   36,277   (24,155)  36,293  
Depreciation Expense ...................................   3,154   148   261   —     3,563  
Loss (Gain) on Extinguishment of Debt .......   —     —     3,418   —     3,418  

            

Total Costs and Expenses ...................   152,920   20,963   142,729   (71,774)  244,838  
            

Income Before Income Taxes ................................   59,533   26,444   18,217   (85,709)  18,485  
Income Tax Expense / (Benefit) ............................   —     267    (1,014)  —     (747)  

            

Net Income / (Loss) ..............................................  $ 59,533  $ 26,177  $ 19,231  $ (85,709) $ 19,232  
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DriveTime Automotive Group, Inc. and Subsidiaries  

Consolidating Statements of Operations  

Three Months Ended September 30, 2009  
($ in thousands)  

  
      

  

Guarantor 

Subsidiaries 

Combined  
  

Non-Guarantor 

Subsidiaries 

Combined  
  

Co-Issuers 

Combined  
  

Eliminations  
  

Consolidated  
  

Revenue: 
          

Sales of Used Vehicles .................................. $ 170,017  $ —    $ —    $ —    $ 170,017  
Interest Income ..............................................  —     30,067   63,148   (30,067)  63,148  
Other Revenue ...............................................  15,881   —     913   (16,794)  —    
Equity in Income of Subsidiaries ..................  —     —     71,483   (71,483)  —    

            

Total Revenue ......................................  185,898   30,067   135,544   (118,344)  233,165  
            

Costs and Expenses: 
          

Cost of Used Vehicles Sold ...........................  96,063   —     —     —     96,063  
Provision for Credit Losses ...........................  —     —     53,495   —     53,495  
Portfolio Debt Interest Expense .....................  —     6,384   12,839   —     19,223  
Non-Portfolio Debt Interest Expense ............  828   173   37,421   (30,241)  8,181  
Selling and Marketing ...................................  7,751   —     (15)  —     7,736  
General and Administrative ...........................  24,850   5,308   21,605   (16,621)  35,142  
Depreciation Expense ....................................  2,820   145   185   —     3,150  
Loss (Gain) on Extinguishment of Debt, 

Net ............................................................  —     —     1,248   —     1,248  
            

Total Costs and Expenses ....................  132,312   12,010   126,778   (46,862)  224,238  
            

Income Before Income Taxes .................................  53,586   18,057   8,766   (71,482)  8,927  
Income Tax Expense / (Benefit) .............................  —     160    (50)   —     110  

            

Net Income / (Loss) ............................................... $ 53,586  $ 17,897  $ 8,816  $ (71,482) $ 8,817  
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DriveTime Automotive Group, Inc. and Subsidiaries  

Consolidating Statements of Cash Flows  

Nine Months Ended September 30, 2010  
($ in thousands)  

  
      

  

Guarantor 

Subsidiaries 

Combined  
  

Non-Guarantor 

Subsidiaries 

Combined  
  

Co-Issuers 

Combined  
  

Eliminations  
  

Consolidated  
  

Cash Flows from Operating Activities:           

Net Income (Loss) .......................................................................................  $ 158,278  $ 59,326  $ 71,839  $ (217,605) $ 71,838  
Adjustments to Reconcile Net Income to Net Cash Provided by Operating 

Activities:           

Provision for Credit Losses .........................................................................   —     —     125,678   —     125,678  
Depreciation Expense ..................................................................................   9,226   442   748   —     10,416  
Amortization of Debt Issuance Costs and Debt Premium and 

Discount ................................................................................................   142   7,941   6,111   —     14,194  
Non-Cash Compensation Expense ...............................................................   —     —     1,125   —     1,125  
Loss (Gain) from Disposal of Property and Equipment ...............................   (137)  —     359   —     222  
Increase in Finance Receivables ..................................................................   —     —     (595,871)  —     (595,871) 
Collections and Recoveries on Finance Receivable Principal ......................   —     —     369,399   —     369,399  
Changes in Accrued Interest Receivable and Loan Origination 

Costs .....................................................................................................   —     —     (989)  —     (989) 
Decrease (Increase) in Inventory .................................................................   10,700   —     —     —     10,700  
Decrease (Increase) in Other Assets ............................................................   (52,087)  (788,814 )  (948,833)  1,783,746   (5,988) 
Increase (Decrease) in Accounts Payable, Accrued Expenses and 

Other Liabilities ....................................................................................   (106,518)  592,987   1,374,407   (1,824,346)  36,530  
Increase (Decrease) in Income Taxes Payable .............................................   —     97   (1,032)  —     (935) 

            

Net Cash Provided By (Used In) Operating Activities ....................   19,604   (128,021 )  402,941   (258,205)  36,319  
            

Cash Flows from Investing Activities:           

Proceeds from Disposal of Property and Equipment ....................................   308   —     18   —     326  
Purchase of Property and Equipment ...........................................................   (6,920)  —     (5,422)  —     (12,342) 

            

Net Cash Provided By (Used In) Investing Activities .....................   (6,612)  —     (5,404)  —     (12,016) 
            

Cash Flows from Financing Activities:           

Increase (Decrease) in Restricted Cash ........................................................   (5,462)  (19,957 )  —     —     (25,419) 
Deposits into Investments Held in Trust ......................................................   —     (4,500 )  —     —     (4,500) 
Collections, Buybacks and Change in Investments Held in  

Trust ......................................................................................................   —     20,015   —     —     20,015  
Additions to Portfolio Term Financings ......................................................   —     345,483   79,820   (30,496)     394,807  
Repayment of Portfolio Term Financings ....................................................   —     (129,291 )  (585,748)  —     (715,039) 
Additions to Portfolio Warehouse Facilities ................................................   —     696,300   —     —     696,300  
Repayment of Portfolio Warehouse Facilities..............................................   —     (475,249 )  —     —     (475,249) 
Additions to Other Secured Notes Payable ..................................................   2,700   —     1,861   (1,785)  2,776  
Repayment of Other Secured Notes Payable ...............................................   (10,138)  (138 )  (12,307)  —     (22,583) 
Additions to Senior Secured Notes Payable .................................................   —     —     161,109   —     161,109  
Payment of Debt Issuance Costs ..................................................................   (8)  (14,175 )  (7,425)  —     (21,608) 
Dividend Distributions to Shareholders .......................................................   —     (290,486 )  (34,710)  290,486   (34,710) 

            

Net Cash Provided By (Used In) Financing Activities ....................   (12,908)  128,002   (397,400)  258,205   (24,101) 
            

Net Increase (Decrease) in Cash and Cash Equivalents ............................................   84   (19 )  137   —     202  
Cash and Cash Equivalents at Beginning of Period ..................................................   832   701   19,992   —     21,525  

            

Cash and Cash Equivalents at End of Period ............................................................  $ 916  $ 682  $ 20,129  $ —    $ 21,727  
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DriveTime Automotive Group, Inc. and Subsidiaries  

Consolidating Statements of Cash Flows  

Nine Months Ended September 30, 2009  
($ in thousands)  

  
      

  

Guarantor 

Subsidiaries 

Combined  
  

Non-Guarantor 

Subsidiaries 

Combined  
  

Co-Issuers 

Combined  
  

Eliminations  
  

Consolidated  
  

Cash Flows from Operating Activities:           

Net Income (Loss) ...............................................................................  $ 157,291  $ 53,829  $ 57,490  $ (211,120 ) $ 57,490  
Adjustments to Reconcile Net Income to Net Cash Provided by Operating 

Activities:           

Provision for Credit Losses .................................................................   —     —     175,612   —     175,612  
Depreciation Expense ..........................................................................   8,731   435   461   —     9,627  
Amortization of Debt Issuance Costs and Debt Premium and 

Discount ........................................................................................   1,024   5,549   6,044   —     12,617  
Non-Cash Compensation Expense .......................................................   —     —     1,688   —     1,688  
(Gain) Loss from Disposal of Property and Equipment .......................   (94 )  —     —     —     (94) 
Increase in Finance Receivables ..........................................................   —     —     (556,252)  —     (556,252) 
Collections and Recoveries on Finance Receivable Principal ..............   —     —     352,279   —     352,279  
Changes in Accrued Interest Receivable and Loan Origination 

Costs .............................................................................................   —     —     2,036   —     2,036  
Decrease (Increase) in Inventory .........................................................   13,980   —     —     —     13,980  
Decrease (Increase) in Other Assets ....................................................   (274,568 )  (280,936 )  (282,852)  851,747   13,391  
Increase (Decrease) in Accounts Payable, Accrued Expenses and 

Other Liabilities ............................................................................   93,760   159,951   266,856   (518,044 )  2,523  
Increase (Decrease) in Income Taxes Payable .....................................   —     (88 )  28   —     (60) 

            

Net Cash Provided By (Used In) Operating Activities ............   124   (61,260 )  23,390   122,583   84,837  
            

Cash Flows from Investing Activities:           

Proceeds from Disposal of Property and Equipment ............................   321   —     —     —     321  
Purchase of Property and Equipment ...................................................   (2,724 )  —     (4,621)  —     (7,345) 

            

Net Cash Provided By (Used In) Investing Activities .............   (2,403 )  —     (4,621)  —     (7,024) 
            

Cash Flows from Financing Activities:           

Increase (Decrease) in Restricted Cash ................................................   (4,225 )  719   —     —     (3,506) 
Deposits into Investments Held in Trust ..............................................   —     (1,467 )  —     —     (1,467) 
Collections, Buybacks and Change in Investments Held in  

Trust ..............................................................................................   —     23,490   —     —     23,490  
Additions to Portfolio Term Financings ..............................................   —     96,964   487,105   —     584,069  
Repayment of Portfolio Term Financings ............................................   —     (144,805 )  (118,965)  —     (263,770) 
Additions to Portfolio Warehouse Facilities ........................................   —     396,500   459,142   —     855,642  
Repayment of Portfolio Warehouse Facilities......................................   —     (421,271 )  (663,735)  —     (1,085,006) 
Additions to Other Secured Notes Payable ..........................................   50,400   —     19,450   (1,380 )  68,470  
Repayment of Other Secured Notes Payable .......................................   (64,964 )  (130 )  (57,776)  —     (122,870) 
Repayment of Senior Unsecured Notes Payable ..................................   —     —     (122,000)  —     (122,000) 
Payment of Debt Issuance Costs ..........................................................   (250 )  (9,753 )  (870)  —     (10,873) 
Dividend Distributions to Shareholders ...............................................   —     121,203   —     (121,203 )  —    

            

Net Cash Provided By (Used In) Financing Activities ............   (19,039 )  61,450   2,351   (122,583 )  (77,821) 
            

Net Increase (Decrease) in Cash and Cash Equivalents ....................................   (21,318 )  190   21,120   —     (8) 
Cash and Cash Equivalents at Beginning of Period ..........................................   24,026   534   973   —     25,533  

            

Cash and Cash Equivalents at End of Period ....................................................  $ 2,708  $ 724  $ 22,093  $ —    $ 25,525  
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations  

 

The following discussion of our historical results of operations and our liquidity and capital resources should be read in 

conjunction with the financial statements and related notes that appear elsewhere in this report. Unless otherwise indicated in this 

Quarterly Report on Form 10-Q, the terms “DriveTime,” the “Company,” “we,” “our” and “us” refer to DriveTime Automotive 

Group, Inc. and its subsidiaries as a consolidated entity.  

