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Executive Summary
Credit Acceptance Corporation (NASDAQ: CACC), which services auto loans to 
subprime borrowers, faces a growing solvency crisis of its own.  Despite a long history 
of disputes with its auditors, the SEC and the IRS over its unusual revenue recognition 
methodologies, Credit Acceptance has managed to convince investors that its busi-
ness is stunningly profitable and predictable.  In reality, Portfolio Program loan pool 
performance—the company’s bedrock—has cratered, with over 60% of loan pools 
underperforming since 2011.  Our analysis indicates that the poor performance of 
loans originated in 2015 has already eaten through the portion of losses allocated to 
future dealer payments that shields the company from setting aside loss provisions.

We believe that the company’s poorly performing loan portfolio is becoming harder 
to hide.  Our detailed examination of company financials has yielded the following:

• Borrowing needs have recently increased to the point where the company now 
borrows $30 million approximately every six days—far more frequently than in 
years past—likely to meet obligations to holders of its asset-backed securities.

• Credit Acceptance’s reporting does not match rating agency reporting regarding 
$1.4 billion of pledged loans, which may be related to a poorly disclosed “bad 
bank” loan shuffling arrangement it calls “Dealer Collections Purchases” that hides 
non-performing loan pools in its Purchase Program and/or inflates collateral.

• The company has been routinely adding assets to its securitizations, suggesting 
that loans initially assigned to back these securities are falling short.  Last week, 
the company confirmed that it has been converting many portfolio loans to 
purchased loans—already 30% of the business.  Over time, this strategy may 
ultimately cause Credit Acceptance to incur losses that outstrip loss allowances.

• These alarming practices have escaped notice because Credit Acceptance has 
negotiated the SEC’s approval to withhold disclosures of basic loan performance 
measures from investors that substantially all non-bank lenders regularly publish.

• Credit Acceptance management has manipulated its stock price through share 
repurchases and well-timed tender offers.  Some repurchases were made using 
the proceeds of corporate bond issuances that explicitly forbade the practice.

• Subprime auto finance companies with similar rapid growth in the past have faced 
bankruptcy and criminal convictions of their executives.

Investors have failed to see the warning signs thanks to securitization wizardry, lack 
of loan portfolio transparency, and management’s continual rebuffing of crucial ques-
tions by analysts.  Fundamentally, we believe that the company’s model amounts to 
modern-day alchemy: an ill-fated attempt to turn lead—last-ditch auto loans—into 
gold.  It doesn’t work, but that doesn’t stop some from trying.
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Introduction
In Part I of this report, we examined how Credit Acceptance’s business model ex-
ploits the vulnerable position of its customers.  We also introduced some key terms 
that are crucial to understanding how Credit Acceptance works: Portfolio Program, 
Purchase Program, Dealer Holdback, Pool, Vehicle Service Contracts (VSCs) and Re-
tail Installment Contracts (RICs).  Here in Part II, we examine the company’s financial 
history, structure, and its relationships with Wall Street.

Understanding Credit Acceptance’s finances requires an overview of its track record, 
after which we briefly discuss how corporate financing and securitization works.  The 
mind-numbing complexity of the company’s business (which seemingly negates the 
risk of lending to subprime borrowers), the sheer amount of widely-dispersed infor-
mation necessary to piece together the puzzle, and especially the company’s refusal 
to disclose vital metrics, are some of the many reasons why Credit Acceptance has 
been able to stonewall (and in some cases fool) regulators, ratings agencies, investors, 
and the media.  As several individuals we interviewed told us, the company has a long 
and solid track record in a difficult space, and its lenders always seem to get paid.  
The seven-point-three-billion-dollar question is whether there may come a day in the 
near future when lenders don’t.

Data

We encourage the public to examine the data we compiled for this report, available 
at https://www.plainsite.org/realitycheck/cacc/data.zip.

Corporate History

A Checkered Past

Credit Acceptance, its ratings agencies, investors, and analysts often preface any dis-
cussion of the company with a reference to its long operating history.  Credit Ac-
ceptance’s executives hold themselves out as grizzled but triumphant veterans of the 
subprime auto lending industry.  Yet while they may be industry veterans, their story 
is anything but one of unequivocal success.

