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PART |

Item 1. Business
Overview

We are a specialty finance company engaged in purchasing and servicing retail automobile contracts originated
primarily by franchised automobile dees andgito a lesser extenby select independent dealers in the United States
in the sale of new and used automobiles, light trucks and passenger vans. Through our automobile contract
purchases, we provide indirect financing to the customers of dedtertave limited credit histories, low incomes
or past credit problems, who we refer to as-gtilme customers. We serve as an alternative source of financing for
dealers, facilitating sales to customers who otherwise might not be able to obtain firfeoraitigaditional sources,
such as commercial banks, credit unions and the captive finance companies affiliated with major automobile
manufacturersin addition to purchasing installment purchase contracts directly from dealers, we have also (i)
acquired mstallment purchase contracts in three merger and acquisition transactions described below, (ii) purchased
immaterial amounts of vehicle purchase money Idam® nonaffiliated lendersand (iii) originated ourselves an
immaterial amount of vehicle purct& money loans by lending money directly to consumers. In this report, we
refer to all of such contracts and loans as "automobile contracts.”

We are headquartered in Irvine, California, whevest operational and administrative functions are centralized.
All credit and underwriting functions aperformed either in our California headquarters or our Florida branch, and
we service our automobile contracts from our California headquarters and from three servicing branches in Virginia,
Florida and lllinois.

We direct our marketing effortsrimarily to dealers, rather than to consumers. We establish relationships with
dealers througbur employeamarketing representatives who contact a prospective dealer to explain our automobile
contract purchase programsnda thereafter provide dealer training and support services. The marketing
representatives are obligated to represent our financing program exclusively. Our marketing representatives present
the dealer with a marketing package, which includes our promotiwatarial containing the terms offered by us for
the purchase of automobile contracts, a copy of our statffidiarddealer agreement, and required documentation
relating to automobile contracts. As of December28l)7, we hadl134 marketing representatiseand we were a
party to dealer agreements with o€x,255dealers iM6 states. Approximatel®5% of these dealers are franchised
new car dealers that sell both new and used cars anmérf@nderareindependent used car dealers. For the year
ended Deember 312007, approximately84% of the automobile contracts purchased under our programs consisted
of financing for used cars arid% consisted of financing for new cars, as compare®/% financing for used cars
and13% for new cars in the year endeéd@mber 312006.

We purchase automobile contracts with the intention of financing them on atelongbasis through
securitizations. Securitizations are transactions in which we sell a specified pool of contracts to a special purpose
entity of ours, whichn turn issues assétacked securities to fund the purchase of the pool of contracts from us.
Depending on the structure of the securitization, the transaction may, for financial accounting purposes, be treated as
a sale of the contracts or as a secuiednting. From inception through the third quarter of 2003, we generated
revenue primarily from the gains recognized on the sale or securitization of automobile contracts, servicing fees
earned on automobile contracts sold, interest earned on residualsisitend interest on finance receivables.
However, since the third quarter of 2003, we have structured our securitizations to be treated as secured financings
rather than as sales of automobile contracts for financial accounting purposes. By accamtihgsé
securitizations as secured financings, the contracts andbasdetd notes issued remain on our balance sheet with
the interest income of the contracts in the trust and the related financing costs reflected over the life of the
underlying pool otontracts.

We were incorporated and began our operatioidarch 1991. From inception through December 3007, we
have purchased a total of approximatey4billion of automobile contracts from dealers. In addition, we obtained
a total of approximaly $605.0 million of automobile contracts in our 2002, 2003 and 2004 acquisitions, as
described below. Our total managed portfolio, net of unearned interest-oorppeited automobile contracts, grew
to approximately %,126.2 million at December 31, 200from $1,565.9 million at December 31,2006,
$1,122.0million as of December 32006 and $06.9million as of December 31, 2@0

Historical Acquisitions

In March 2002, we acquired MFN Financial Corporation and its subsidiaries, or MFN, in a mergarywehifer
to as the MFN merger. In May 2003, we acquired TFC Enterprises, Inc. and its subsidiaries, or TFC, in a second
merger, which we refer to as the TFC merger. We acquired $381.8 million of automobile contracts in the
MFN merger, and $152.1 milliom the TFC mergerMFN and TFC were engaged in businesses similar to that of



ours. MFN ceased acquiring automobile contracts in March 2002, while TFC continues to acquire automobile
contracts under its TFC programs. Automobile contracts purchased bydrFg the year ended December 31,
2007accounted for less tha@% of our total purchases during the year. In April 2004, we acquired $74.9 million in
automobile contracts from SeaWest Financial Corporation and its subsidiaries. In addition, we wdreamngiver

of approximately $111.8 million of automobile contracts that SeaWest had previously secuaitidedhich we do

not own We sometimes refer to those nowned contracts as the SeaWest tpiadty portfolio. As of December

31, 2007, theremairing outstanding principal balance of automobile contracts acquiretie MFN and TFC
mergers, anfrom SeaWesFinancial Corporation was $958,000, while the remaining outstanding principal balance
of the SeaWest thirgarty portfolio was $422,000.

SubPrime Auto Finance Industry

Automobile financing is the second largest consumer finance market in the United States. The automobile finance
industry can be divided into two principal segments: a prime credit market adb@ime credit market.
Traditionalautomobile finance companies, such as commercial banks, savings institutions, credit unions and captive
finance companies of automobile manufacturers, generally lend to the most creditworthycatlecqrime,
borrowers. Thesubprime automobile credit mrket, in which we operate, provides financingess creditworthy
borrowers at highelinterestrates

Historically, traditional lenders have not serviced the-grilme market or have done so through programs that
were not consistently available. Indepent companies specializing in spbime automobile financing and
subsidiaries of larger financial services companies currently compete in this segment of the automobile finance
market, which we believe remains highly fragmented, with no single compaiyghadominant position irthe
market.

Our Operations

Our automobile financing programs are designed to serv@rime customersvho generally have limited credit
histories, low incomes or past credit problems. Because we serve customers who arto unabteertaincredit
standards, wéncur greater risks, angenerally receive interest rates higher than those chamgbeé prime credit
market. We also sustain a higher level of credit lodsesauseve provide financing in a relatively high risk rkat.

Originations

When a retail automobile buyer elects to obtain financing from a dealer, the dealer takes a credit application to
submit to its financing sources. Typically, a dealer will submit the buyer's application to more than one financing
sourcef or revi ew. We believe the dealero6s decision to
monthly paymentmade available to the dealer's custoni{@) the purchase price offereid the dealeffor the
contract; (iii) timeliness, consisten@nd predictability of response; (iv) funding turnaround time; and (v) any
conditions to purchase. Dealers can send credit applicationstoargering the necessary datacam websitepy
fax, or through one of several thigghrty application aggregats For the year ended December 2007, we
received approximatel$5% of all applications through DealerTrack (the industry leading dealership application
aggregator), 9% via our website affd via faxor other aggregator©ur automated application dsioning system
produced ouresponsevithin minutesto about36% of those applications.