Overview  

We are the leading used vehicle retailer in the United States with a sole focus on the sale and financing of quality vehicles to the 

subprime market, according to our review of publicly available financial statements, industry publications and research data regarding 

other automobile retailers, none of which focus solely on sales and financing in the subprime market. Through our branded 

dealerships, we provide our customers with a comprehensive end-to-end solution for their automotive needs, including the sale, 

financing, and maintenance of their vehicles. As of September 30, 2010, we owned and operated 82 dealerships and 13 reconditioning 

facilities in 23 geographic regions in 13 states. For the nine months ended September 30, 2010, we sold 41,969 vehicles, generated 

$806.1 million of total revenue (which consists of vehicle sales and interest income), and generated $166.7 million of Adjusted 

EBITDA. We provide our customers with financing for substantially all of the vehicles we sell. As of September 30, 2010, our loan 

portfolio had a total outstanding principal balance of $1.4 billion. In contrast to other leading used vehicle retailers, we maintain our 

loan portfolio and related financings on our balance sheet.  

Over the past 18 years, we have developed an integrated business model that consists of vehicle acquisition, reconditioning, 

sales, underwriting and finance, loan servicing, and after sale support. We believe that our model enables us to operate successfully in 

the underserved subprime market segment. In addition, we believe that our model will allow us to systematically open new dealerships 

in existing and new markets throughout the United States.  

We operate in the large and highly fragmented used vehicle sales and financing markets. According to CNW, for 2009, industry 

sales of used vehicles totaled $301.0 billion, which consisted of sales from approximately 53,500 franchise and independent dealers 

and private transactions. The five largest used vehicle retailers accounted for only 2.7% of the nationwide market share in 2009. At the 

end of 2009, total used vehicle loans outstanding approximated $806.9 billion and the subprime segment we focus on comprised 

21.7% of total automobile loans outstanding. Within the subprime market, we cater to customers who have the income necessary to 

purchase a used vehicle, but because of their impaired credit histories, cannot qualify for financing from traditional third-party 

sources. Our average customer is 25 to 55 years of age, has an annual income of $24,000 to $56,000, and has a FICO score between 

450 and 570. FICO scores range from 350 to 850, and a customer with a FICO score below 620 is typically considered to have 

subprime credit.  

Our integrated business model is focused on giving our customers the ability to acquire quality used vehicles through six key 

activities: 
 

    Vehicle acquisition. We acquire inventory primarily from used vehicle auctions. Our centralized vehicle selection 

strategy takes into account many factors, including the retail value, age, and costs of buying, reconditioning, and delivering 

the vehicle for resale, along with buyer affordability and desirability. At September 30, 2010, we employed 30 buyers who 

average six years of experience with us. For the nine months ended September 30, 2010, we purchased 44,538 vehicles 

from over 150 auctions nationwide. 

    Vehicle reconditioning and distribution. Subsequent to acquisition, vehicles are transported to one of our 13 regional 

reconditioning facilities, where we recondition the vehicles and perform a rigorous multi-point inspection for safety and 

operability. On average, we spend approximately $1,000 in reconditioning costs per vehicle sold, including parts and labor. 

Upon passing our quality assurance testing, we determine the distribution of vehicles to our dealerships based on current 

inventory mix and levels, along with sales patterns at each dealership. 

    Vehicle sales. We focus on selling quality used vehicles with affordable payments through our extensive network of 

company-owned dealerships. We utilize targeted television, radio, and online advertising programs to promote our brand 

and encourage customers to complete an online credit application and visit our dealerships. Approximately 53% of our 

customers completed an online credit application before visiting one of our dealerships in the nine-month period ended 

September 30, 2010. Our dealerships are generally located in high traffic commercial districts and showcase our 

DriveTime logos and color schemes. 

    Underwriting and finance. Using information provided as part of the credit application process, our centralized 

proprietary credit scoring system determines a customer’s credit grade and the corresponding minimum down payment and 
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maximum installment payment. We monitor the performance of our portfolio and close rates on a real-time basis, allowing 

us to centrally adjust pricing and financing terms to balance sales volumes and loan performance.  

    Loan servicing. We perform all servicing functions for our loan portfolio, from collections through the resale of 

repossessed vehicles. We allow customers to make payments in cash at over 3,700 Wal-Mart stores and more than 10,000 

other locations nationwide, as well as through traditional payment methods. Our experienced collection staff utilizes our 

proprietary collection software, which we developed specifically for subprime auto loans. We use behavioral models 

designed to predict payment habits, as well as automated dialer and messaging systems to enhance collection efficiency. 

We utilize our vehicle acquisition and sales expertise in representing our vehicles at auction in order to maximize the 

recovery value of repossessed vehicles. 

    After sale support. As part of our no-haggle vehicle sale price, we provide a warranty on each vehicle we sell, and in 

December 2009 we extended our warranty program (which is included in the sales price of each vehicle) to cover 36 

months / 36,000 miles, including oil changes at Sears automotive locations nationwide and 24/7 roadside assistance. We 

self-administer our warranty program through our in-house team of customer service representatives, including warranty 

claim specialists who are certified mechanics, and our pre-approved vendor network of independent third-party repair 

facilities.  

 

We believe that our business model has several advantages over our competition and that we provide our customers with a 

unique buying experience featuring: 

(1) branded, attractive dealership facilities, each of which maintains a large inventory of quality, reconditioned used vehicles; 

(2) professional and courteous service with ―no haggle‖ pricing and a three day ―no questions asked‖ return policy; 

(3) vehicle financing with affordable down payments and installment payments; 

(4) our DriveCare® limited warranty program (included in the sales price of each vehicle)—a 36 month/36,000 mile major 

mechanical warranty, including oil changes at Sears automotive locations nationwide and 24/7 roadside assistance; and 

(5) numerous payment options, which include cash payments at alternative retail and other locations nationwide, as well as 

online, by phone, and through other traditional payment methods. 

To provide financing to our customers, we have traditionally relied upon portfolio warehouse facilities and securitization 

transactions. 

 

Third Quarter 2010 Highlights  

• In September, we completed a securitization transaction (2010-1) by issuing $228.0 million of asset-backed securities, 

which are collateralized by approximately $300.0 million of finance receivables. The asset-backed securities were rated 

by Standard and Poors (S&P) and DBRS and are structured in four tranches with credit ratings ranging from AAA to 

BBB, without external credit enhancement from a monoline insurer. The weighted average coupon of these four tranches 

was 3.66%.  

• In July, we entered into a portfolio warehouse facility agreement with RBS Securities, Inc. with a capacity of $50.0 

million, which expires in July 2011. The loan agreement provides an option to increase the capacity to $100.0 million in 

January 2011.  
  

• In July, we amended our warehouse facility with Deutsche Bank, decreasing the total capacity of this facility from $250.0 

million to $150.0 million, reducing its demand note from $25.0 million to $15.0 million, and extending the maturity from 

December 2010 to December 2011.  

• Total revenue increased 12.9% from $233.2 million for the three months ended September 30, 2009 to $263.3 million for 

the three months ended September 30, 2010.  

• Unit sales increased 8.8% from 12,297 for the three months ended September 30, 2009 to 13,382 for the three months 

ended September 30, 2010.  

• Net charge-offs as a percent of average portfolio principal outstanding decreased from 4.8% for the three months ended 

September 30, 2009 to 3.7% for the three months ended September 30, 2010.  



30 

 

• From January 1 through October 31, 2010, we have opened a total of seven stores in new geographic regions including 

Oklahoma City, Oklahoma; Tulsa, Oklahoma; Greenville, South Carolina; Columbia, South Carolina; Fayetteville, South 

Carolina; Chattanooga, Tennessee; and Birmingham, Alabama.  

• We have completed the removal of payment processing (accepting customer payments) at our dealership locations.  In 

lieu of accepting payments at dealerships, we now allow customers to make payments in cash at over 3,700 Wal-Mart 

stores and more than 10,000 other locations nationwide. Customers can also make payments via traditional payment 

methods. 

 

Statement of Operations—Line Item Descriptions  

Revenue  

Sales of used vehicles  

We derive a significant portion of our revenue from the sale of used vehicles. Sales of used vehicles includes revenue from the 

sale of vehicles, net of a reserve for returns. Factors affecting revenue from sales of used vehicles include the number of used vehicles 

we sell and the price at which we sell our vehicles.  

The number of used vehicles we sell depends on the volume of customer applications received and the conversion rate from 

customer application to sale. Application volume is a function of the number of dealerships, advertising, customer referrals, repeat 

customer volume, other marketing efforts, competition from other used car dealerships, availability of credit from other subprime 

finance companies, and general economic conditions. The conversion rate from customer application to sale is a function of our 

underwriting standards, customer sales experience, customer affordability, vehicle inventory, and warranty provided. The price at 

which we sell our vehicles is dependent on our pricing strategy, which balances margins, sales volume, and loan performance.  

Interest income  

Interest income consists of interest earned on installment sales contracts net of amortization of loan origination costs, plus late 

payment fees and interest earned on investments held in trust. We write-off accrued interest on charged-off loans as a reduction to 

interest income. Interest income is affected by (i) the principal balance of our loan portfolio, (ii) the average APR of our loan 

portfolio, and (iii) the payment performance by our borrowers on their loans.  

Costs and expenses  

Cost of used vehicles sold  

Cost of used vehicles sold includes the cost to acquire vehicles, reconditioning and transportation costs associated with 

preparing the vehicles for resale, vehicle warranty, and other related costs. The cost to acquire vehicles includes the vehicle purchase 

price, auction fees, wages, and other buyer costs. A liability for the estimated cost of vehicle repairs under our DriveCare® limited 

vehicle warranty program is established at the time a used vehicle is sold by charging cost of used vehicles sold. The liability is 

evaluated for adequacy through an analysis based on the program’s historical performance of cost incurred per unit sold over the term 

of the warranty.  

The cost of used vehicles sold is affected by a variety of factors including: (i) the cost of vehicles purchased at auction, (ii) the 

quality, make, model, and age of vehicles acquired, (iii) transportation costs, (iv) labor costs and costs to operate our reconditioning 

facilities, and (v) warranty costs.  