Credit Acceptance was initially incorporated in 1972 as Auto Finance Corporation, 
a captive finance and collections company—a type of company that exists for the 
express purpose of helping another company, similar to (and sometimes overlapping 
with) a subsidiary—that serviced founder Don Foss’s dealerships exclusively.  It would 
be 17 years before Foss began financing outside dealerships.  In 1986, shortly before 

Key Term
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Foss concocted the idea of paying advances to outside dealers in exchange for loan 
assignments, he appointed Arthur Andersen as Credit Acceptance’s outside auditor.

In 1991, Foss hired Richard Beckman, an Arthur Andersen partner, to prepare the 
company to go public and serve as its CFO and Treasurer.  On June 5, 1992, Credit 
Acceptance went public in a deal managed by William Blair & Company, LLC, an in-
vestment bank that itself invested in Credit Acceptance stock. In 1994, William Blair 
placed one of its own executives, Thomas Fitzsimmons, on Credit Acceptance’s Board 
of Directors.

As a publicly-traded company, Credit Acceptance began an immediate, rapid, and 
“irrational”1 expansion strategy that included setting up operations in Canada and the 
U.K.  Between 19922 and 1996, Credit Acceptance’s dealer network expanded from 
748 dealerships to over 5,300, including over one thousand located internationally in 
the United Kingdom, Ireland, and Canada.

At the end of 1996, Credit Acceptance reported $1 billion in loan receivables, on 
which the company had advanced $502 million to dealers.  They also reported that 
34.1%, or $351 million, of their loan receivables were in “non-accrual” status, mean-
ing the company had not collected any material payments from those borrowers in 
at least five months.  The company’s allowance for credit losses, reflecting expected 
losses on over $1 billion in subprime loans, was booked at just $13.1 million.3  This 
absurdly low provision was possible because Credit Acceptance booked the full prin-
cipal and interest due on a loan as an asset while booking future performance-depen-
dent payments to the dealer—known as dealer holdback—as a liability.  If a loan un-
derperformed, the company would first offset losses against that loan’s future dealer 
holdback, which could be anywhere from 30% to 80% of a given loan’s principal and 
interest balance.  With dealer holdback acting as a buffer, a loan would need to incur 
substantial losses before Credit Acceptance reported reductions to its bottom line.

The advances on these loans were largely funded by unsecured debt and equity.  
Credit Acceptance’s management team members were also the company’s control-
ling shareholders, so there were limited outside shareholder interests or secured par-
ties to curb reckless growth.  This led to a situation where Credit Acceptance was not 
accountable for the loans it was financing as it expanded its dealer network by 620%.

On January 23, 1997, Mercury Finance Co., a subprime auto lender, reported “ac-
counting irregularities” that had inflated its earnings by $90 million.  Mercury’s stock 
price plummeted and the company was eventually forced into bankruptcy.4  Mer-

1 SEC Form 8-K, May 29, 2005, Page 4.  https://www.plainsite.org/realitycheck/cacc/20050509.8-k.pdf
2 Loan and write-off figures from 1992 to 2005 refer to the entire principal and interest amount.  After 2006, the com-

pany began reporting loan balances as Net Book Value of the associated dealer advance (in most cases less than 50% of 
the principal and interest balance of the underlying loan).

3 SEC Form 10-K, December 31, 1996, Pages 12, 14, 28.  https://www.plainsite.org/realitycheck/cacc/19961231.10-k.pdf
4 Mercury Finance Co, Illinois Northern Bankruptcy Court - Chicago, Case No. 98-20763. 
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cury’s executives were later indicted and convicted for accounting fraud.5  The same 
week, another auto lender, American Auto Funding Corp., declared bankruptcy,6 and 
on January 30th, yet another auto lender, Jayhawk Acceptance Corp., reported a $15 
million loss, causing its share price to tumble along with Mercury’s.7

This two week period in January of 1997 touched off intense scrutiny of subprime 
lenders, who then fell victim to their own lending practices.  One by one they declared 
bankruptcy or were acquired as the industry consolidated.  In February of 1997, after 
Crain’s Detroit Business observed Richard Beckman, the company’s then-President and 
CEO, attempting to sell 98,000 shares of CACC stock amidst the downturn, Beckman 
publicly stated that Credit Acceptance would not have similar problems.