Upon receipt of information from a dealeve immediately ordea credit report to document the buyer's credit
history. If, upon review byour proprietaryautomated dgsioning system, or in some cases, one of our credit
analystsye determinghat the automobile contract meets our underwriting criteria, or would meet such criteria with
modification, we request and review further information and supporting documengatihrultimately, decide
whether to approve the automobile contract for purcha$en presented with an application, we attempt to notify
the dealer within one howas to whether we would purchase the related automobile contract.

Dealers with which we dbusinessare under no obligation to submit any automobile contracts to us, nor are we
obligated to purchase any automobile contracts from them. During the year ended Decer@béi,31g dealer
accounted for more that% of the total number of automobitontracts we purchased. Automobile contracts
purchased by TFC after the THh@rger under the TFC programs are purchased with a dealer marketing strategy
that is similar to that of ours as described abexeept that the marketing efforts are directethdépendent used
car dealers and theehicle purchasers we are looking fare enlisted personnel of the U.S. Armed Forces. The
following table sets forth the geographical sources of the automobile contracts purchased by us (based on the
addresses of thaustomers as stated on our records) during the years ended Decend72hd2006



Contracts Purchased During the Year Ended (1)

December 31, 2007 December 31, 2006

Number Percent (2) Number Percent (2)

California 8,358 10.4% 5,887 9.2%
Texas 7,408 9.2% 7,004 10.9%
Florida 6,774 8.4% 5,100 7.9%
Ohio 4,990 6.2% 4,758 7.4%
Pennsylvania 4,967 6.2% 3,642 5.7%
New York 4,087 5.1% 2,732 4.3%
North Carolina 3,748 4.7% 2,864 4.5%
Michigan 3,229 4.0% 2,791 4.3%
Illinois 3,164 3.9% 2,950 4.6%
Louisiana 3,006 3.7% 2,755 4.3%
Kentucky 2,797 3.5% 2,180 3.4%
Maryland 2,779 3.4% 2,107 3.3%
Georgia 2,263 2.8% 1,378 2.1%
Indiana 2,165 2.7% 1,401 2.2%
Virginia 2,091 2.6% 1,678 2.6%
New Jersey 2,030 2.5% 1,543 2.4%
Other States 16,725 20.8% 13,431 20.9%
Total 80,581 100.0% 64,201 100.0%

(1) Automobile contracts purchased by TFC after the TFC merger are not included because such purchases
accounted for less than 10% of the tqitafchases during the year.
(2) Percentages may not total to 100.0% due to rounding.

We purchase automobile contracts under our programs from dealers at a price geasmpllied ashe total
amount financed under the automobile contracts, adjusted faca@uisition fee, which may either increase or
decrease the automobile contract purchase price paid by us. The amount of the acquisition fee, and whether it results
in an increase or decrease to the automobile contract purchase price, is based onitied pezdd riskof and, in
some cases, the interest rate on the automobile contract. For the years ended Dec@®®eér2BD6and2005 the
average acquisition fee charged per automobile contract purchased under our prograg@Owkkt$and H.50,
respectively, or 4%, 1.6% and1.0%, respectively, of the amount financed.

We offer seven different financing programs to our dealership customers, and price each program according to the
relative credit risk. We offer programs covering a wide band of tbditcspectrum. Our upper credit tier products,
which are our Preferred, Super Alpha, Alpha Plus and Alpha programs accounted for approxi6atatyd78%
of our new contract originations iB007 and 2006 respectively,in each case measured by aggregateount
financed.

The following table identifies the credit program, sorted from highest to lowest credit quality, under which we
purchased automobile contracts during the years ended DecemB&0BL,006 and2006.

Contracts Purchased (1) During the Year Ended

December 31, 2007 December 31, 2006 December 31, 2005
(dollars in thousands)
Amount Amount
Amount Financed Percent (2) Financed Percent (2) Financed Percent (2)
Preferred $ 55,717 45% % 30,700 31% $ 13,735 2.1%
Super Alpha 153,410 12.3% 120,118 12.2% 78,030 11.8%
Alpha Plus 215,248 17.3% 178,371 18.1% 135,926 20.6%
Alpha 523,259 42.0% 444,775 45.0% 314,444 47.6%
Standard 116,424 9.3% 85,190 8.6% 67,293 10.2%
Mercury / Delta 104,990 8.4% 77,481 7.8% 20,346 3.1%
First Time Buyer 77,283 6.2% 50,893 5.2% 30,329 4.6%
$ 1,246,331 100.0% $ 987,528 100.0% $ 660,103 100.0%




(1) Automolile contracts purchased by TFC after the TFC merger are not included because such purchases
accounted for less than 10% of the total purchases during the year.
(2) Percentages may not total to 100.0% due to rounding.

We attempt to control misrepresentaticegarding the customer's credit worthiness by carefully screening the
automobile contracts we purchase, by establishing and maintaining professional business relationships with dealers,
and by including certain representations and warranties by the dedte dealer agreement. Pursuant to the dealer
agreement, we may require the dealer to repurchase any automobile contract in the event that the dealer breaches our
representations or warranties. There can be no assurance, however, that any dealee Wit killingness or the
financial resources to satisifg repurchase obligations to us.

In addition to our purchases of installment contracts from dealerbawepurchasedsince2006 an immaterial
number of vehicle purchase money loans, evidencqatdoypissory notes and security agreements. Aafilated
lender originated all such loans directly to vehicle purchasers, and sold the loans to lesgaWimancing vehicle
purchases by direct loans to consumerdanuary2008, on terms similar tohibse that we offer through dealers,
though without a down payment requiremant with more restrictive loato-value and credit score requirements
There can be no assurance as to the extent to which weontihue tomake such loans, or as to theituie
performance.

Underwriting

To be eligible for purchase by us, an automobile contract must have been originated by a dealer that has entered
into a dealer agreement to sell automobile contracts to us. The automobile contract must be secured by a first
priority lien on a new or used automobile, light truck or passenger van and must meet our underwriting criteria. In
addition, each automobile contract requires the customer to maintain physical damage insurance covering the
financed vehicle and naming usakss payee. We may, nonetheless, suffer a loss upon theft or physical damage of
any financed vehicle if the customer fails to maintain insurance as required by the automobile contract and is unable
to pay for repairs to or replacement of the vehiclésastherwise unable to fulfill his or her obligations under the
automobile contract.