Provision for credit losses  

Provision for credit losses is the charge recorded to operations to maintain an allowance adequate to cover losses inherent in the 

portfolio. We charge off the entire principal balance of receivables that are contractually 91 or more days past due at the end of a 

month, net of estimated recoveries. The allowance for credit losses varies based on size of the loan portfolio and the expected 

performance of the loans. Loan performance is a function of the underlying credit quality of the portfolio, the effectiveness of 

collection activities, auction values for repossessed vehicles, other ancillary collections, and overall economic conditions.  

We anticipate the allowance for credit losses to grow as we increase origination volume and grow our portfolio. However, the 

allowance as a percentage of portfolio principal may decline based on performance of loans originated since we tightened our loan 

underwriting standards beginning in the second quarter of 2008. Loans originated since we tightened our underwriting standards 

represent 84.4% of our loan portfolio as of September 30, 2010.  
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Portfolio debt interest expense and non-portfolio debt interest expense  

Portfolio debt interest expense consists of interest and related amortization of debt issuance costs on our portfolio warehouse 

facilities, securitizations, and PALP financings.  

Non-portfolio debt interest expense consists of interest expense and related amortization of discounts and debt issuance costs on 

our senior unsecured notes payable, inventory facility, real estate mortgage financing, and an equipment note payable. Non-portfolio 

debt interest expense is dependent on the amount of indebtedness and the interest expense associated therewith, both of which are 

dependent on the financial markets and economy as a whole.  

Selling and marketing  

Selling and marketing expenses include salaries and commissions of sales personnel, as well as advertising and marketing-

related costs. Our selling and marketing expenses are generally affected by the salaries and commissions we pay to our sales 

personnel, which are dependent in part on the volume of vehicles sold. Selling and marketing expenses are also generally affected by 

the cost of advertising media and our marketing strategy.  

General and administrative  

General and administrative expenses include compensation and benefits, property-related expenses, collection expenses on our 

portfolio, store closing costs, and other ancillary expenses, such as professional fees and services.  

We anticipate that general and administrative expenses will increase related to costs associated with being an SEC Registrant, 

and costs associated with expansion of our dealership base.  

  

Gain (Loss) on extinguishment of debt, net  

Gain (Loss) on extinguishment of debt, net represents the difference between the carrying value of the debt we repurchased and 

the purchase price at which we repurchased the debt, net of the write-off of unamortized debt issuance costs and discounts.  
 

 

Forward-Looking Statements 

 

This Quarterly Report on Form 10-Q, including Item 2, Management’s Discussion and Analysis of Financial Condition and 

Results of Operations, contains ―forward-looking statements,‖ which include information relating to future events, future financial 

performance, strategies, expectations, competitive environment, regulation, and availability of resources. These forward-looking 

statements include, without limitation, statements concerning projections, predictions, expectations, estimates, or forecasts as to our 

business, financial and operational results, and future economic performance; and statements of management’s goals and objectives 

and other similar expressions concerning matters that are not historical facts. Words such as ―may,‖ ―should,‖ ―could,‖ ―would,‖ 

―predicts,‖ ―potential,‖ ―continue,‖ ―expects,‖ ―anticipates,‖ ―future,‖ ―intends,‖ ―plans,‖ ―believes,‖ ―estimates,‖ and similar 

expressions, as well as statements in future tense, identify forward-looking statements.  

 

Forward-looking statements should not be read as a guarantee of future performance or results, and will not necessarily be 

accurate indications of the times at, or by, which such performance or results will be achieved. Forward-looking statements are based 

on information available at the time those statements are made or management’s good faith belief as of that time with respect to future 

events, and are subject to risks and uncertainties that could cause actual performance or results to differ materially from those 

expressed in or suggested by the forward-looking statements. Important factors that could cause such differences include, but are not 

limited to: 

 

 we require substantial capital to finance our business; 

 our focus on customers with subprime credit; 

 we may not be able to generate sufficient cash flow to meet our debt service obligations; 

 changes to our business plan that are currently being implemented, and those that may be implemented in the future, may not 

be successful and may cause unintended consequences; 

 interest rates affect our profitability and cash flows and an increase in interest rates will increase our interest expense and 

lower our profitability and liquidity; 

 general and economic conditions and their effect on automobile sales; 

 we are subject to extensive governmental regulations, and if we are found to be in violation of any federal, state, or local laws 

or regulations applicable to us, our business could suffer; 
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 changes in laws, regulations, or policies; 

 the need to further reduce the scope of our operations; 

 seasonal and other fluctuations in our results of operations; 

 our failure to effectively manage our growth, access the additional required financing to fund our growth, and increased 

exposure to legal and regulatory risks as a result of our plans to expand; 

 we operate in a highly competitive environment, and if we are unable to compete with our competitors, our results of 

operations and financial condition could be materially adversely affected; and 

 other factors discussed under the headings ―Risk Factors,‖ ―Management’s Discussion and Analysis of Financial Condition 

and Results of Operations,‖ and ―Business.‖ 

 Forward-looking statements speak only as of the date the statements are made. You should not put undue reliance on any 

forward-looking statements. We assume no obligation to update forward-looking statements to reflect actual results, changes 

in assumptions, or changes in other factors affecting forward-looking information, except to the extent required by applicable 

securities laws. If we do update one or more forward-looking statements, no inference should be drawn that we will make 

additional updates with respect to those or other forward-looking statements. 

Critical Accounting Policies  

The discussion and analysis of our financial condition and results of operations are based upon our consolidated financial 

statements, which have been prepared in accordance with United States generally accepted accounting principles. The preparation of 

these financial statements requires management to make estimates and judgments that affect the reported amounts of assets and 

liabilities, revenue and expenses, and related disclosures of contingent assets and liabilities at the date of our financial statements. 

Actual results may differ from these estimates under different assumptions or conditions, impacting our reported results of operations 

and financial condition.  

Certain accounting policies involve significant judgments and assumptions by management, which have a material impact on 

the carrying value of assets and liabilities and the recognition of income and expenses. Management considers these accounting 

policies to be critical accounting policies. The estimates and assumptions used by management are based on historical experience and 

other factors, which are believed to be reasonable under the circumstances. The significant accounting policies which we believe are 

the most critical to aid in fully understanding and evaluating our reported financial results are described below.  

Revenue recognition  

Revenue from the sale of used vehicles is recognized upon delivery, when the sales contract is signed, and the agreed-upon 

down payment or purchase price has been received. Sales of used vehicles include revenue from the sale of used vehicles, net of a 

reserve for returns. The reserve for returns is estimated using historical experience and trends and could be affected if future vehicle 

returns differ from historical averages. A 10.0% increase in our rate of returns would result in a $0.4 million and $0.6 million decrease 

in our sales return allowance at September 30, 2010 and December 31, 2009, respectively. Revenue is recognized at time of sale since 

persuasive evidence of an arrangement in the form of an installment sales contract exists, we have delivered the vehicle to the 

customer, transferred title, our sales have a fixed and determinable price, and collectability is reasonably assured.  

Allowance for credit losses  

We maintain an allowance for credit losses on an aggregate basis at a level we consider sufficient to cover probable credit losses 

inherent in our portfolio of receivables as of each reporting date utilizing a loss emergence period to cover 12 months of estimated 

losses. The allowance takes into account historical credit loss experience, including timing, frequency and severity of losses. This 

estimate of existing probable credit losses inherent in the portfolio is primarily based on static pool analyses by month of origination 

based on origination principal, credit grade mix and deal structure, including down payment and term. The evaluation of the adequacy 

of the allowance also considers factors and assumptions regarding the overall portfolio quality, delinquency status, the value of the 

underlying collateral, current economic conditions that may affect the borrowers’ ability to pay, and the overall effectiveness of 

collection efforts.  

The static pool loss curves by grade are adjusted for actual performance to date, and historical seasonality patterns. The 

forecasted periodic loss rates, which drive the forecast for estimated gross losses (before recoveries) are calculated by factoring 

amortization speed, and origination terms. Charge offs have a natural seasonality pattern such that they are typically lower during the 

first and second quarters of each calendar year because customers tend to have additional money from tax refunds to apply to their 

loans, compared to the third and fourth quarters when charge offs tend to increase. Recoveries are estimated using historical unit and 

dollar static pool recovery activity to forecast recoveries for estimated charge offs at the balance sheet date. The forecasted recovery 

rates (on a per unit basis) are based on the historical unit recovery trend by recovery type as adjusted for estimated impact of economic 

and market conditions.  
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The allowance model is sensitive to changes in assumptions such that an increase or decrease in our forecasted net charge-offs 

would increase or decrease the allowance as a percentage of principal outstanding required to be maintained. The amount of our 

allowance is sensitive to losses within credit grade, recovery values, deal structure, the loss emergence period and overall credit grade 

mix of the portfolio. In the event loss assumptions used in the calculation of the allowance for credit losses were to increase, there 

would be a corresponding increase in the amount of the allowance for credit losses, which would decrease the net carrying value of 

finance receivables and increase the amount of provision for credit losses, thereby decreasing net income. A 5% increase in our 

frequency loss assumption would increase the allowance for credit losses and our provision for credit losses by $10.0 million and $9.2 

million as of September 30, 2010 and December 31, 2009, respectively. Also, a 5% decrease in our assumed recoveries per loan 

charged off, would result in an increase to the allowance for credit losses and provision for credit losses by $4.4 million and $3.9 

million as of September 30, 2010 and December 31, 2009, respectively. Our ability to forecast net charge-offs and track static pool net 

losses by month of origination are a critical aspect of this analysis.  

Although it is reasonably possible that events or circumstances could occur in the future that are not presently foreseen, which 

could cause actual credit losses to be materially different from the recorded allowance for credit losses, we believe that we have given 

appropriate consideration to the relevant factors and have made reasonable assumptions in determining the level of the allowance. Our 

credit and underwriting policies and adherence to such policies and the execution of collections processes have a significant impact on 

collection results, as well as the economy as a whole. Changes to the economy, unemployment, auction prices for repossessed 

vehicles, and collections and recovery processes could materially affect our reported results.  

Recovery receivables  

All loans over 90 days past due at month end are charged off. Recovery receivables consist of estimated recoveries to be 

received on charged off receivables, including proceeds from selling repossessed vehicles at auction, along with insurance, bankruptcy 

and deficiency collections. The recovery amount from selling repossessed vehicles at auction is a forecast of vehicles to be recovered 

from loans previously charged-off and vehicles currently in our possession. Based on our extensive experience and historical database 

of auction recoveries, we estimate the number of units we will recover and the value that we will receive for these vehicles at auction. 

Our forecast utilizes historical data with respect to recovery rates, values, and time from charge-off to repossession. In order to 

estimate auction recoveries we utilize historical static pool unit recovery rates as adjusted for recent market trends to arrive at the 

forecasted recovery dollars by static pool month of charge-offs. Insurance, bankruptcy and deficiency collections are estimated using 

historical trends adjusted for changes to recovery practices.  

