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Memo 
To: Joe Smith, N.C. Commissioner of Banks 

From: Chris Kukla and Jim Overton 

Date: 11/18/2010 

Re: Financial Analysis of N.C. Consumer Finance Industry 

We have prepared this analysis to shed light on three main questions: 
 
1. What do available data from the annual NCCOB reports tell us about trends in the North Carolina 

consumer finance industry? 
2. What data do we have about differences in performance among small, medium and large companies in the 

industry? 
3. Has the resident lender industry provided data that clearly shows their members are showing financial 

distress? 
 
Additionally, in an appendix, we will discuss some of the difficulties that can ensue from using self-reported 
data for analyzing an industry like North Carolina consumer finance. 
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What do available data from the annual NCCOB reports tells us about trends in the 
North Carolina consumer finance industry? 
 
Exhibit 1 at the end of this report summarizes the available operating data on the state’s consumer finance 
industry. Here are some key points from this spread: 
 
1. The industry has been profitable for four out of the last five years. Only 2008 data show a loss for some in 

the industry. 
 
2. While overall revenues in the industry declined, the decline seems to be attributed to store closings – 

which were disproportionately concentrated in mass closings by larger operators. After declining slightly 
in 2008, the average revenues per store went up from $526,066 to $567,500. This figure would indicate 
that the remaining industry has seen stabilization – and in fact some growth – in its store-level sales. 

 
These trends show that the North Carolina Consumer Finance Act has allowed lenders to operate effectively 
and profitably while protecting consumers from exorbitant interest rates.  
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What data do we have about differences in performance among small, medium and 
large companies in the industry? 
 
In his March 24 testimony to the Joint Legislative Study Commission on the Moderation of North Carolina 
Banking Laws and the Consumer Finance Act, Chief Deputy Commissioner Mark Pearce provided a chart 
that segmented reported data on North Carolina’s consumer finance industry into three groups: small, medium 
and large. One of his charts (See Exhibit 2) summarized data on financial performance of these groups from 
1998 to the present. 
 
Here are some highlights from our analysis of this chart: 
 
1. In the years 2005-2007, all three groups of the industry were profitable.  
 
2. Consistent with our earlier analysis, major segments of the industry – the large and medium companies – 

lost money in 2008. In fact, the larger companies showed a major loss per store, while the loss for medium 
companies was more modest. 

 
3. However, it is notable that the small companies bucked these trends: They actually increased their profits 

in 2007, and remained profitable in 2008. Their net income per office did decrease in 2008, but did not 
result in losses for the operators. 

 
We don’t have comparable data by segment for 2009, but the earlier analysis did show that the industry 
aggregately returned to profitability in that year. The initial data presentation from the N.C. Center for 
Community Capital also indicated that more than 80% of companies were profitable in 2009. 
 
The data show that the industry has generally been profitable in all three groups – and that the small operators 
remained profitable through 2008. These trends clearly refute the industry’s claims that industry is 
experiencing persistent and catastrophic losses that necessitate changes in current law. 
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Has the resident lender industry provided data that clearly shows their members are 
showing financial distress? 
 
In its presentations to the NCCOB Consumer Finance meetings, the consumer finance industry presented one 
self-reported survey and one hypothetical illustration in their continued effort to show that the industry is 
experiencing significant financial hardship. We will address each one separately. 
 
McGladrey & Pullen : 
 
CPA firm McGladrey & Pullen prepared a survey of self-reported data from consumer finance companies at 
the request of and paid for by the North Carolina Credit and Personal Finance Council. They presented this 
study on March 24, and then reviewed it in the October 20th meeting.  
 
The survey provides a summary of self-reported cost and revenue data from a set of North Carolina consumer 
finance lenders for the years 2006-2008. The respondents in the survey were small- and medium-sized 
operators, many of which have been actively involved in this and previous efforts to increase the rates and 
fees allowed under current law. 
 
The M&P analysis claims that the industry is experiencing losses on a per loan basis.  However, the data in 
the survey and the reporting are so flawed as to render the survey unusable.   
 