“Beckman said Credit Acceptance has salted away the kind of reserves Jayhawk 
hasn’t ‘for at least the past four or five years’ and thus won’t need to take special 
charges.  ‘All we can do is keep our business and continue to do what we’ve always 
done, which is make money using our business model.  We’ve been doing that for 25 
years,’ Beckman said.  You’ve also got to remember that Mercury is apparently a fraud 
(situation), and as somebody once said, fraud is not contagious.”8

In July of 1997, Credit Acceptance filed a $300 million shelf registration for public issu-
ance of senior notes.  The notes9 were rated Baa3 by Moody’s and BBB- by Standard 
& Poors (“S&P”).  By October, Credit Acceptance had charged off $467 million in 
loans, stating that “a new loan servicing [computer] system” had determined that they 
were uncollectible.10,11

The company’s loan losses were so large that they exceeded the underlying dealer 
holdback buffer in many cases.  As a result, the company had to book an $85 million 
increase to its allowance for credit losses in 1997, wiping out substantially all of its net 
income.  Moody’s dropped the credit rating on Credit Acceptance’s Senior Notes 
from Baa3 to Ba2, while S&P lowered its rating from BBB to BB-.  The company’s un-
secured lenders responded by increasing its interest rate by 0.50%.

https://www.plainsite.org/dockets/38h6osi3w/illinois-northern-bankruptcy-court--chicago/mercury-finance-co/
5 USA v. Brincat, Illinois Northern District Court, Case No. 1:05-cr-00093. 

https://www.plainsite.org/dockets/38h6pcmy3/illinois-northern-district-court/usa-v-brincat/
6 AAFC Liquidation Corp., Illinois Northern Bankruptcy Court, Case No. 97-02106. 

https://www.plainsite.org/dockets/39gzb12y3/illinois-northern-bankruptcy-court--chicago/aafc-liquidation-corp/
7 The New York Times / Bloomberg News, February 7, 1997, “Car-Loan Crisis Forces Jayhawk Into Bankruptcy.” 

http://www.nytimes.com/1997/02/07/business/car-loan-crisis-forces-jayhawk-into-bankruptcy.html
8 Crain’s Detroit Business, February 10, 1997, “Credit’s Line Looks Intact: Investors Rattled by Mercury Finance Woes.”  

http://www.crainsdetroit.com/article/19970210/SUB/702100884/credits-line-looks-intact-investors-rattled-by-mercury-finance-woes
9 The senior note issuance was managed by William Blair & Co.  In August of 1997, Thomas Fitzsimmons, the William Blair 

& Co. executive who took Credit Acceptance public in 1992, resigned from his position at William Blair.  He publicly 
stated that his resignation had nothing to do with any trouble at Credit Acceptance that may have impacted William 
Blair’s beneficial holdings of over 4 million shares.  “Speaking from San Diego, where he is building a home, the 53-year-
old denies any connection to the stock slide and his exit as a Blair principal.  He plans to start a merchant bank...” 
http://www.chicagobusiness.com/article/19970830/ISSUE01/10004449?template=printart

10 SEC Form 10-K, December 31, 1997, Pages 8-9.  https://www.plainsite.org/realitycheck/cacc/19971231.10-k.pdf
11 Credit Acceptance also adjusted its revenue recognition policy by lowering its “non-accrual” threshold from 120 days of 

non-payment to 90 days, and the charge off requirement from 12 months to 9 months.
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On October 23, 1997, Beckman explained in a Credit Acceptance press release that 
the adjustments being made were, in fact, a positive development:12

“The new level of information available to us will allow us to better identify dealers 
that have not provided us with profitable business, allowing us to focus our resources 
to enhance our services to our remaining dealers.  We believe that this presents oppor-
tunities for the Company to grow while mitigating risk that is inherent in our business.  
At the same time it allows us to manage our cash more efficiently without as much 
dependence on borrowings to support contract originations.”

Don Foss also chimed in regarding this process enhancement, touting the ability to 
identify which dealer originated an individual loan, as many loan servicers had done 
on paper for decades.