Valuation of inventory  

Inventory consists of used vehicles held-for-sale or currently undergoing reconditioning and is stated at the lower of cost or 

market value. Vehicle inventory cost is determined by specific identification. Direct and indirect vehicle reconditioning costs 

including parts and labor, costs to transport the vehicles to our dealership locations, buyer costs, and other incremental costs are 

capitalized as a component of inventory cost. Determination of the market value of inventory involves assumptions regarding 

wholesale loss rates derived from historical trends and could be affected by changes in supply and demand at our retail locations and 

at the auctions. A 1.0% decrease in the valuation of our inventory at September 30, 2010 would result in a decrease in net income of 

approximately $1.0 million.  

Secured financings  

Securitizations  

We sell loans originated at our dealerships to our bankruptcy-remote securitization subsidiaries, which, in turn, transfer the loans 

to separate trusts that issue notes and certificates collateralized by these loans. The senior class notes are sold to investors, and we 

retain the subordinate classes. We continue to service all securitized loans. Due to certain restrictions placed on the trusts (i.e., the 

trusts do not have the right to pledge the assets), securitization transactions have been accounted for as secured financings, in 

accordance with ASC 860—Transfers and Servicing. Loans included in the securitization transactions are recorded as finance 

receivables and the asset-backed securities that are issued by the trusts are recorded as a component of portfolio term financings in the 

accompanying consolidated balance sheets.  

  

Pooled auto loan program transactions  

Under Pooled Auto Loan Program (PALP) transactions, we pool contracts originated at our dealerships and sell them to either 

(i) a special purpose entity which transfers the loans to a separate trust which, in turn, issues a note collateralized by the loans; or 

(ii) we sell the pooled loans, in a secured financing transaction, directly to a third-party financial institution. We retain all servicing. 

Both types of PALP transactions are accounted for as secured financings either due to our right to repurchase the loans sold at a 

specified date or due to restrictions placed on the trust. Therefore, the loan contracts included in the transactions remain in finance 

receivables and the debt is reflected as portfolio term financings on the consolidated balance sheets.  
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Limited warranty  

A liability for the estimated cost of vehicle repairs under our DriveCare® limited vehicle warranty program is established at the time a 

used vehicle is sold by charging costs of used vehicles sold. Beginning with sales in December 2009, the DriveCare® limited warranty 

plan was extended to 36 months / 36,000 miles, and includes oil changes at Sears automotive locations nationwide and 24/7 roadside 

assistance. The liability is evaluated for adequacy through an analysis based on a combination of the program’s historical performance 

of cost incurred per unit sold over the term of the warranty and on industry data provided by a third party. Our liability is affected by 

the number of vehicles that come back for repair under warranty, the number of oil changes utilized, and our estimated cost per repair, 

couple with the industry data provided. These assumptions are further affected by mix and age of vehicles sold and our ability to 

recondition vehicles prior to sale. A 10.0% increase in our warranty accrual at September 30, 2010, would result in a reduction in net 

income of approximately $1.3 million for both the three and nine months ended September 30, 2010.  

 

Factors Affecting Comparability  

We have set forth below selected factors that we believe have had, or can be expected to have, a significant effect on the 

comparability of recent or future results of operations:  

Reporting company expenses  

Our 12.625% Senior Secured Notes due 2017 require us to file a registration statement on Form S-4 with the SEC and to make 

an offer to exchange the notes for registered publicly tradable notes that have substantially identical terms. Upon effectiveness of the 

registration statement we will become subject to a number of additional requirements, including the reporting requirements of the 

Exchange Act and certain related requirements of the Sarbanes-Oxley Act. As a result, we expect that our general and administrative 

expenses will increase as we pay our employees, legal counsel, and accountants to assist us in, among other things, establishing and 

maintaining internal control over financial reporting in accordance with Section 404 of the Sarbanes-Oxley Act, and preparing and 

distributing periodic public reports under the federal securities laws. We estimate that incremental costs associated with being an SEC 

registrant will be between $2.5 million and $4.0 million annually.  

Limited warranty  

Beginning with sales in December 2009, we extended our DriveCare® limited warranty plan from six months/6,000 miles to 36 

months/36,000 miles, and it now includes lifetime oil changes at Sears automotive locations nationwide and 24/7 roadside assistance. 

As a result, we expect that our warranty costs will be higher in future periods, however, we believe that the warranty will have a 

positive impact on vehicle sales and loan performance.  

  

Interest expense  

As a result of the issuance of our 12.625% Senior Secured Notes due 2017 and the use of proceeds therefrom to repay certain of 

our indebtedness, and the contribution of an aggregate of $100.1 million of subordinated notes and junior secured notes into equity in 

connection with the offering of our 12.625% Senior Secured Notes due 2017, as well as the execution of four new warehouse 

facilities, which are secured by finance receivables, we expect that our weighted average cost of funds will be lower in future periods. 

To the extent our average amount borrowed is also less in future periods, we would expect a decrease in our interest expense in future 

periods.  
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Selected Historical Consolidated Financial and Other Data 

 

The following table sets forth our selected historical consolidated financial and operating data as of the dates and for the 

periods indicated.  

 

 
  As of and for the   As of and for the  

  Three Months Ended September 30,  Nine Months Ended September 30, 

  2010  2009  2010  2009 

  (Unaudited) 

  ($ in thousands, except per vehicle sold data) 

         

Dealerships:         

Dealerships in operation at end of period……………………………..                        82                         77                         82                         77  

Average number of vehicles sold per dealership per month………….                        54                         52                         58                         56  

Retail Sales:         

Number of used vehicles sold……………….………………….……..                 13,382                  12,297                  41,969                  40,025  

Average age of vehicles sold (in years) ………………………..……..                       4.3                        4.0                        4.3                        4.1  

Average mileage of vehicles sold……………….…………………….                 72,817                  68,974                  70,886                  67,325  

Per vehicle sold data:         

Average sales price……………….……………………..…….   $            14,591    $            13,826    $            14,491    $            14,091  

Average cost of vehicle sold…………………………………..   $              9,294    $              7,812    $              9,080    $              7,886  

Average gross margin……………….………………….……..   $              5,297    $              6,014    $              5,411    $              6,205  

Gross margin percentage……………….……………….…….  36.3%  43.5%  37.3%  44.0% 

Loan Portfolio:         

Number of applications……………….………………………...……..                 46,641                  47,177                142,177                144,205  

Close rate percentage 
(1)

 ……………….……………………….……..  28.7%  26.1%  29.5%  27.8% 

Principal balances originated……………….…………………..……..   $          193,731    $          169,067    $          595,871    $          556,252  

Average amount financed per origination……………………………..   $            14,485    $            13,750    $            14,206    $            13,901  

Number of loans outstanding—end of period…………………..……...               136,227                130,042                136,227                130,042  

Principal outstanding—end of period…………………………..………   $       1,409,350    $       1,361,259             1,409,350             1,361,259  

Average principal outstanding …………..……..   $       1,403,966    $       1,376,962             1,369,860             1,369,564  

Average effective yield on portfolio 
(2)

 ………………………..............  19.9%  19.1%  19.9%  19.3% 

Allowance for credit losses as a percentage of portfolio principal……  15.2%  17.1%  15.2%  17.1% 

Portfolio performance data:         

Portfolio delinquencies over 30 days 
(3)

……………………………….  7.9%  7.1%  7.9%  7.1% 

Principal charged-off as a percentage of outstanding principal … ……  6.0%  7.0%  15.8%  19.8% 

Recoveries as a percentage of principal charged-off…………...............  38.3%  32.1%  40.1%  31.6% 

Net charge-offs as a percentage of average principal ………………….  3.7%  4.8%  9.4%  13.5% 

Financing and Liquidity:         

Unrestricted cash and availability 
(4)

 ……………………....…………..   $          217,655    $          109,913    $          217,655    $          109,913  

Ratio of net debt to shareholder's equity 
(5)

 ……………………………                       2.2x                        3.0x                        2.2x                        3.0x  

Secured collateral coverage ratio 
(6)

 ……………………………………                       2.7x                        N/A                        2.7x                        N/A  

Ratio of adjusted EBITDA to interest expense 
(7)

 ……………………..                       2.1x                        1.5x                        2.1x                        1.6x  

Total assets to shareholder's equity……………………………………..                       3.6x                        4.3x                        3.6x                        4.3x  

Total average debt ……………………....……………………………...   $          1,056,324    $          1,027,353    $          1,069,927    $          1,046,181  

Weighted average effective         

borrowing rate on total debt 
(8)

 ………………….  9.2%  10.6%  9.8%  10.7% 

         

Other Financial Data:         

EBITDA  
(9)

 ……………….……………….…………………..............   $            46,675    $            39,481    $          161,173    $          152,439  

Adjusted EBITDA 
(9)

 ……………….…………………………………   $            50,852    $            40,896    $          166,712    $          134,680  
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(1) Close rate percentage represents the percentage of customer applications for credit that result in sales of used vehicles. 

(2) Average effective yield represents the interest income earned at the contractual rate (stated APR) less the write-off of accrued interest on 

charged-off loans and amortization of loan origination costs (which includes the write-off of unamortized loan origination costs on charged-

off loans), plus interest earned on investments held in trust and late fees earned. 

(3) Delinquencies are presented on a Sunday-to-Sunday basis, which reflects delinquencies as of the nearest Sunday to period end. Sunday is 

used to eliminate any impact of the day of the week on delinquencies since delinquencies tend to be higher mid-week. 

(4) Unrestricted cash and availability consists of cash and cash equivalents plus available borrowings under the portfolio warehouse, residual, and 

inventory facilities, based on assets pledged or available to be pledged to the facilities. 

(5) Net debt is calculated as total debt less restricted cash and investments held in trust securing various debt facilities. Ratio of net debt to 

shareholder’s equity is calculated as net debt divided by total shareholder’s equity. 

(6) Defined as the ratio of (i) the sum of (a) the net finance receivables, (b) net inventory, and (c) the aggregate amount of cash and cash 

equivalents held as collateral, to (ii) aggregate principal amount of the notes. 

(7) Represents ratio of adjusted EBITDA to total interest expense (portfolio, non-portfolio, and senior secured). 

(8) Weighted average effective borrowing rate includes the effect of amortization of discounts, debt issuance costs, and unused line fees. 