We believe that our underwriting criteria enable us to evaluate effectively the creditworthinesspoiimeub
customers and the adequacy of the financed vehicle as gdoudn automobile contract. The underwriting criteria
include standards for price, term, amount of down payment, installment payment and interest rate; mileage, age and
type of vehicle; principal amount of the automobile contract in relation to the @hthe vehicle; customer income
level, employment and residence stability, credit history and debt service ability, as well as other factors.
Specifically,the underwriting guidelinesor our CPS programgenerally limit the maximum principal amount of a
purchased automobile contract to 115% of wholesale book value in the case of used vehicles or to 115% of the
manufacturer's invoice in the case of new vehicles, plus, in each case, sales tax, licensing and, when the customer
purchases such additional itenasservice contraar a aedit life or disability policy. We generally do not finance
vehicles that are more than eight model years old or have in exc89988miles. Under most of our programs,
the maximum term of a purchased contract is 72 moatlsforter maximum term may be applicable based on the
mileage and age of the vehicle. Automobile contracts with the maximum term of 72 months may be purchased if the
customer is among the more creditworthy of our obligors and the vehicle is generathpmothanfour model
years old and has less than 45,000 miles. Automobile contract purchase criteria are subject to change from time to
time as circumstances may warrant. Upon receiving the vehicle and customer information with the customer's
application, our underwriters verify the customer's employmentome residency, and credit information by
contacting various parties noted on the customer's application, credit information bureaus and other sources. In
addition, prior to purchasing an automobile ttaot, we contact each customer by telephone to confirm that the
customer understands and agrees to the terms of the related automobile contract. DUvietcthige call, we also
ask the customer a series of open ended questions about his applicdtible aontract to uncover any potential
misrepresentations.

Credit Scoring We use a proprietary scoring model to assign each automobile contract a "credit score" at the time
the application is received from the dealer and the customer's credit infornstietrieved from the credit
reporting agencies. The credit score is based on a variety of parametedéng the customer'sredit history,
employment and residence stability, incormaed monthly payment amountOur score also consideifse loanto-
value ratio paymento-income ratioand thesalesprice and make of the vehicle. We have developed the credit
score utilizing statistical risk management techniques and historical performance data from our managed portfolio.
We believe this improves ourlatation of credit evaluation resourcemphances our competitiveness in the
marketplaceand more effectively manages the risk inherent in thepsimbe market.



Characteristics ofContracts. All of the automobile contracts purchased by us are fully amogtiand provide for
level payments over the term of the automobile contract. All automobile contracts may be prepaid at any time
without penalty. The average original principal amount financed, under the CPS programs and in the year ended
December 312007, was #5,467 with an average original term &3 months and an average down payment
amount of12.6%. Based on information contained in customer applications for thimal2h period, the retail
purchase price of the related automobiles averad®&d631 (which excludes tax, license fees and any additional
costs such as a maintenance contract), the average age of the vehicle at the time the automobile contract was
purchased wakhreeyears, and our customers averaged approximagljears of age, with appximately $11,619
in average annual household income and an averdgegfears history with his or her current employ&ecause
our TFC programs are directéowards enlisted military personnel, contracts purchased under the TFC programs
tend to havesmaller balances aritle purchaserare generally youngemd havdower incomes.

Dealer Compliance The dealer agreement and related assignment contain representations and warranties by the
dealer that an application for state registration of eachdadrehicle, naming us as secured party with respect to
the vehicle, was effected at the time of sale of the related automobile contract to us, and that all necessary steps have
been taken to obtain a perfected first priority security interest in eacgicéidavehicle in favor of us under the laws
of the state in which the financed vehicle is registered.

Servicing and Collection

We currently service all automobile contracts that we own as well as those automobile ctiratarsncluded
in portfolios hat we have sold to off balance sheet securitization tonststhe SeaWest third party portfalioVe
organize our servicing activities based on the tasks performed by our personnel. Our servicing activities consist of
mailing monthly billing statementollecting, accounting for and posting of all payments received; responding to
customer inquiries; taking all necessary action to maintain the security interest granted in the financed vehicle or
other collateral; investigating delinquencies; communicgtivith the customer to obtain timely payments;
repossessing and liquidating the collateral when necessary; collecting deficiency balances; and generally monitoring
each automobile contract and the related collateral. We are typically entitled to eebas@ monthly servicing fee
between 2.5% and 3.5% per annum computed as a percentage of the declining outstanding principal balance of the
non-chargedoff automobile contracts in the securitization podlse servicing fee is includdd interest incomedr
on balance sheet financings.

Collection ProceduresWe believe that our ability to monitor performance and collect payments owed from
subprime customers is primarily a function of our collection approach and support systems. We believe that if
paymentproblems are identified early and our collection staff works closely with customers to address these
problems, it is possible to correct many of problems before they deteriorate further. To this end, we utliz®gro
collection procedures, which incde making early and frequent contact with delinquent customers; educating
customers as to the importance of maintaining good credit; and employing a consultative and customer service
approach to assist the customer in meeting his or her obligations, wigicides attempting to identify the
underlying causes of delinquency and cure them whenever possible. In support of our collection activities, we
maintain a computerized collection system specifically designed to service automobile contracts ‘piimeub
customers and similar consumer obligations.

With the aid of our automatic dialees well as manual efforts made by collection staff, we attempt to make
telephonic contact with delinquent customiwn one to29 daysafter their monthly payment due dateepending
on our proprietary behavioral assessment of the <cust
delinquency Using coded instructions from a collection supervisor, the automatic dialer will attempt to contact
customers based on their ysical location, stge of delinquency, size of balance or other parameters. If the
automatic dialer obtains a "ramswer" or a busy signal, it records the attempt on the customer's record and moves on
to the next call. If a live voice answers the automditider's call, the call is transferred to a waiting collector as the
customer's pertinent information is simultaneously displayed on the collector's workstation. The collector then
inquires of the customer the reason for the delinquency and when we pect &x receive the payment. The
collector will attempt to get the customer to make electronic payment over the phoneaopromise for the
payment for a time generally not to exceed one week from the date of the call. If the customer makes such a
promise, the account is routed to a promise queue and is not contacted until the outcome of the promise is known. If
the payment is made by the promise date and the account is no longer delinquent, the account is routed out of the
collection system. If the paymeis not made, or if the payment is made, but the account remains delinquent, the
account is returned to the queue for subsequent contacts.

If a customer fails to make or keep promises for payments, or if the customer is uncooperative or attempts to evade
contact or hide the vehicle, a supervisor will review the collection activity relating to the account to determine if



repossession of the vehicle is warranted. Generally, such a decision will occur between the 45th and 90th day past
the customer's paymedtie date, but could occur sooner or later, depending on the specific circumstances. At the
time the vehicle is repossessed we will stop accruing interest in this automobile contract, and reclassify the
remaining automobile contract balance to other asketldition we will apply a specific reserve to this automobile
contract so that the net balance represents the estimated fair value less costs to sell.

If we elect to repossess the vehicle, we assign the task to an independent local repossessidushreerices
are licensed and/or bonded as required by law. When the vehicle is recovered, the repossessor delivers it to a
wholesale automobile auction, where it is kept until sold. Financed vehicles that have been repossessed are generally
resold by 8 through unaffiliated automobile auctions, which are attended principally by car dealers. Net liquidation
proceeds are applied to the customer's outstanding obligation under the automobile contract. Such proceeds usually
are insufficient to pay the custens obligation in full, resulting in a deficiency. imostcases we will continue to
contact our customers to recover all or a portion of this deficiency for up to several years afteoffharge

Once an automobile contract becomes greater than 90 dixyguéat, we do not recognize additional interest
income until the borrower under the automobile contract makes sufficient payments to be less than 90 days
delinquent. Any payments received by a borrower #ratgreater than 90 days delinqueare first applied to
accrued interest and then to principal reduction.