In particular, the data are wildly inconsistent with data that these same companies provided to the NCCOB for 
the Annual Consumer Finance Report. For instance, the figure for “other branch expenses’  on slide 9 is as 
large as that for branch staff salaries, and there has not been any explanation for the items included in that 
category; when asked during their presentation what was in this total, several companies mentioned pens, 
paper and other office products. 
 
It is hard to imagine that these companies are paying as much for office supplies as they are for branch 
salaries.  The data are self-serving, as the companies reporting have a huge stake in the outcome of the survey 
and they need the survey to support their claims about the financial health of the industry.   
 
McGladrey and Pullen are the auditors and accountants for many of the companies for whom this study was 
completed, so the company has a financial stake in this debate.  The report contains a qualifier that further 
casts doubt on its usefulness: “This information has not been audited, reviewed or compiled or verified to 
actual financial statement reports by RSM McGladrey, Inc., and we provide no opinion or other assurance on 
this information.” 
 
Slide 10 of the presentation for the study is most at odds with NCCOB data. It purports to show that, on 
average, the industry is losing money on every consumer loan it generates. For instance, the chart claims that 
the industry lost $139.43 per loan in 2006 and $154.17 in 2007. 
 
This slide is inconsistent with the general trends in the industry as shown in the NCCOB data. Exhibit 3 
summarizes our quick analysis of this chart: 
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1. In his presentation at the NCCOB meeting, Green Cap owner Chris McKinley (see next section) has 
indicated that his branches generally average 600 loans outstanding, with net Accounts Receivable of $1.1 
million. We’ve used his figures for the purposes of this analysis. 

 
2. Our calculations indicate that, if a branch averaging this level of loan originations were to experience the 

net loss per loan outlined in the M&P study, it would have lost $83,658 for the year 2006 and $92,502 for 
the year 2007. That adds up to roughly $175,000 in losses per branch for the two years. 

 
3. However, the data from the NCCOB reports show a completely different trend: The industry averaged net 

income before taxes per branch of $98,844 in 2006 and $53,932 in 2007. In other words, the average net 
income per branch for the years was slightly more than $150,000. 

 
4. In other words, the survey directly contradicts data these same lenders provided to NCCOB for the same 

time period. 
 
5. NCCOB data show that the industry has averaged between $320,000 and $500,000 of equity per store (see 

Exhibit 1) in the last 5 years, and has in fact significantly increased equity per store in the last year; this 
fact makes the M&P data that much harder to believe. The losses for those two years would have in effect 
wiped out most if not all of the equity of the small- and medium-sized companies, and hampered their 
operating future – well before the industry experienced its major downturn in 2008.  The NCCOB data 
show this is not the case. 

 
The chart from Mark Pearce’s presentation (Exhibit 2) indicates that both the small- and medium-sized 
companies were profitable per branch in both 2006 and 2007. Again, the M&P survey is out of line with the 
NCCOB report. 
 
Green Cap Financial Branch Data: 
 
At the October 20th meeting, Green Cap Financial owner Chris McKinley reviewed a hypothetical. The 
hypothetical assumed $1.1 million outstanding Accounts Receivable and 600 loans per branch.  According to 
the hypothetical, the branch faced a potential loss of $76,740 on its annual operations. 
 
In his comments, Mr. McKinley indicated that this spreadsheet summarized data on several of his branches. 
However, further discussion revealed that Mr. McKinley used industry averages on income and estimated 
costs, using his own store data, based on those averages.  As such, these numbers were not actual numbers 
from his operations. 
 
Exhibit 4 shows the numbers Mr. McKinley presented at the meeting, and then shows a slightly revised 
version, based on our analysis. 
 
The original numbers show a whopping $76,740 loss on interest income of $274,010 and other income of 
$22,000; in other words, the loss per dollar of revenue was more than 25%. 
 
Even in its worst year – 2008 – the industry only lost about 5% per dollar of revenue. This magnitude of loss 
conflicts significantly with NCCOB data. 
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When we looked at the numbers in Mr. McKinley’s analysis in more detail we discovered a computational 
error in his presentation. In looking at the data, the differential between Interest Income and Income Before 
Operating Expense is greater than the figures for Interest Expense and Bad Debt.  Based on this observation, it 
appears as if Other Income is subtracted from, rather than added to, Interest Income. The Other Income data 
are broadly consistent with expected origination fees and other income from consumer finance loans, so we 
assume it should be added to Interest Income as a revenue item.   
 