(9) See definition of EBITDA and Adjusted EBITDA in Management’s Discussion and Analysis – Non-GAAP discussion. 
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Results of Operations  

 

The following table sets forth our results of operations for the periods indicated:  
  
       

  

Three Months Ended 

September 30,  
  

% Change  
  

Nine Months Ended 

September 30,  
  

% Change  
    

2010  
  

2009  
  

2010  
  

2009  
  

  ($ in thousands)   ($ in thousands)   

Revenue: 
            

Sales of Used Vehicles ............................  $ 195,263  $ 170,017   14.8% $ 608,185  $ 563,985   7.8% 
Interest Income ........................................   68,060   63,148   7.8%  197,923   188,950   4.7% 

              

Total Revenue ................................   263,323   233,165   12.9%  806,108   752,935   7.1% 
              

Costs and Expenses: 
            

Cost of Used Vehicles Sold .....................   124,368   96,063   29.5%  381,077   315,638   20.7% 
Provision for Credit Losses .....................   44,189   53,495   (17.4%)  125,678   175,612   (28.4%) 
Portfolio Debt Interest Expense ...............   17,167   19,223   (10.7%)  56,200   56,196   —% 
Non-Portfolio Debt Interest Expense ......   928   8,181   (88.7%)  14,171   28,356   (50.0%) 
Senior Secured Debt Interest Expense .....   6,532   —   100.0%  8,496   —   100.0% 
Selling and Marketing .............................   8,380   7,736   8.3%  26,601   24,308   9.4% 
General and Administrative .....................   36,293   35,142   3.3%  108,161   115,249   (6.2%) 
Depreciation Expense ..............................   3,563   3,150   13.1%  10,416   9,627   8.2% 
Loss (Gain) on Extinguishment of 

Debt, net .............................................   3,418   1,248  173.9%  3,418   (30,311)  (111.3%) 
              

Total Costs and Expenses ..............   244,838   224,238   9.2%  734,218   694,675   5.7% 
              

Income Before Income Taxes ...........................   18,485   8,927   107.1%  71,890   58,260   23.4% 
Income Tax (Benefit) Expense .........................   (747)   110   (779.1%)  53   770   (93.1%) 

              

Net Income ........................................................  $ 19,232  $ 8,817   118.1% $ 71,837  $ 57,490   25.0% 
              

Sales of used vehicles  

Revenue from sales of used vehicles increased $25.2 million, or 14.8% for the three months ended September 30, 2010 

compared to the same period in 2009 and increased $44.2 million or 7.8% for the nine months ended September 30, 2010 compared to 

the same period in 2010. The increase in revenue was primarily due to a 8.8% and 4.9% increase in sales volume, coupled with a 5.5% 

and 2.8% increase in the average sales price per vehicle sold for the three and nine months ended September 30, 2010 compared to the 

same periods in 2009, respectively. The increase in sales volume is attributable to an increase in close rates, despite a decline in 

application volume. The increase in average sales price per vehicle sold is attributable to an overall increase in the average cost of 

used vehicles sold. See ―—Cost of used vehicles sold‖. 

Internet-related sales revenue (a component of sales of used vehicles) increased $18.6 million, or 21.6% for the three months 

ended September 30, 2010 compared to the same period in 2009 and Internet-related sales revenue increased $71.8 million, or 28.7% 

for the nine months ended September 30, 2010 compared to the same period in 2009. As a percent of total sales revenue, internet-

related sales comprised 53.6% and 52.9% of our total sales revenue for the three and nine months ended September 30, 2010, 

respectively, as compared to 37.7% and 44.3% for the same period in 2009. Our internet applications increased 32.7% during the three 

months ended September 30, 2010 and 28.1% during the nine months ended September 30, 2010 compared to the same periods in 

2009 as a result of our increased marketing and advertising efforts, which are directed at driving more customers to our websites to 

complete an application to obtain pre-approval for financing to purchase one of our vehicles.  

On a same store basis, same store vehicle revenue increased 4.1% and 4.4%, and same store unit sales decreased 0.9% and 

increased 1.7% for the three and nine months ended September 30, 2010 as compared to the same periods in 2009. The increases in 

revenue were the result of increases in same store close rates for the three and nine months ended September 30, 2010 compared to the 

same periods in 2009, and an increase in the average sales price per unit sold for the same periods.  Despite an increase in close rates, 

same store unit sales were slightly down in the third quarter of 2010 as a result of lower application volume.  
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Interest income  

Interest income increased $4.9 million or 7.8% for the three months ended September 30, 2010 and increased $9.0 million or 

4.7% for the nine months ended September 30, 2010. The increase in the third quarter of 2010 compared to 2009 was primarily due to 

an increase in the average effective yield on our receivables portfolio and an increase in average portfolio principal outstanding during 

the three months ended September 30, 2010 compared to the same period in 2009.  

Interest income also increased for the nine months ended September 30, 2010 compared to the same period in 2009, primarily 

due to an increase in the average effective yield on our receivables portfolio, while the average portfolio principal outstanding during 

these periods remained fairly consistent.  

Cost of used vehicles sold  

Total cost of used vehicles sold increased $28.3 million, or 29.5% for the three months ended September 30, 2010 compared to 

the same period in 2009 and increased $65.4 million or 20.7% for the nine months ended September 30, 2010 compared to the same 

period in 2009. These increases were due to an increase in the number of vehicles sold in both periods and an increase the average cost 

of vehicles sold. Our cost of vehicles sold per unit increased primarily as a result of higher acquisition costs at auction, increased 

reconditioning costs, and increased costs associated with our warranty as a result of increased coverage of our DriveCare® limited 

warranty program. Wholesale auction prices increased during 2010 as compared to the same periods in 2009. Acquisition costs are a 

function of the vehicle make, model, and year mix that we acquire, along with vehicle wholesale auction price trends for the segment 

of vehicles that we target for acquisition.  

Gross margin  

Gross margin decreased $3.1 million and $21.2 million for the three and nine months ended September 30, 2010, compared to 

the same periods in 2009. Gross margin as a percentage of sales revenue decreased to 36.3% for the three months ended 

September 30, 2010 from 43.5% for the same period in 2009 and decreased to 37.3% for the nine months ended September 30, 2010 

from 44.0% for the same period in 2009. The decrease in gross margin for both the three and nine months ended September 30, 2010 

is primarily attributable to an increase in our average acquisition cost per vehicle sold as a result of an increase in vehicle wholesale 

auction prices during these periods, as well as an increase in our cost of vehicles sold related to the cost of our 36 month / 36,000 mile 

warranty, while only a portion of these costs were passed on to our customers through an increase in sales price.  

Provision for credit losses  

Provision for credit losses decreased $9.3 million or 17.4% for the three months ended September 30, 2010 compared to the 

same period in 2009 and decreased $49.9 million or 28.4% for the nine months ended September, 2010 compared to the same period 

in 2009. These decreases were primarily attributable to a decrease in net charge-offs due to tightening our loan underwriting standards 

on loan originations beginning in the second quarter of 2008, coupled with an increase in recoveries as a percent of principal charged 

off and a decrease in the allowance as a percentage of outstanding principal due to the improved quality of our finance receivable 

portfolio.  

Net charge-offs as a percent of average outstanding principal decreased to 3.7% and 9.4% for the three and nine months ended 

September 30, 2010 compared to 4.8% and 13.5% for the same periods in 2009. This improvement is a result of the tightening of our 

loan underwriting standards beginning in the second quarter of 2008. As a result, gross principal charged-off decreased to 6.0% for the 

three months ended September 30, 2010, from 7.0% for the same period in 2009 and gross principal charged-off decreased to 15.8% 

for the nine months ended September 30, 2010 from 19.8% for the same period in 2009. In addition, recoveries as a percentage of 

principal charged off increased to 38.3% for the three months ended September 30, 2010 compared to 32.1% for the same period in 

2009 and recoveries increased to 40.1% for the nine months ended September 30, 2010 compared to 31.6% for the same period in 

2009. The improvement in recoveries is due primarily to higher auction values, improved effectiveness of our repossession efforts, 

and the increase in seasoning of our loan portfolio.  
  

The allowance for credit losses decreased $3.7 million from December 31, 2009 to September 30, 2010, which, as a percentage 

of principal outstanding balance, represented a decrease from 16.6% at December 31, 2009 to 15.2% at September 30, 2010. The 

decrease in the allowance as a percent of outstanding principal balance is due primarily to the improved performance and credit 

quality of our portfolio due to the tightening of our loan underwriting standards beginning in the second quarter of 2008. At 

September 30, 2010, approximately 84.4% of our portfolio represents loans that were originated post-credit tightening.  

Portfolio interest expense  
 

Total portfolio interest expense decreased $2.1 million or 10.7% for the three months ended September 30, 2010 compared to 

the same period in 2009. Total portfolio interest expense remained consistent for the nine months ended September 30, 2010 

compared to the same period in 2009.  The decrease for the three months ended is a result of a decrease in the average outstanding 
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balance of portfolio term financings as a result of the termination of our PALP agreement with Santander.  This decrease was offset by 

an increase in the average amount outstanding under portfolio warehouse facilities as a result of the execution of Warehouse Facility II 

with Santander, Warehouse Facility III with UBS, and Warehouse Facility IV with RBS. In addition, the PALP debt contained higher 

effective rates than the newly executed warehouse facilities, thereby decreasing our overall cost of funds for portfolio debt from 9.6% 

for the three months ended September 30, 2009 to 8.4% for the same period in 2010.  The consistent interest expense on portfolio debt 

for the nine months ended is attributable to an increase in the average balance of portfolio term financings as a result of our 2010-1 

securitization in September 2010, which was offset by a decrease in the average amount outstanding on warehouse facilities.  In 

addition, the overall cost of funds for portfolio debt for the nine months ended September 30, 2010 decreased slightly year over year. 

Non-portfolio interest expense 

Total non-portfolio interest expense decreased $7.3 million or 88.7% for the three months ended September 30, 2010 compared 

to the same period in 2009. Non-portfolio interest expense decreased $14.2 million or 50.0% for the nine months ended September 30, 

2010 compared to the same period in 2009. These decreases were primarily due to exchange of $60.1 million junior secured notes and 

$40.0 million of subordinated debt for equity, and the exchange of $2.0 million junior secured notes and $35.0 million in subordinated 

debt for an equal principal amount of senior secured notes due 2017. As a result, the decrease in interest expense for the three and nine 

months ended is attributable a decrease in the average balance of junior secured debt and subordinated debt, which contained effective 

rates of 22.4% and 12.2%, respectively, thereby decreasing our overall cost of funds for non-portfolio debt from 13.8% for the three 

months ended September 30, 2009 to 6.4% for the same period in 2010.  In addition the overall cost of funds for non-portfolio debt for 

the nine months ended September 30, 2010 decreased slightly year over year.     

Senior secured debt interest expense 
 

Senior secured debt interest expense increased $6.5 million or 100.0% and $8.5 million or 100.0% for the three and nine months 

ended September 30, 2010 compared to the same period in 2009. These increases are result of the issuance in June 2010 of our 

12.625% senior secured notes due 2017. The weighted average effective rate on senior secured debt for both the three and nine months 

ended September 30, 2010 was 13.1%, which included amortization of discount and deferred financing costs. 