We generally charge off the balance of any contract by the earlier of the end of the month in which the automobile
contract becomes five scheduled installments past due or, in the case of sposste month that the proceeds
from the liquidation of the financed vehicle are received by us or if the vehicle has been in repossession inventory
for more tharthree monthsin the case of repossession, the amount of the clodirigethe differencebetween the
outstanding principal balance of the defaulted automobile contract and the net repossession sale proceeds.

Credit Experience

Our financial results are dependent on the performance of the automobile contracts in which we retain an
ownership inteest. The tables below document the delinquency, repossession and net credit loss experience of all
automobile contracts that we are servicing (excluding contracts frolSeh@/est third party portfolicds of the
respective dates shown. Credit experiefaceus, MFN (since the date of the MFN merger), TFC (since the date of
the TFC merger) and SeaWest (since the date of the SeaWest asset acquisition) is shown on a combined basis in the
table below.



Delinquency Experience (1)
CPS, MFN, TFC and SeaWest Combined

December 31, 2007 December 31, 2006 December 31, 2005
Number of Number of Number of
Contracts Amount Contracts Amount Contracts Amount
Delinquency Experience (Dollars in thousands)

Gross servicing pol6g2600% 2,188,6661L ) .126,574 $ 1,568,329 95689 $ 1,116,534
Period of delinquency (2)

31-60 daysééé. éééé.4227 48,134 3,275 37,328 2,367 24,047
61-90 daysééé. éééé.2370 27,877 1,367 14,903 1,057 10,156
91+ daysééé. . éééééé2ol9 24,888 1,035 10,301 1,031 7,946
Tot al del i nquenci e s86862 ) é00,889% . . 5,677 62,532 4,455 42,149
Amount i n repossess3i04n ( 33)4@0é 2,148 24,135 1,335 13,531
Total delinquencies and

amount in repos $1e685s$i 0lB4,2992 ) . .7,885 $ 86,667 5790 $ 55,680

Delinquencies as a percentage
of gross servici®mg por B.7 &l i o .45 % . 4.0 % 4.7 % 3.8 %
Total delinquencies and
amount in repossession as a
percentage of gross servicing

portfolioéééééeé. 69 % 6.3 % 6.2 % 55 % 6.1 % 50 %
Extension Experience
Contracts with One Extension (4) 21,555 $ 251,067 12,318 $ 128,386 10,602 $ 95,412
Contracts with Two or More

Extensions (4) éé4,377. é é 88,264 3,183 24,978 4,575 29,428
Total Contracts with Extensions 25,932 $ 289,331 15,501 $ 153,364 15,177 $ 124,840

(1) All amounts and percengas are based on the amount remaining to be repaid on each automobile contract,
including, for precomputed automobile contracts, any unearned interest. The information in the table
represents the gross principal amount of all automobile contracts we gmedh including automobile
contracts we subsequently sold in securitization transactions that we continue to service. The table does not
include the SeaWest third partportfolio (automobile contracts that we service on behalf of SeaWest
securitizations, bt do not owh

(2) We consider an automobile contract delinquent when an obligor fails to make at least 90% of a contractually
due payment by the following due date, which date may have been extended within limits specified in the
servicing agreements. €hperiod of delinquency is based on the number of days payments are contractually
past due. Automobile contracts less than 31 days delinquent are not included.

(3) Amount in repossession represents the contract balance on financed vehicles that hagpdssassed but not
yet liquidated. This amount is not netted with the specific reserve to arrive at the estimated asset value less costs
to sell.

(4) The aging categories shown in the tables reflect the effect of extensions.

Extensions

We may offer a custoer an extension, under which the customer agrees with us to move past due payments to the
end of the automobile contract term. In such cases the customer must sign an agreement for the extension, and may
pay a fee representing partial payment of accrugerést. Our policies, and contractual arrangements for our
warehouse and securitization transactions, limit the number of extensions that may be granted. In general, a
customer may arrange for an extension no more than once every 12 months, not tdoexceddnsions over the
life of the contract.

If a customer is granted such an extension, the date next due is advanced. Subsequent delinquency aging
classifications would be based on the future payment performance of the automobile contract.



Year Ended December 31,
2007 2006 2005
(Dollars in thousands)

CPS, MFN, TFC and SeaWest Combined
Average servicing portf $ 1905162 $ 1,367,935 $ 966,295
Net charge-offs as a percentage of average
servicing portfolio (2) 53 % 45 % 53 %

(1) All amounts and percentages are based on the principal amount scheduled to be paid on each automobile
contract, net of unearned income on jm@mputed automobile contract¥he information in the table
represents all autmobile contract serviced by us, excluding the SeaWest third party portfalitohobile
contracts originated by SeaWest for which we are the servicer but have no equity interest).

(2) Net chargeoffs include the remaining principal balance, after the application ofnéteproceeds from the
liquidation of the vehicle (excluding accrued and unpaid interest) and amounts collected subsequent to the date
of chargeoff, including some recoveries which have been classified as other income in the accompanying
financial statemets.

Securitization of Automobile Contracts

We purchase automobile contracts with the intention of financing them on atelongbasis through
securitizations. All such securitizations have involved identification of specific automobile contracts, salseof t
automobile contrast (and associated rights) to a speci al pur pos
to fund the transactions. Upon the securitization of a portfolio of automobile contracts, we retain the obligation to
service the contracts, and receive anthty fee for doing so. We have been a regular issuer of-haskéd
securities since 1994, completidy securitizations totaling over 6%l billion through December 31, 280
Depending on the structure of the securitization, the transaction may leel tasad sale of the automobile contracts
or as a secured financing for financial accounting purposes. Since the third quarter of 2003, we have structured our
securitizations as secured financings rather than as sales of contracts.

When structured to be dated as a secured financing, the subsidiary is consolidated and, accordingly, the
automobile contracts and the related securitization trust debt appear as assets and liabilities, respectively, on our
consolidated balance sheet. We then recognize iniaceshe on the contracts and interest expense on the securities
issued in the securitization and record as expense a provision for probable credit losses on the contracts.