Because this error has such a major impact on the bottom line of the analysis, we have concluded that we can’t 
use the hypothetical as a tool for analyzing the current financial health of the industry. 
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Conclusions: 
 
Our review of the M&P survey and the Chris McKinley hypothetical shows both of them to be highly flawed 
and unreliable.  The hypothetical and self-reported numbers do not reconcile to independent sources and given 
their self-serving nature, they cannot serve as the basis for policy decisions and certainly not as justification 
for changes to a regulatory framework that has provided stability and profitability to an industry while 
protecting consumers from excessive interest charges.  The existing NCCOB data is useful to detect certain 
trends in the industry, but also cannot be used to prove claims of profitability.  We support efforts for much 
more robust data collection and reporting as a step to resolve this issue.   
 
 
 
 
 
 



Gross Revenue 2005 2006 2007 2008 2009
Interest Collected & Earned 278,011,587     310,407,443     261,514,242     248,181,243     237,563,591     
Loan Processing Fees 6,935,773         10,253,763       704,761            751,952            5,642,541         
Insurance Income 16,135,652       16,102,155       13,523,658       14,290,653       15,375,654       
Other Income 24,238,576       22,047,135       34,109,879       20,851,760       18,925,553       

Total Gross Revenue 325,321,588     358,810,496     309,852,540     284,075,608     277,507,339     

Expenses 2005 2006 2007 2008 2009
Total Operating Expenses 194,218,548     196,082,469     194,503,786     223,564,536     202,419,340     
Interest Paid 76,418,294       103,717,585     83,744,470       77,404,321       61,337,917       

Total Expenses 270,636,842     299,800,054     278,248,256     300,968,857     263,757,257     

Net Income Before Taxes 54,684,746       59,010,442       31,604,284       (16,893,249)      13,750,082       

Income Taxes 14,043,764       20,089,898       10,688,994       (2,266,820)        1,410,594         

Net Income 40,640,982       38,920,544       20,915,290       (14,626,429)      12,339,488       

Key Operating Statistics
Net Income / Total Revenue 12.5% 10.8% 6.8% -5.1% 4.4%

NIBT / Total Revenues 16.8% 16.4% 10.2% -5.9% 5.0%

Operating Expenses / Revenue 59.7% 54.6% 62.8% 78.7% 72.9%

# Stores, End of Year 583                   597                   586                   540                   489                   

Revenues / Store 558,013            601,023            528,759            526,066            567,500            

Net Income Before Taxes / Per Store 93,799              98,845              53,932              (31,284)            28,119              

Key Balance Sheet Statistics
Total Assets 1,519,067,981  1,622,092,310  1,602,339,459  1,478,689,085  1,280,013,282  

Total Equity 186,164,921     259,510,365     265,563,333     184,341,281     245,880,647     

Equity / Store 319,322            434,691            453,180            341,373            502,823            

Source: NCCOB Consumer Finance Annual Report, 2005-2009

Exhibit 1: Summary of NCCOB Annual Report Data



Exhibit 2: NCCOB Data on Small, Medium and Large Consumer Finance 
Companies

Source: Mark Pearce, Chief Deputy Commissioner of Banks, "Trends in North Carolina's Consumer Finance Industry," 
testimony to Joint Legislative Study Commission on the Moderation of North Carolina Banking Laws and the Consumer 
Finance Act, March 24, 2010



M&P Data 2006 2007
Revenue per Loan 481.76                489.09                

Expense per Loan 621.19                643.26                

Loss per Loan (139.43) (154.17)

Est. Loans per Branch 600 600

Gain/Loss per Branch (83,658.00) (92,502.00)

NCCOB Data 2006 2007
Net Income Before Taxes Per Branch 98,844.96           53,932.23           

Other Income per Branch 63,901.66           81,285.90           

Sources: "Cost Data," McGladrey & Pullen LLP, March 24, 2010; NCCOB Reports

Exhibit 3: Analysis of McGladrey & Pullen Data



Green Cap Original Green Cap Revised
Interest Income 274,010 Interest Income 274,010