Selling and marketing expense  

Selling and marketing expenses increased $0.6 million or 7.7% and $2.3 million or 8.6% for the three and nine months ended 

September 30, 2010, respectively, compared to the same periods in the prior year. These increases were due to an increase in our 

advertising expenses, primarily related to our television and internet marketing strategy, including an increased focus on advertising 

for our new 36 month / 36,000 mile limited warranty, in conjunction with advertising in seven new geographic locations.  

General and administrative expense  

General and administrative expenses increased $1.2 million or 3.2% and decreased $7.1 million or 6.6% for the three and nine 

months ended September 30, 2010, respectively, compared to the same periods in the prior year. The increase in the third quarter of 

2010 compared to 2009 is related to an increase in the average number of dealerships in operation, professional services and 

consulting fees attributable to our preparation for filing periodic reports with the SEC as a voluntary public registrant, the write-off of 

accumulated costs associated with preparing for an initial public offering which we decided not to pursue in the second quarter 2010, 

and an increase in information technology expenses.  

General and administrative expenses decreased for the nine months ended September 30, 2010, primarily due to store closing 

costs of $5.2 million during the nine months ended 2009 as a result of the closure of nine stores and two reconditioning facilities, 

whereas we only incurred $1.6 million of such expense in 2010.  In addition, there was a decrease of $7.6 million in legal expenses 

relating to a legal settlement in the first quarter of 2009, whereas we did not incur such expense in 2010.  

  

Gain on extinguishment of debt, net  

During the three and nine months ended September 30, 2010, we repurchased outstanding indebtedness in the form of PALP 

debt from Santander in an aggregate principal amount of $227.9 million, for which we paid a fee of $3.4 million.  The fee was 

recorded as loss on the extinguishment of debt. 

During the three and nine months ended September 30, 2009, we repurchased outstanding indebtedness in aggregate principal 

amounts of $32.0 million and $135.2 million, respectively, resulting in net losses on the extinguishment of debt of $1.2 million and net 

gains on the extinguishment of debt of $30.3 million, respectively.  
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Net income  

Net income for the three months ended September 30, 2010 increased to $19.2 million from $8.8 million for the three months 

ended September 30, 2009. Excluding loss on extinguishment of debt of $3.4 million, net in 2010 and $1.2 million in 2009 income 

would have increased $12.6 million for the third quarter 2010 compared to the same period in 2009. Contributing to the $12.6 million 

increase were a lower provision for credit losses due to improved loan portfolio performance, partially offset by a decrease in gross 

margin from the sale of used vehicles, and an increase in general and administrative, selling and marketing, and depreciation expenses.  

Net income for the nine months ended September 30, 2010 increased to $71.8 million from $57.5 million for the nine months 

ended September 30, 2010. Excluding loss on extinguishment of debt of $3.4 million in 2010 and gain on extinguishment of debt of 

$30.3 million in 2009, net income would have increased $48.1 million for the nine months ended September 30, 2010. This increase is 

primarily attributable to an increase in interest income, a lower provision for credit losses (as described above), a decrease in total 

interest expense, and a decrease in general and administrative expenses, partially offset by a decrease in gross margin from the sale of 

used vehicles.  

Originations  

The following table sets forth information regarding our originations for the periods indicated.  
  
       

  

Three Months Ended 
September 30,  

  

Change  
  

Nine Months Ended 
September 30,  

  

Change  
    

2010  
  

2009  
  

2010  
  

2009  
  

  ($ in thousands except per loan data) 
Amount originated .............................................  $ 193,731  $ 169,067   14.6% $ 595,871  $ 556,252   7.1% 
Number of loans originated ...............................   13,375   12,296   8.8%  41,946   40,016   4.8% 
Average amount financed per origination ..........  $ 14,485  $ 13.750  $ 735  $ 14,206  $ 13,901  $ 305  
Average APR originated ....................................   21.0%  21.3%  (1.4%)  21.9%  20.8%  5.3% 
Average term (in months) ..................................   54.6   51.0   3.6   53.7   51.5   2.2  
Average down payment per origination .............  $ 1,072  $ 1,020  $ 52  $ 1,261  $ 1,135  $ 126  
Down payment as a percent of amount 

financed .........................................................   7.4%  7.4%  —%  8.9%  8.2%  8.5% 
Percentage of sales revenue financed .................   99.2%  99.4%  (0.2%)  98.0%  98.6%  (0.6%) 
Close rate percentage .........................................   28.7%  26.1%  10.0%  29.5%  27.8%  6.1% 

We originate loans when a customer finances the purchase of one of our vehicles, and the balance on these loans, together with 

accrued interest and unamortized loan origination costs, comprises our portfolio of finance receivables. Receivables are financed to 

generate liquidity for our business. See ―—Liquidity and Capital Resources.‖  

The principal amount of loans we originated increased $24.7 million and $39.6 million for the three and nine months ended 

September 30, 2010, respectively, and we originated 8.8% and 4.8% more loans for the three and nine months ended September 30, 

2010 compared to the same periods in 2009. These increases were due to an increase in the number of used vehicles sold, and an 

increase in the average amount financed per loan originated as a direct result of an increase in the average sales price per vehicle sold, 

despite an increase in the average down payment per loan originated. Average APR for loans originated decreased from 21.3% to 

21.0% for the three months ended September 30, 2009 to 2010 and increased from 20.8% to 21.9% for the nine months ended 

September 30, 2009 to 2010 due to changes in our overall interest rate pricing strategy.  
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Receivables portfolio  

The following table shows the characteristics of our finance receivables portfolio for the periods indicated:  
  
       

  

As of and for the 

Three Months Ended September 30,  
  

Change  
  

As of and for the 

Nine Months Ended September 30,  
  

Change  
    

       2010         
  

       2009         
  

2010  
  

2009  
  

  ($ in thousands except per loan data) 
Principal balance receivable, end 

of period ......................................  $ 1,409,350  $ 1,361,259  $ 48,091  $ 1,409,350  $ 1,361,259  $ 48,091  
Average principal balance ................  $ 1,403,966  $ 1,376,962  $ 27,004  $ 1,369,860  $ 1,369,564  $ 296 
Number of loans outstanding, end 

of period ......................................   136,227   130,042   6,185   136,227   130,042   6,185  
Average remaining principal per 

loan, end of period.......................  $ 10,346  $ 10,468  $ (122) $ 10,346  $ 10,468  $ (122) 
Weighted Average APR of 

contracts outstanding ...................   21.0%  20. 5%  2.4%  21.0%  20.5%  2.4% 
Average age per loan  

(in months) ..................................   15.3   14.6   4.8%  15.3   14.2   7.7% 

Finance receivables principal balance increased $48.1 million from September 30, 2009 to September 30, 2010 due to 

origination volume exceeding portfolio run-off (regular principal payments, payoffs, and charge-offs). The average age per loan (in 

months) increased 0.7% and 1.1% for the three and nine months ended September 30, 2010, respectively, compared to the same 

periods in 2009, due to lower gross charge-offs and an increase in loan term.  

Delinquencies  

As a percentage of total outstanding loan principal balances, delinquencies over 30 days were 7.9% and 7.1% at September 30, 

2010 and 2009, respectively. The increase in delinquencies is the result of a more seasoned loan portfolio as well as a change in our 

collection strategy for early delinquencies. In conjunction with our centralization of collections, we are utilizing messaging and dialer 

technologies for early delinquencies in order to achieve a more cost effective collections process. As a result, we anticipate 

delinquencies to be relatively higher than our historical rates, but expect this increase to level off once our efficiencies are achieved. 

We do not expect this increase in delinquencies to have a significant impact on charge-offs.  

Seasonality  

Historically, we have experienced higher revenues in the first quarter of the calendar year than in the last three quarters of the 

calendar year. We believe these results are due to seasonal buying patterns resulting, in part, because many of our customers receive 

income tax refunds during the first quarter of the year, which are a primary source of down payments on used vehicle purchases. Our 

portfolio of finance receivables also has historically followed a seasonal pattern, with delinquencies and charge-offs being the highest 

in the second half of the year.  
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Liquidity and Capital Resources  

General  

We require capital for the purchase of inventory, to provide financing to our customers, for working capital and for general 

corporate purposes, including the purchase of property and equipment, and to open new dealerships and reconditioning facilities.  

We have historically funded our capital requirements primarily through operating cash flow, portfolio warehouse facilities, 

securitizations, PALP financings, inventory and other revolving debt facilities, real estate mortgage financing, and other notes payable 

(including junior secured notes, senior unsecured notes, and subordinated notes).  

Financing sources  

We currently fund our capital requirements through the following debt instruments:  

• Portfolio term financings including asset backed securitizations, PALP financing arrangements, and a residual term 

facility, all of which offer fixed rate secured financing for our receivables portfolio.  

• Portfolio warehouse facilities including four agreements with four different institutional lenders for a combined maximum 

capacity of $575.0 million at September 30, 2010.  

• $200.0 million—12.625% senior secured notes due June 15, 2017. The notes were issued in June 2010 with an original 

issuance price of 98.854%, resulting in an effective yield of 12.875%.  

• Other secured notes payable including a revolving inventory facility with a maximum capacity of $50.0 million, a $13.0 

million mortgage loan bearing interest at 5.87% secured by our operations call center building in Mesa, Arizona, and other 

notes and capital leases secured by property and equipment totaling approximately $6.2 million.  

For additional details regarding these debt instruments, see Note 5—Debt Obligations included in our condensed consolidated 

financial statements as of September 30, 2010, included elsewhere in this report.  

Our warehouse facilities include certain favorable terms and conditions, including (i) the inability of the lender to subjectively 

lower collateral values and effectively lower the advance rate; (ii) recourse that is limited to 10% of the facility size; and (iii) limited 

foreclosure rights upon a default.  

We actively manage utilization of our various funding sources as we seek to minimize borrowing costs through drawing on our 

lower cost facilities and minimizing unused line fees, while at the same time balancing the effective advance rates and liquidity 

generated by each of the credit facilities in order to meet our funding needs. The effective advance rates on our portfolio warehouse 

and term financings are based on the outstanding principal balance of the loans we originate. However, our initial investment in the 

loans we originate is lower than the original principal balance of the loans.  