When structured to be treated as a sale, the subsidiary is not consolidated. gbcditrsecuritization reaves
the soldautomobile contractom our consolidatedbalancesheet, theelated debt doesot appear asur debt,and
our consolidated balance shebbws, as an asset, a retained residual interest in theasédanobile conicts The
residual interest represents the discounted value of wlatxpect will be the excess of future collections on the
automobile contractsver principal and interest due on the afmetked securities. That residual interest appears on
our consoldated balance sheet as"residual interest in securitizatiohsand the determination of its value is
dependent oour estimates of the future performance of the saltbmobile contracts

Prior to a securitization transaction, we fund our automobileracnpurchases primarily with proceeds from
warehouse credit facilities. As of December 31, 2006, we had $400 million in warehouse credit capacity, in the form
of two $200 million facilities. Both warehouse credit facilities provide funding for automobiiracts purchased
under the CPS programs, while one facility also provides funding for automobile contracts purchased under the
TFC programs. Up to 83% of the principal balance of the automobile contracts may be advanced to us under these
facilities, sulpect to collateral tests and certain other conditions and covenantanuaryand February2007,we
amended our warehouse facilities to permit issuance of subordinated tlgbtatdditional lenders. The resultas
to increase the effective advance raieas high as 93%nd aggregatevarehouse capacityp $425 million In
January 2008the commitments to purchase the subordinated wWeb# to expire in accordance with their terms
We have entered into a series of stiertn extensions with the subondied lenders and are discussing loftgem
extensions with these and other possible lend&mgterm financing for the automobile contract purchases is
achieved through securitization transactiofffie proceeds from such securitization transactioasised primarily
to repay the warehouse credit facilities.

In a securitization and in our warehouse credit facilities, we are required to make certain representations and
warranties, which are generally similar to the representations and warrantiesynthddens in connection with our
purchase of the automobile contracts. If we breach any of our representations or warranties, we will be obligated to
repurchase the automobile contract at a price equal to the principal balance plus accrued and ueptidMater
may then be entitled under the terms of our dealer agreement to require the selling dealer to repurchase the contract



at a price equal to our purchase price, less any principal payments made by the customer. Subject to any recourse
against dealersye will bear the risk of loss on repossession and resale of vehicles under automobile contracts that
we repurchase.

Whether a securitization is treated as a secured financing or as a sale for financial accounting purposes, the related
special purpose suidgary may be unable to release excess cash to us if the credit performance of the securitized
automobile contracts falls short of pdetermined standards. Such releases represent a material portion of the cash
that we use to fund our operations. An urectpd deterioration in the performance of securitized automobile
contracts could therefore have a material adverse effect on both our liquidity and results of operations, regardless of
whether such automobile contracts are treated as having been soltheimasbeen financed. For estimation of the
magnitude of such risk, it may be appropriate to look to the size of our "managed portfolio," which represents both
financed and sold automobile contracts as to which such credit risk is retained. Our mandgéd ps of
December 31,2007 was approximately &1 billion (this amount includes 422,000related to the SeaWest
third party portfoliq on which we earn only servicing fees and have no credit risk).

Competition

The automobile financing business is Hjghompetitive. We compete with a number of national, regional and
local finance companies with operations similar to ours. In addition, competitors or potential competitors include
other types of financial services companies, such as commercial bavikgssand loan associations, leasing
companies, credit unions providing retail loan financing and lease financing for new and used vehicles, and captive
finance companies affiliated with major automobile manufacturers such as General Motors Acceptanici@yrp
FordMotor Credit Corporation, Chrysler Finance and Nissan Motors Acceptance Corporation. Many of our
competitors and potential competitors possess substantially greater financial, marketing, technical, personnel and
other resources than we do. Mover, our future profitability will be directly related to the availability and cost of
our capital in relation to the availability and cost of capital to our competitors. Our competitors and potential
competitors include far larger, more established mames that have access to capital markets for unsecured
commercial paper and investment gradied debt instruments and to other funding sources that may be unavailable
to us. Many of these companies also have Hstiagding relationships with dealers andy provide other financing
to dealers, including floor plan financing for the dealers' purchase of automobiles from manufacturers, which we do
not offer.

We believe that the principal competitive factors affecting a dealer's decision to offer autaroobéets for sale
to a particular financing source are the purchase price offered for the automobile cotiteatitagliness of the
response to the dealer upon submission of the initial applicatienfeasonableness of the financing source's
underwritng guidelines and documentation requests, the predictability and timeliness of purchases and the financial
stability of the funding source. While we believe that we can obtain from dealers sufficient automobile contracts for
purchase at attractive pricbg consistently applying reasonable underwriting criteria and making timely purchases
of qualifying automobile contracts, there can be no assurance that we will do so.

Regulation

Several federal and state consumer protection laws, including the fedetiadinFhiending Act, the federal
EqualCredit Opportunity Act, the federal Fair Debt Collection Practices Act and the Federal Trade Commission
Act, regulate the extension of credit in consumer credit transactions. These laws mandate certain disclosures with
respect to finance charges on automobile contracts and impose certain other restrictions on dealers. In many states, a
license is required to engage in the business of purchasing automobile contracts from dealers. In addition, laws in a
number of states ippse limitations on the amount of finance charges that may be charged by dealers on credit sales.
The secalled Lemon Laws enacted by various states provide certain rights to purchasers with respect to automobiles
that fail to satisfy express warrantiedieTapplication of Lemon Laws or violation of such other federal and state
laws may give rise to a claim or defense of a customer against a dealer and its assignees, including us and purchasers
of automobile contracts from us. The dealer agreement com&girssentations by the dealer that, as of the date of
assignment of automobile contracts, no such claims or defenses have been asserted or threatened with respect to the
automobile contracts and that all requirements of such federal and state laws haseniygeed with in all material
respects. Although a dealer would be obligated to repurchase automobile contracts that involve a breach of such
warranty, there can be no assurance that the dealer will have the financial resources titssatisfychase
obligations. Certain of these laws also regulate our servicing activities, including our methods of collection.

Although we believe that we are currently in material compliance with applicable statutes and regulations, there
can be no assurance that wel Wé able to maintain such compliance. The past or future failure to comply with such
statutes and regulations could have a material adverse effect upon us. Furthermore, the adoption of additional
statutes and regulations, changes in the interpretatiorefiodcement of current statutes and regulations or the



expansion of our business into jurisdictions that have adopted more stringent regulatory requirements than those in
which we currently conduct business could have a material adverse effect upoaddhtitm, due to the consurmer
oriented nature of the industry in which we operate and the application of certain laws and regulations, industry
participants are regularly named as defendants in litigation involving alleged violations of federal aasvstated
regulations and consumer law torts, including fraud. Many of these actions involve alleged violations of consumer
protection laws. A significant judgment against us or within the industry in connection with any such litigation could
have a materladverse effect on our financial condition, results of operations or liquidity.

Employees

As of December31, 2007, we had997 employees. The breakdown of the employees is as follBwase senior
management personn&32 are collections personné209 are automobile contract origination personrig3g are
marketing personnell84 of whom are marketing representative&fj,are operations and systems personnel,3hd
are administrative personnel. We believe that our relations with our employees are goackndt a party to any
collective bargaining agreement.

Item 1A. RISK FACTORS

Our business, operating results and financial condition could be adversely affected by any of the following specific
risks. The trading price of our common stock could dedline to any of these risks and other industry risks. In
addition to the risks described below, we may encounter risks that are not currently known to us or that we currently
deem immaterial, which may also impair our business operaiwithe value obur common stock.

Risks Relatedto Our Business
We Require a Substantial Amount of Cashto Service OurSubstantial Debt.