Minus Interest Expense (34,650) Minus Interest Expense (34,650)

Bad Debt (88,000) Bad Debt (88,000)

Other Income 22,000 Other Income 22,000

Income Before Operating Expense 129,360 Income Before Operating Expense 173,360

Total Operating Expenses (206,100) Total Operating Expenses (206,100)

Net Gain/(Loss) (76,740) Net Gain/(Loss) (32,740)

Sources: McKinley Green Cap Presentation, NCCOB Annual Report 2009

Exhibit 4: Green Cap Financial Analysis



Appendix: The Limitations of Self-Reported Data 
 

We agree that it makes sense to invest some time in revising the forms by which 
consumer finance lenders report to the NCCOB each year. We would like to see the 
NCCOB begin breaking down its data into at least three categories – small, medium and 
large lenders – so we can determine if there are real problems for some lenders that could 
be addressed by regulatory change. 
 
But we also have to say that we’re somewhat skeptical about the value of self-reported 
information. To date, everyone has made much out of the Tennessee Department of 
Financial Institutions (DFI) annual study. It does set some pretty standard reporting 
requirements on auto title lenders, and seems as if it represents a solid model for how a 
state can monitor such an industry. 
 
As shown on the chart (Exhibit 1), Tennessee reports that its large auto title lenders made 
9.5% net income before taxes in 2008. This level is far lower than the 15-20% net income 
before taxes reported by small operators in the state. 
 
To date, there has been no method to verify this self-reported data independently. 
However, one company has started publishing public information on its operations: TMX 
Finance, doing business as TitleMax and TitleBucks. It recently issued $250 million in 
junk bonds as it emerged from federal bankruptcy protection after a big fight with its 
lender, Merrill Lynch. It is producing regular financial reports that are now available on 
its website. We also have examined financial reports in its bankruptcy filings. 
 
The company doesn’t generate state-by-state results, but we do know from data in its 
bankruptcy filings that Tennessee is its third largest state, in terms of outstanding 
Accounts Receivable. There is no indication that its results in Tennessee are any different 
from its results in other states. 
 
But for the first 6 months of 2009 – just after the end point for the 2008 data – TMX 
Finance yielded 31.2% net income before taxes on its operations. The net income is even 
higher for 2010, but to be conservative we are only focusing on the 2009 data. 
 
While comparing 2008 data for Tennessee to 2009 data for TMX creates a slight 
mismatch of data points, the somewhat astounding difference between the self-reported 
TN DFI data and the data TMX Finance is now reporting to its bondholders casts 
significant doubt on the reliability of the TN DFI data. 
 
At 104 licensed locations, TMX represents slightly less than one-third of the 324 
locations operated by the five large auto title lenders in Tennessee. Its operations are so 
significantly more profitable than the averages for large operators that it casts doubt on 
the validity of the overall self-reported data for large auto title lenders. 
 



While we can’t verify that the others are not losing money, because none of their 
operating information is publicly available, we do know that two of its large competitors 
– LoanMax and Community Loans of America – are thriving right now. They are adding 
new locations, and fighting to preserve auto title lending in many states. We have no 
reason to believe that their results are so far below their primary competitor. 
 
So we have concerns about the integrity of the self-reported data in this particular case. 
We would want to make sure that, if we are attempting to make sound decisions on 
changes in standards for consumer finance operators in North Carolina, we ensure that we 
have objective and reliable data on which to base conclusions. 
 



TN 2008 LARGE AUTO TITLE TMX Finance 6/30/09
$ Amount % Amount $ Amount % Amount

Revenue 60,435,600        100.0% 123,338,000 100.0%

Expenses
Salaries 15,979,447        26.4% 41,486,000   33.6%
Bad Debts 9,441,466          15.6% 16,737,000   13.6%
Repo Expense 1,523,793          2.5% -                0.0%
General Expense 27,763,656        45.9% 26,602,000   21.6%

Total Expenses 54,708,362        90.5% 84,825,000   68.8%

Net Income Before Taxes 5,727,238          9.5% 38,513,000   31.2%

Sources: TN DFI Reports, TMX Finance website

Exhibit 1: TN DFI Data compared to TMX Finance