The following table presents a summary of our access to liquidity under our portfolio warehouse facilities and our inventory 

facility based on collateral pledged as of September 30, 2010:  
  
       

       

As of September 30, 2010 
  

Facility 

Amount  
  

Amount 

Drawn  
  

Unused 

Facility 

Amount 
(1)  

  

Borrowing 

Base 
(2)  

  

Amount 

Drawn  
  

Total 

Availability  
  

  ($ in thousands) 
Deutsche warehouse...................................................  $ 150,000  $ 101,865  $ 48,135  $ 131,115  $ 101,865  $ 29,250  
Santander warehouse .................................................   250,000   100,000   150,000   101,977   100,000   1,977  
UBS warehouse ..........................................................   125,000   67,692   57,308   103,083   67,692   35,391  
RBS warehouse ..........................................................   50,000   29,000   21,000   49,769   29,000   20,769  
DTAC receivables 

(3)
 ..................................................   N/A   N/A   N/A   98,541   N/A   98,541  

              

Total portfolio warehouse facilities ..................  $ 575,000  $ 298,557  $ 276,443  $ 484,485  $ 298,557  $ 185,928  
Inventory facility ..............................................   50,000   40,000   10,000   50,000   40,000   10,000  

                

$ 625,000  $ 338,557  $ 286,443  $ 534,485  $ 338,557  $ 195,928  
              

Unrestricted cash ........................................................  
          

 21,727  
              

Total cash and availability ................................  
          

$ 217,655  
              

  

(1) Represents amounts that can be drawn upon as long as the amount drawn does not exceed the borrowing base for the credit 

facility.  
(2) Borrowing base is determined by the collateral currently pledged to the respective facilities. The borrowing base calculation for 

the portfolio warehouse facilities uses a 52.6% effective advance rate.  
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(3) Includes $140.3 million of unpledged qualifying receivables that can be pledged immediately and bring total borrowing to our 

maximum capacity. The borrowing base is the lesser of total eligible collateral multiplied by the applicable advance rate and the 

facility amount.  

 

 

Changes in liquidity  

Changes in liquidity are affected by increases and decreases to our operating cash flow, changes in advance rates on our 

portfolio warehouse facilities, capacity of our portfolio warehouse and inventory facilities, portfolio term financings, and changes in 

other notes payable. The following is a summary of changes in liquidity for each period presented:  
  

 
      

 

Nine Months ended 

September 30, 

  

2010  
  

2009  
  

 ($ in thousands) 

  

Liquidity—beginning of period ...................................................................  $ 40,407  $ 50,232  

Net increase (decrease) in cash and cash equivalents ..................................   201   (8) 

Increase in portfolio warehouse and residual availability ............................   177,047   57,382 

Increase in inventory facility availability.....................................................   —  2,307 
      

Liquidity—end of period .............................................................................  $ 217,655  $ 109,913  
      

  

 

Our liquidity for the nine months ended September 30, 2010 increased $177.3 million, from $40.4 million at December 31, 2009 

to $217.7 million at September 30, 2010. This increase was primarily the result of the net proceeds from the sale of our 12.625% 

senior secured notes in June 2010, which were used primarily to pay down amounts outstanding under our warehouse facilities.  

 

 

Cash flows  

Operating activities  

For the nine months ended September 30, 2010, net cash provided by operating activities was $36.3 million, as compared to 

$84.8 million for the nine months ended September 30, 2009. The decrease in cash provided by operating activities was primarily due 

to an increase in loan originations, a smaller reduction in inventory in 2010 compared to 2009, an increase in other assets in 2010 

compared to a decrease in 2009, offset by a greater increase in accounts payable, accrued expenses and other liabilities.  

Investing activities  

For the nine months ended September 30, 2010, net cash used in investing activities increased to $12.0 million from $7.0 

million used in investing activities for the nine months ended September 30, 2009. The increase in cash used in investing activities 

was primarily due to five new store openings in 2010 combined with six stores and two inspection centers under development and an 

increase in the addition of information technology infrastructure equipment to support our operations. By comparison, we did not open 

any new stores during the nine months ended September 30, 2009.  

Financing activities  

Net cash used in financing activities decreased to $24.1 million for the nine months ended September 30, 2010 from $77.8 

million used in financing activities for the same period in 2009. The reduction in cash used in financing activities is primarily related 

to a non-cash exchange of $100.1 million of junior secured and subordinated notes for equity, thereby reducing total outstanding debt 

without a cash outflow. We also had an increase in net borrowings under our warehouse facilities, which was a result of executing 

three new warehouse facilities and terminating one of our PALP financing agreements with one of our lenders, resulting in the pay-

down of portfolio term financings while increasing warehouse borrowings. In addition, we issued $200.0 million of 12.625% senior 

secured notes in June 2010, which provided net proceeds to the Company of $155.9 million (as $37.0 million principal amount of the 

notes were exchanged for existing debt), which was used to pay down amounts outstanding under warehouse facilities and pay-off a 

portion of junior secured notes and subordinated notes payable to our sole shareholder.  
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Senior Secured Notes Collateral 

Our 12.625% senior secured notes due June 15, 2017 contain a collateral coverage ratio covenant which requires the Company 

to maintain a collateral coverage ratio of 1.5x the outstanding senior secured notes. The following is the calculation of the collateral 

coverage ratio as of September 30, 2010 and is not meant to portray a GAAP summary of collateral but rather a summary of collateral 

as it resides legally within the Guarantor Subsidiaries, Non-Guarantor Subsidiaries, and Co-Issuers.  
  
     

  

As of September 30, 2010  
  

  

Guarantor 

Subsidiaries  
  

Non-Guarantor 

Subsidiaries  
  

Co-Issuers  
  

Total  
  

  ($ in thousands) 
  (Unaudited) 

Collateral Amounts 
        

Net Receivables Value (1) .........................................................  $ —    $ 311,784  $ 180,569  $ 492,353  
Net Inventory Value (2) .............................................................   47,750    —   —   47,750  
Cash Equivalents (3) ..................................................................   —     —   —   —    

          

Total Collateral Amount ...................................................................  $ 47,750  $ 311,784  $ 180,569  $ 540,103  
          

12.625% Senior Secured Notes .........................................................  
      

 200,000  
          

Collateral Coverage Ratio .................................................................  
      

$ 2.7x 
     

  

(1) Net Receivables Value equals 85% of the finance receivables (including accrued interest and capitalized loan costs) minus debt 

(exclusive of senior secured notes) collateralized by finance receivables (including accrued interest) plus cash equivalents 

securing such debt. The 12.625% senior secured notes are excluded from this calculation.  
(2) Net Inventory Value equals 85% of the book value of inventory pledged as collateral minus debt (exclusive of senior secured 

notes) obligations (including accrued interest) secured by inventory. The 12.625% senior secured notes are excluded from this 

calculation.  
(3) Cash equivalents equal cash and equivalents pledged directly to secure the 12.625% senior secured notes.  

Impact of New Accounting Pronouncements  

For a discussion of recent accounting pronouncements applicable to us, see ―Recent Accounting Pronouncements‖ in Note 13 to 

the condensed consolidated interim financial statements as of September 30, 2010, included elsewhere in this report.  

Off-Balance Sheet Arrangements  

We do not have any off-balance sheet arrangements that have or are reasonably likely to have a material effect on our financial 

condition, changes in financial condition, revenues or expenses, results of operations, liquidity, capital expenditures, or capital 

resources.  

We lease the majority of our dealership and inspection center facilities under operating leases. See ―Liquidity and Capital 

Resources—Operating Leases‖ for more information.  

  

Impact of Inflation  

Inflation generally results in higher interest rates on our borrowings, which could decrease the profitability of our existing 

portfolio to the extent we have variable rate debt and could decrease profitability of our future originations if we are not able to pass 

the increase on to our customers. We seek to limit the risk of increasing borrowing costs:  

• through our portfolio term financings, which allowed us to fix a portion of our borrowing costs and generally match the 

term of the underlying finance receivables, and  

• by increasing the interest rate charged for loans originated at our dealerships (if allowed under applicable law) while 

maintaining affordability of the customers’ payment.  

We believe that inflation has not had a material impact on our results of operations for the years ended December 31, 2007, 

2008, 2009 or the nine months ended September 30, 2010.  
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Non-GAAP Discussion  

EBITDA and Adjusted EBITDA, which we refer to as the non-GAAP financial measures, are supplemental measures of our 

performance that are not required by, or presented in accordance with, generally accepted accounting principles in the United States 

(―GAAP‖). The non-GAAP financial measures are not measures of our financial performance under GAAP and should not be 

considered as an alternative to GAAP net income (loss) or any other performance measures derived in accordance with GAAP. See 

the footnotes to the tables in ―Summary Historical Consolidated Financial and Other Data‖ for definitions of the other non-GAAP 

financial measures.  

We present non-GAAP financial measures because we consider them to be important supplemental measures of our operating 

performance. All of the adjustments made in our calculation of the non-GAAP financial measures are adjustments to items that 

management does not consider to be reflective of our core operating performance. Management considers our core operating 

performance to be that which can be affected by our managers in any particular period through their management of the resources that 

affect our underlying revenue and profit generating operations during that period.  

However, because these non-GAAP financial measures are not recognized measurements under GAAP, when analyzing our 

operating performance investors should use these non-GAAP financial measures in addition to, and not as an alternative for, net 

income, operating income, or any other performance measure presented in accordance with GAAP, or as an alternative to cash flow 

from operating activities or as a measure of our liquidity. Because not all companies use identical calculations, our presentation of 

these non-GAAP financial measures may not be comparable to similarly titled measures of other companies.  

Because of these limitations, EBITDA and Adjusted EBITDA and other non-GAAP financial measures should not be 

considered as discretionary cash available to us to reinvest in the growth of our business. You should compensate for these limitations 

by relying primarily on our GAAP results and using these non-GAAP financial measures supplementally.  

EBITDA represents net income (loss) before income tax expense, total interest expense (secured and unsecured) and 

depreciation expense. Adjusted EBITDA represents EBITDA plus store closing costs, a legal settlement, non-cash compensation 

expense, less gain on extinguishment of debt, net.  