To service our existingubstantiaindebtedness, we require a significant amount of cash. Our ability to generate
cash depends on mangctors, including our successful financial and operating performancefir@acial and
operational performance depends upon a number of factors, many of which are beyond our control. These factors
include, without limitation:

the economic and competitivenditions in the assdiacked securities market;

the performancef our current and future automobile contracts

the performance of our residual interefsten our securitizations and warehouse credit facilities
any operating difficulties or pricing pragres we may experience;

our ability to obtain credit enhancemédot our securitizations

our ability to establish and maintain dealer relationships;

the passage of laws or regulations that affect us adversely;

our ability to compete with our competitoesd

our ability to acquirend finance automobile contracts.

Depending upon the outcome of one or more of these factors, we may not be able to generate sufficient cash flow
from operations or obtain sufficient funding to satisfy all of our obligationselfvere unable to pay our debts, we
would be required to pursue one or more alternative strategies, such as selling assets, refinancing or restructuring our
indebtedness or selling additional equity capital. These alternative strategies might notolbe dedsé time, might
prove inadequate or could require the prior consent of our lenders.

We Need Substantial Liquidityto Operate Our Business

We have historically funded our operations principally through internally generated cash flows, salesantidebt
equity securities, including through securitizations and warehouse credit facilities, borrowidgs senior
subordinated debt agreementsd sales of subordinated notes. However, we may not be able to obtain sufficient
funding for ourfuture operatimsfrom such sourceslf we were unable to access the capital markets or obthar
acceptable financing, our results of operations, financial condition and cash flows would be materially and adversely
affected. We require a substantial amount of ciaghdity to operate our business. Among other things, we use such
cash liquidity to:

acquire automobile contracts;

fund overcollateralization in warehouse credit facilities and securitizations;
pay securitization fees and expenses;

fund spread accounts @@nnection with securitizations;

10



e satisfy working capital requirements and pay operating expenses;
e pay taxesand
e pay interest expense.

Our Results of Operations Will Dependon Our Ability to Secureand Maintain Adequate Credit and
Warehouse Financingon Favorable Terms.

We depend omvarehouse credftcilities to finance our purchasesaftomobile contractOur business strategy
requires that thes@arehouse credit facilitiesontinue to be available to us from the time of purchase or origination
of an aitomobile contractntil it is financedhrough a securitization.

Our primary sources of dag-day liquidity are our warehouse credit facilities, in which we sell and contribute
automobile contracts, as often as twice a week, to sgaaipbsesubsidiares where they are "warehoused" until
they are securitized, at which time funds advanced under one or more warehouse credit facilities are repaid from the
proceeds of the securitizations. The spegiaposesubsidiariembtain the funds to purchase thesatracts by
pledging the contracts to a trustee for the benefeoiorwarehouse lenders, who advance funds to our special
purposesubsidiariedbased on the dollar amount of the contracts pledged. We depend substantially on two
warehouse credit faciies: (i) a $200 million warehouse credit facility, which we established in November 2005
and, unless earlier renewed or terminated upon the occurrence of certainwhettwiill expire in November

2008 and (ii) a $200million warehouse credit facilifywhich we established in June 2004 atdch, unless
renewed or earlier terminated upon the occurrence of certain events, will expaptémber 200&ach of these
facilities may be renewed by mutual agreement betweesettierlender and usThe reaer should note that the
lender undepne of the two warehouse credit facilities is an affiliate of Bear Stearnthatrahy liquidity issues or
possible changes in business strategy on theoptrat lender may adversely affect that lender's abdityantinue

to dobusiness with CPS.

Each of these two warehouse facilities has included since January or February 2007 a supplemental subordinated
credit facility, pursuant to which our special purpose subsidiary issues subordinated notes to lendees that
unaffiliated with us, and unaffiliated with the senior lenders. The effect is to increase the percentage of the value of
the pledged automobile contracts that our special purpose subsidiary may borrow. The supplemental subordinated
credit facility was to expire by its terms on January 14, 2008. We have entered into a series of succesgvmshort
extensions on the supplemental subordinated credit facility, but there can be no assurance as to our ability to come to
terms regarding any further exsons that are acceptable to us and to the subordinated lenders. We expect that
such terms as we agree to with respect to such subordinated credit facility will involve (i) a reduced advance rate,
and (ii) an increased interest rate, in each case as cetnfpathe terms applicable in 2007.

Both warehouse fadifles provide for advances based on a percentage of the eligible collateral and we typically
utilize the facilities in such a way to maximize the borrowings availablesthder. However, thenaximun
advance rate percentage under e actfthd alaterawhichyin turg,iss ubj ect
affectedby factors such as the credit performance of our managed portfolio and the terms and conditions of our term
securitizationsincluding the expected yields required for bonds issued in conjunction with our term securitizations

These warehouseredit facilities will remain available to us only if, among otlieings, we comply with certain
financial covenants contained in thecdments governing these facilities. These warehoresditfacilities may not
be available to us in the future and we may not be able to obtain other credit facilities on favorable terms to fund our
operations.

Within the period of approximately four momsttprior to the filing of this report, we have observed adverse
changes in the market for securitized paafi@utomobile contracts. These changes have resultadsubstantial
extension of the period during which camtomobilecontracts are financed thugh our warehouseredit facilities,
which has burdenedur financing capabilities Continued adverse conditions in the market for securitized pools of
automobile contracts could result in our reaching maximum limits for advances and age of eligitdézatalhder
our warehouse facilities which would preclude further borrowings thereunder.

If we were unable to arrange new warehousin@tber credit facilities orrenewour existing warehouse credit
facilities when they come duer if the advance ratgs determined by the lenders were significantly redume
we reached the maximum limits for advances under the facildigstesults of operations, financial condition and
cash flowscould be materially and adversely affectddhe anticipated advee changes in terms of the subordinated
warehouse credit facility would have an adverse effect on our results of operations, financial condition and cash
flows, in amounts that may be considered material, depending on the terms that are ultimatelpagreed t
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Our Results of Operations Will Dependon Our Ability to Securitize Our Portfolio of Automobile Contracts.

We are dependent upon our ability to continue to finance poadaitoinmobile contracts term securitization
transactionsn order to generate dagproceeds for new purchasesaaftomobile contractsWe have historically
depended on securitizations afitomobile contractdo provide permanent financing of those contra@&y.
"permanent financing" we mean financing that extends to cover the fulldignimg which the underlyingontracts
are outstandingaind requires repayment as the underlying contracts are repaid or chargBg offntrast, our
warehouse credit facilities permit us to borrow against the value of such receivables only forpémitgs! oftime.

Our past practice and future plan has been and is to repay loans made to us under our warehouse credit facilities with
the proceeds of securitizatioriBhere can be no assurance that any securitization transaction will be available on
terms &ceptable to us, or at all. The timing of any securitization transaction is affected by a number of factors
beyond our control, any of which could cause substantial delays, including, without limitation

market conditions;

the approval by all parties ofdlterms of the securitization;

the availability of credit enhancement on acceptable terms; and

our ability to acquire a sufficient numberadtomobile contract®r securitization

Within the period of approximately founonths prior to the filing of thiseport, we have observed adverse
changes in the market for securitized poolsautomobile contracts These changes include reduced liquidity,
increased financial guaranty premiums and reduced demand fofbasketl securities, including for securities
carrying a financial guaranty or for securities backed bysirhe automobile receivables. We believe that these
adverse changes in the capital markets are primarily the result of widespread defaultgprinsuimortgages
securing a variety of term settizations and related financial instruments, including instruments carrying financial
guarantees similar to those we typically secure for our own term securitizatamgher adverse changes might
result in our inability to securitizautomobilecontracts

The adverse changes that have taken place in the market to date have iresulethstantial extension of the
period during which oulutomobilecontracts are financed through our warehoossit facilities, which has
burdenedour financing capailities, and has causeds to curtail our purchasef automobile contracts Further
adverse changes in such market could be expecte/eoa material adverse effect on our results of operations.

Our Results of Operations Will Dependon Cash Flowsfrom Our Residual Interestsin Our Securitization
Program and Our Warehouse Credit Facilities.

When wefinanceour automobile contracthroughsecuritizations and warehouse credit facilities, we receive cash
and a residual interest in the asdetanced Thosefinanced assets are owned by the spgmiabose subsidiary that
is formed for the related securitizatiorhis residual interest represents the right to receive the future cash flows to
be generated by thautomobile contractsn excess of (i) the intes¢ and principal paid to investors on the
indebtedness issued in connection with the financing (ii) the costs of servicing the contracts and (iii) certain other
costs incurred in connection with completing and maintaining the securitization or wegedwdit facility. We
sometimes refer to these future cash flows as "excess spread cash flows."

Under the financial structures we have used to date in our securitizations and warehouse credit facilities, excess
spread cash flows that would otherwise be paidhto holder of the residual interest diest used to increase
overcollateralization or are retained irspread accountithin the securitization trusts or the warehouse facility to
provide liquidity and credit enhancement for the related securities.

While the specific terms and mechani@sy among transactions, our securitization and warehousing agreements
generally provide that we will receive excess spread cash flows only if the amount of overcollateralization and
spread accouritalances have reachsgecified levels and/or the delinquency, defaults or net losses related to the
contracts in theautomobile contracpools are below certain predetermined levels. In the event delinquencies,
defaults or net losses on contracts exceed these levels, thetéhmsecuritization or warehouseeditfacility:

e may require increased credit enhancement, including an increase in the amount required to be on deposit in the
spread accourb be accumulated for the particular pool;

e may restrict the distribution toswf excess spread cash flows associated with other securitized or warehoused
pools; and

e in certain circumstances, may permit affected parties to require the transfer of servicing on some or all of the
securitized or warehoused contrafttsn usto anunafiliated servicer.
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We typically retain residual interests or use them as collateral to borrow cash. In any case, the future excess spread
cash flow received in respect of the residual intensstg#tegral to the financing of our operations. The amount of
cash received from residual interests depends in large part on how well our portfolio of securitized and warehoused
automobile contractperforms. If our portfolio of securitizednd warehousedautomobile contractdias higher
delinquency and loss ratiosath expected, then the amount of money realized from our retained residual interests, or
the amount of money we could obtain from the sale or other financing of our residual interests, would be reduced,
which could have an adverse effect on our operatforemcial condition and cash flows.

If We Are Unable to Obtain Credit Enhancementfor Our Securitizations Upon Favorable Terms, Our
Results of OperationsWould Be Impaired.

In our securitizations, we typically utilize credit enhancement in the form ofoomaore financial guaranty
insurance policies issued by financial guaranty insurance companies. Each of these policies unconditionally and
irrevocably guarantees certain interest and principal paymentseosenior classes tiie securities issued in our
securitizations. These guarantees enable these securities to achieve the highest credit rating available. This form of
credit enhancement reduces the costs of our securitizations relative to alternative forms of credit enhancement
currently available to usNone of such financial guaranty insurance companies is required to insure future
securitizations. As we pursue future securitizations, we may not be able to obtain:

e credit enhancement in any form from financial guaranty insurance companies or any@ttar f credit
enhancement on terrasceptabléo us, or at ajlor
e similar ratings for senior classes of securities to be issuledure securitizations

If we were unable toobtain such enhancements osuch ratings, we would expect to incur increagd interest
expensewhich would adverselyaffect our results ofoperations.

If We Are Unable to Successfully Compete With Our Competitors, Our Results of Operations May Be
Impaired.

The automobile financing business is highly competitive. We competeawitiimber of national, regional and
local finance companies. In addition, competitors or potential competitors include other types of financial services
companies, such as commercial banks, savings and loan associations, leasing companies, credituidiiogs pro
retail loan financing and lease financing for new and used vehicles and captive finance companies affiliated with
major automobile manufacturers such as General Motors Acceptance Corporation and Ford Motor Credit
Corporation. Many of our competitoesxd potential competitors possess substantially greater financial, marketing,
technical, personnel and other resources than we do, including greater access to capital markets for unsecured
commercial paper and investment grade rated debt instrumentdp apither funding sources which may be
unavailable to us. Moreover, our future profitability will be directly related to the availability and cost of our capital
relative to that of our competitors. Many of these companies also havstenmdjng relationsps with automobile
dealers and may provide other financing to dealers, including floor plan financing for the dealers' purchases of
automobiles from manufacturers, which we do not offer. There can be no assurance that we will be able to continue
to compeg successfully and, as a result, we may not be able to purchase contracts from dealers at a price acceptable
to us, which could result in reductions in our revenues or the cash flows available to us.

If Our Dealers Do Not Submita Sufficient Number of Suitable Automobile Contracts to Usfor Purchase, Our
Results of Operations May Be Impaired.

We are dependent upon establishing and maintaining relationships with a large number of unaffiliated automobile
dealers to supply us withutomobile contractduringthe year ended December 31, 2000 dealer accounted for
more than 1.0% of the contracts we purchased. The agreements we have with dealers to purchase contracts do not
require dealers to submit a minimum number of contracts for purchase. The failealefsdo submit contracts
that meet our underwriting criteria could result in reductions in our revenues or the cash flows available to us, and,
therefore, could have an adverse effect on our results of operations.

If a Significant Number of Our Automobile ContractsExperience Defaults, Our Results of Operations May
Be Impaired.

We specialize in the purchaaad servicing of contracts to finance automobile purchasssitiggrime customers
those who havéimited credit histoy, low income, or past credirgblems. Such contracentail a higher risk of
nonperformance, higher delinquencies and higher losses than contracts with more creditworthy customers. While
we believe thabur pricing of the automobile contracts athé underwriting criteria and collgon methods we
employ enable us to contraio a degreethe higher risks inherent in contracts with gubme customers, no
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assurance can be given that spaking, criteria and methods will afford adequate protection against such risks. We
have in thepast experienced fluctuations in the delinquency and cradfgeerformance of our contracts.