In evaluating EBITDA and Adjusted EBITDA, you should be aware that in the future we may incur expenses similar to the 

adjustments described above. Our presentation of EBITDA and Adjusted EBITDA should not be construed as an inference that our 

future results will be unaffected by expenses that are unusual, non-routine, or non-recurring. EBITDA and Adjusted EBITDA have 

limitations as an analytical tool, and you should not consider it in isolation, or as a substitute for analysis of our results as reported 

under GAAP. Some of these limitations are that it does reflect:  

• cash expenditures for capital expenditures or contractual commitments;  

• changes in, or cash requirements for, our working capital requirements;  

• interest expense, or the cash requirements necessary to service interest or principal payments on our indebtedness;  
  

• the cost or cash required to replace assets that are being depreciated or amortized; and  

• the impact on our reported results of earnings or charges resulting from items accounted for in the GAAP measure from 

which EBITDA and Adjusted EBITDA is derived.  
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The following table presents data relating to EBITDA and Adjusted EBITDA, which are non-GAAP measures, for the periods 

indicated:  
  

     

  Three Months Ended Nine Months Ended 

  

September 30,  
  

September 30,  
  

  

2010  
  

2009  
  

2010  
  

2009  
  

  ($ in thousands) 

 
 

Net income: ...........................................................................  $ 19,232  $ 8,817  $ 71,837  $ 57,490  
Plus EBITDA adjustments: 

        

Income tax expense (benefit) .......................................   (747)   110   53   770  
Total interest expense ..................................................   24,627   27,404   78,867   84,552  
Depreciation expense ...................................................   3,563   3,150   10,416   9,627  

          

EBITDA ................................................................................   46,675   39,481   161,173   152,439  
          

Store closing costs (1) ....................................................   197   (395)   996   3,264  
Legal settlement (2)........................................................   —     —     —     7,600  
Non-cash Compensation expense (3) .............................   562   562   1,125   1,688  
Loss (gain) on extinguishment of debt, net (4) ..............   3,418   1,248  3,418   (30,311) 

          

Adjusted EBITDA .................................................................  $ 50,852  $ 40,896  $ 166,712  $ 134,680  
          

  

(1) Store closing costs represent costs to close stores in 2008 and 2009 related to downsizing (and do not include stores closed in the 

normal course of business).  
(2) Legal settlement represents cash paid in a legal settlement in 2009.  
(3) Non-cash compensation expense related to an agreement directly between Mr. Garcia and Mr. Fidel (not between the Company 

and Mr. Fidel), which expired in June 2010.  
(4) Loss (Gain) on extinguishment of debt is a result of repurchasing outstanding indebtedness.   
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Item 3. Quantitative and Qualitative Disclosures about Market Risk  

Our financial instruments are exposed to market risk from changes in interest rates. We do not use financial instruments for 

trading purposes. We use fixed rate securities to manage risk. Our earnings are substantially affected by our net interest income, which 

is the difference between the income earned on interest-bearing assets and the interest paid on interest-bearing notes payable. 

Increases in market interest rates could have an adverse effect on profitability.  

Our financial instruments consist primarily of fixed rate finance receivables and fixed and variable rate notes payable. Our 

finance receivables are classified as subprime loans and generally bear interest ranging from 3.6% to 29.9% or the maximum interest 

rate allowed in states that impose interest rate limits. At September 30, 2010, the remaining scheduled maturities on our finance 

receivables ranged from one to 65 months, with a weighted average remaining maturity of 40.6 months. The interest rates we charge 

our customers on finance receivables have not changed significantly as a result of fluctuations in market interest rates. We may 

increase the interest rates we charge in the future if market interest rates rise. The affordability of our customer’s payment is an 

important component of the structure of our transactions. Because of these affordability concerns for our customers and interest rate 

limits imposed by some states, we may not pass on the entire portion of future rate increases to our customers.  

Approximately $687.6 million of our total debt of $1.0 billion at September 30, 2010, is fixed-rate collateralized asset-backed 

securities issued under our securitization program, PALP financings, senior secured notes payable, senior unsecured notes payable, 

and other notes with a fixed interest rate. Our securitization program has historically allowed us to mitigate our interest rate risk by 

periodically replacing variable rate borrowings under our portfolio warehouse facility with fixed rate borrowings during the year.  
  

The table below illustrates the impact that hypothetical changes in interest rates could have on our interest expense for the year 

ended December 31, 2009 and the nine months ended September 30, 2010. We compute the impact on interest expense for the period 

by first computing the baseline interest expense on our debt with interest rate risk, which includes the variable rate revolving credit 

lines and the variable rate notes payable. We then determine interest expense based on each of the interest rate changes listed below 

and compare the results to the baseline interest expense. The table does not give effect to our fixed rate receivables and borrowings.  
  

   

  

Increase (Decrease) in Interest Expense  
  

  

Year Ended 

December 31, 2009  
  

Nine Months Ended 

September 30, 2010  
  

  ($ in thousands) 
Change in Rates 

    

+200 basis points ......................................................... $ 6,498  $ 4,125  
+100 basis points .........................................................  3,249   2,062  
-100 basis points ..........................................................  (3,249)  (2,062) 
-200 basis points .......................................................... $ (6,498) $ (4,125) 

In computing the effect of hypothetical changes in interest expense, we have assumed that:  

• interest rates used for the baseline and hypothetical net interest expense amounts are on a monthly basis and in effect for 

the entire month;  

• interest for the period is calculated on monthly average debt balances during the applicable periods; and  

• there is no change in average balance outstanding as a result of the interest rate changes.  

Our sensitivity to interest rate changes could be significantly different if actual experience differs from the assumptions used to 

compute the estimates.  
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Item 4. Controls and Procedures 

Evaluation of Disclosure Controls and Procedures  
 

Under the supervision and with the participation of our management, including the Chief Executive Officer and Chief Financial 

Officer, we evaluated the effectiveness of the design and operation of our disclosure controls and procedures (as defined in Rules 13a-

15(e) and 15d-15(e) under the Exchange Act) as of September 30, 2010. In designing and evaluating the disclosure controls and 

procedures, our management recognizes that any controls and procedures, no matter how well designed and operated, can provide 

only reasonable assurance of achieving the desired control objectives, and no evaluation of controls and procedures can provide 

absolute assurance that all control issues and instances of fraud, if any, have been detected. Our management is required to apply its 

judgment in evaluating the cost-benefit relationship of possible controls and procedures. Based upon that evaluation, our Chief 

Executive 

Officer and Chief Financial Officer concluded that our disclosure controls and procedures are effective as of September 30, 2010, the 

end of the period covered by this quarterly report on Form 10-Q, to ensure that the information required to be disclosed by us in the 

reports that we file or submit, as if we were required to file or submit such reports under the Exchange Act is recorded, processed, 

summarized and reported within the time periods specified in the SEC’s rules and forms, and that such information is accumulated and 

communicated to our management, including our Chief Executive Officer and Chief Financial Officer, as appropriate to allow timely 

decisions regarding required disclosures. We will continue to review and document our disclosure controls and procedures on an 

ongoing basis, and may from time to time make changes aimed at enhancing their effectiveness and to ensure that our systems evolve 

with our business. 

 

Change in Internal Control over Financial Reporting 

 

There has been no change in our internal control over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) of the 

Exchange Act) during the quarter ended September 30, 2010, that has materially affected, or is reasonably likely to materially affect, 

our internal control over financial reporting. 

 

 

PART II. OTHER INFORMATION 

 

Item 1. Legal Proceedings 

 

We are involved in various claims and actions arising in the ordinary course of business. In the opinion of management, based on 

consultation with legal counsel, the ultimate disposition of these matters will not have a material adverse effect on us. We believe 

appropriate accruals have been made for the disposition of these matters. In accordance with ASC 450, Contingencies, we established 

an accrual for a liability when it is both probable that the liability has been incurred and the amount of the loss can be reasonably 

estimated. These accruals are reviewed monthly and adjusted to reflect the impact of negotiations, settlements and payments, rulings, 

advice of legal counsel, and other information and events pertaining to a particular case. Legal expenses related to defense, 

negotiations, settlements, rulings, and advice of outside legal counsel are expensed as incurred.  

 

In August 2008, we received a Civil Investigative Demand from the Office of Attorney General, Consumer Protection Division, 

asking for the production of certain materials. The demand indicates it is the subject of an investigation of possible violations of the 

Deceptive Trade Practices Act, Sections 17.46(a) and (b) in the marketing, advertising, financing, and selling of used cars. We 

provided the Texas Office of Attorney General with all requested information in August 2008. At that time, we met with the state’s 

Attorney General’s Office to provide them with an overview of us and discuss the requested materials. At the meeting, we agreed on 

some minor changes in the requested materials. In addition, the Attorney General’s Office indicated that they would review the 

materials we provided to them and if there were any concerns they would contact us to meet, discuss and resolve the concerns. 

We will continue to fully cooperate with the state’s Attorney General’s Office in responding to the demand and any follow up 

discussions with them. The Texas Attorney General has requested additional information and documentation from time to time, most 

recently in February 2010 when it requested clarifying information limited to vehicle inspections, after sale repairs, warranty, loan 

servicing, and consumer concerns. We believe the request is routine in nature and we have responded accordingly. We believe we are 

in compliance with all applicable state laws and regulations and we intend to continue to cooperate with state officials. We believe we 

do not have loss contingencies related to this matter. 

 

We are currently appealing to the Nevada Supreme Court on an adverse administrative ruling related to the efficacy of certain 

sales tax refunds we have requested for the 2002 and 2003 tax years. While only applicable to 2002 and 2003, an adverse ruling could 

affect subsequent tax years as well. In several of the states in which we operate, we file for and receive sales tax refunds for sales taxes 

paid on retail installment sales of the amount related to that portion of the sales price ultimately not collected from our customers. 
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Prior to this adverse ruling, the Department of Taxation of the State of Nevada had, in an audit of tax years 1998-2001, allowed such 

refunds. The Department is now taking the position that because the contracts are assigned to our related finance company (which was 

the case in certain of our prior periods as well) we are not entitled to the refund. We are vigorously pursuing our rights to the refunds 

and believe our claim has merit and that we are likely to prevail in this proceeding.  Total sales tax refunds from 2002 through 

September 30, 2010 were $5.0 million. We have not accrued any amounts with respect to this matter.  
 

Additionally, in the ordinary course of business, we are a defendant in various other types of legal proceedings. Although we 

cannot determine at this time the amount of the ultimate exposure from these lawsuits, if any, based on the advice of counsel 

management does not expect the final outcome to have a material adverse effect on us. 

 

 

Item 1A. Risk Factors 

 

In connection with information set forth in this quarterly report on Form 10-Q, the factors discussed under ―Risk Factors‖ in our 

Offering Memorandum for our $200.0 million 12.625% senior secured notes due 2017 dated May 27, 2010, should be considered. 

These risks could materially and adversely affect our business, financial condition, and results of operations. There have been no 

material changes to the factors discussed in our Offering Memorandum. 

 

Items 2. Unregistered Sales of Equity Securities and Use of Proceeds 

 

Recent sales of unregistered securities 

None 

Purchases of equity securities by the issuer and affiliated purchasers 

None 

Item 3. Defaults Upon Senior Securities 

None 

Item 4. Other Information 

None 

Item 5. Exhibits 

Not Applicable 
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SIGNATURES 

 

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on 

its behalf by the undersigned, thereunto duly authorized. 

 

 

 

                         DRIVETIME AUTOMOTIVE GROUP, INC.  

 

Date: November 12, 2010                          By:                        /s/ Mark G. Sauder   

                         Name: Mark G. Sauder  

                                 Title:  Chief Financial Officer & Executive VP 

 

 

 

                         DT ACCEPTANCE CORPORATION  

 

Date: November 12, 2010                          By:                        /s/ Mark G. Sauder   

                         Name: Mark G. Sauder  

                                 Title:  Chief Financial Officer & Executive VP 

 

  