If automobile contractthat we purchase experience defatitsa greater extent than we have anticipatbis
could materially and adversely affect our resoltsoperations, financial conditiortash flowsand liquidity. Our
results of operations, financial condition, cash flows and liquidity, depend, to a material extent, on the performance
of automobile contractthat we purchase, warehouse and securitizeorion of theautomobile contractacquired
by us will default or prepay. In the event of payment default, the collateral value of the vehicle saeouring
automobile contract realized by us in a repossessitbmost likely not cover the outstanding peipal balance on
that contract and the related costs of recovery. We maintain an allowance for credit losgtsrmbile contracts
held on our balance sheet, which reflects our estimates of probableassds thatan be reasonably estimated for
secuitizationsthat are accounted for as financirayed warehoused contracts. If the allowance is inadequate, then
we would recognize the losses in excess of the allowance as an expense and our results of operations could be
adversely affected. In additionnder the terms of our warehouseditfacilities, we are not able to borrow against
defaultedautomobile contracts, including contracts that are, at the time of default, funded under our warehouse
credit facilities, which will reduce the overcollaterativa of those warehouse credit facilities and possibly reduce
the amount of cash flows available to us.

If We Lose Servicing Rightson Our Portfolio of Automobile Contracts, Our Results of OperationsWould Be
Impaired.

We are entitled to receive servicifiges only while we act as servicer under the applicable sale and servicing
agreemerst governingour warehouse facilities and securitizations. Urslesh agreementsie may be terminated as
servicer upon the occurrence of certain events, including:

e our failure generally to observe and perform covenants and agreements applicable to us;
e certain bankruptcy events involving us; or
e theoccurrence of certain events of default under the documents governing the facilities.

The loss of our servicing rights could mad#ly and adversely affect our results of operations, financial condition
and cash flows. Our results of operations, financial condition and cash flows, would be materially and adversely
affected ifwe were to be terminated as servicer with respect tatarial portion of the automobile contracts for
which we are receiving servicing fees.

If We Lose Key Personnel, Our Results of Operations May Be Impaired

Our seniormanagement team averagesteenyears of service with usCharles E. Bradley, Jr., o®resident and
CEO, has been our President since our formation in 1084 future operating results depend in significant part
upon the continued service of our key senior management personnel, none of whom is bound by an employment
agreement. Our future@perating results also depend in part upon our ability to attract and retain qualified
management, technical, sales and support personnel for our operations. Competition for such personnel is intense.
We cannot assure you that we will be successful imaitrg or retaining such personnel. The loss of any key
employee, the failure of any key employee to perform in his or her current position or our inability to attract and
retain skilled employees, as needed, could materially and adversely affect ots ofsaperations, financial
condition and cash flows.

If We Fail to Comply with Regulations, Our Results of Operations May Be Impaired.

Failure to materially comply with all laws and regulations applicable to us could materially and adversely affect
our ablity to operate our business. Our business is subject to numerous federal and state consumer protection laws
and regulations, which, among other things:

require us to obtain and maintain certain licenses and qualifications;

limit the interest rates, feesmd other charges we are allowed to charge;

limit or prescribe certain other terms of @utomobile contracts

require specific disclosurés our customers

define our rights to repossess and sell collateral; and

maintain safeguards designed to protbetgecurity and confidentiality of customer information.

We believe that we are in compliance in all material respects with all such laws and regulations, and that such laws
and regulations have had no material adverse effect on our ability to operdtesmess. However, we may be
materially and adversely affected if we fail to comply with:
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applicable laws and regulations;

changes in existing laws or regulations;

changes in the interpretation of existing laws or regulations; or
any additional laws or redations that may be enacted in the future.

If We Experience Unfavorable Litigation Results, Our Results of Operations May Be Impaired.

Unfavorable outcomes in any of our current or future litigation proceedings could materially and adversely affect
our results of operations, financial conditions and cash flows. As a consumer finance company, we are subject to
various consumer claims and litigation seeking damages and statutory penalties based upon, among other things,
disclosure inaccuracies and wrongfepossession, which could take the form of a plaintiff's class action complaint.
We, as the assignee of finance contracts originated by dealers, may also be namededsralant in lawsuits filed
by consumers principally against dealers. We are algeduio other litigation common to treutomobileindustry
and businesses in general. The damages and penalties claimed by consumers and others in these types of matters can
be substantial. The relief requested by the plaintiffs varies but includes mefpresbmpensatory, statutory and
punitive damages.

While we intend to vigorously defend ourselves against such proceedings, there is a chance that our results of
operations, financial condition and cash flows could be materially and adversely affectgfdJiyrable outcomes.

If We Experience Problemswith Our Originations, Accounting or Collection Systems, Our Results of
Operations May Be Impaired.

We are dependent arur receivable®riginations,accounting and collection systents service our portfoli of
automobile contracts. Such systems are vulnerable to damage or interruption from natural disasters, power loss,
telecommunication failures, terrorist attacks, computer viruses and other events. A significant number of our
systems are not redundantdasur disaster recovery planning is not sufficient for every eventuality. Our systems are
also subject to breaks, sabotage and intentional acts of vandalism by internal employees and contractors as well as
third parties. Despite any precautions we malkef such problems could result in interruptions in our services,
which could harm our reputation and financial condition. We do not carry business interruption insurance sufficient
to compensate us for losses that may result from interruptions in ouresassa result of system failures. Such
systems problems could materially aadversely affect our results of operations, financial conditions and cash
flows.

We Have Substantial Indebtedness

We have and will continue to have a substantial amount afbiedness. ADecember31, 2007, we had
approximately 8,132.3 million of debt outstandingSuch debt consisted primarily of $88.3 million of
securitization trust deptind also included$235.9 million of warehouse indebtedness;0$0 million of residud
interest financing, and2B.1million owed under a subordinated notes program. We are also currently offering the
subordinated notes to the public on a continuous basis, and such notes have maturities that range from three months
to ten years.

Our subsntial indebtedness could adversely affect our financial condition by, among other things:

e increasing our vulnerability to general adverse economic and industry conditions;

e requiring us to dedicate a substantial portion of our cash flow from operatiomgpgyon our indebtedness,
thereby reducing amounts available for working capital, capital expenditures and other general corporate
purposes;

o limiting our flexibility in planning for, or reacting to, changes in our business and the industry in which we
operate;

e placing us at a competitive disadvantage compared to our competitors that have less debt; and

e limiting our ability to borrow additional funds.

Although we believe ware abldo serviceand repaysuch debt, there is no assurance that we will betatde so.
If we do not generate sufficient operating profits, our ability to make required payments on owod&bbe
impaired.Failure to payur indebtednesshen due could have a material adverse effect.

Because We Are Subjecto Many Restrictionsin Our Existing Credit Facilities and Securitization
Transactions Our Ability to Pay Dividendsor Engage in Specified Transactiondlay Be Impaired.

The terms of our existing credit facilities and our outstanding debt impose significant operating andl financ
restrictions on us and our subsidiaries and require us to meet certain financial tests. These restrictions may have an
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