“...the Company has recently deployed proprietary management information and re-
porting software which allows for the detailed analysis of the Company’s portfolio on a 
dealer-by-dealer basis, replacing technology which, while sophisticated in the consumer 
finance industry, did not allow for the level of analysis that is now possible.”

An analyst quoted in Crain’s Detroit suggested that Credit Acceptance had deeper 
problems than accounting for costs: “I think they...compromised some basic tenets 
they had been using before in terms of the quality of the loans and the quality of the 
dealers they were lending to.”13

Years later, management would concur with this analyst, stating, “In the mid 1990’s, 
we had an unsustainable business model...  We faced irrational price competition and 
responded with irrational pricing of our own.”14

The downward spiral continued through 1998, starting with a series of shareholder 
lawsuits in January.15,16  (The lawsuits were settled in 2001 with no acknowledgement 
of wrongdoing.)  Credit Acceptance continued its charge-offs, writing off an additional 
$450 million in loans.  The company also reduced its dealer network from 5,385 deal-
ers at the end of 1996 to 1,729 at the end of 1998.17  There was a corresponding 
decrease in new loans, from $965 million in 1996 to $580 million in 1998.

12 Miller v. Credit Acceptance Corporation et al, Eastern District of Michigan Case No. 2:98-cv-70417. 
http://securities.stanford.edu/filings-documents/1004/CACC98/001.html

13 Crain’s Detroit Business, October 27, 1997, “Used Car Credit Firm’s Stock Skids: $60M Write-Off Jars Investors.” 
http://www.crainsdetroit.com/article/19971027/SUB/710270894/used-car-credit-firms-stock-skids-60m-write-off-jars-investors

14 SEC Form 8-K, May 9, 2005, Page 4.  https://www.plainsite.org/realitycheck/cacc/20050509.8-k.pdf
15 Miller v. Credit Acceptance, et al, Michigan Eastern District Court, Case No. 2:98-cv-70417. 

https://www.plainsite.org/dockets/j1p049qq/michigan-eastern-district-court/miller-v-credit-acceptance-et-al/
16 Hoffman, et al v. Credit Acpt Corp, et al, Michigan Eastern District Court, Case No. 2:98-cv-70783. 

https://www.plainsite.org/dockets/j1ozk4wj/michigan-eastern-district-court/hoffman-et-al-v-credit-acpt-corp-et-al/
17 In its Q3 1997 SEC Form 10-Q, Credit Acceptance claimed that its dealer network had dropped by over 200% as a 

result of an “internal review.”
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On March 23, 1998, Credit Acceptance filed its 1997 year-end financial statements, 
reporting continued fallout related to its post-IPO excesses.  On March 31, Beckman 
resigned as President of Credit Acceptance.  Two weeks later, the company’s auditor, 
Arthur Andersen LLP, resigned as well.

“On April 16, 1998, Arthur Andersen LLP informed the Company that the client-audi-
tor relationship between Arthur Andersen LLP and the Company had ceased.  Although 
the Company had not communicated such fact to Arthur Andersen LLP, this notification 
followed the Company’s determination to seek competitive bids from independent 
accounting firms, including Arthur Andersen LLP, with respect to the engagement of 
independent accountants to audit the Company’s financial statements for the year 
ending December 31, 1998.”18

On June 24, 1998, Moody’s downgraded Credit Acceptance’s senior notes again, from 
Ba2 to Ba3, pushing Credit Acceptance to deregister the notes and seek non-public 
financing.

The following year kicked off with an Internal Revenue Service audit of Credit Ac-
ceptance’s tax filings for the years 1993 through 1996, later expanded to include all 
years through 1999.19  Credit Acceptance continued to “discover” that substantially 
all of the loans it had originated between 1995 and 1997 were unprofitable, taking a 
$47 million charge directly against their net income.  The company continued to shed 
dealer-partners, reducing its network from 1,729 in 1998 to 1,191 at the end of 1999.  
Credit Acceptance announced that it had seen the error of its ways and was merely 
cleaning up old, problem loans—the kind it would not make going forward.20

In 2000, Credit Acceptance rolled out CAPS, which it claimed would “significantly 
streamline and enhance the credit approval process” by handling applications over the 
internet.21  (We discussed CAPS in detail in Part I of this report.)

By 2001, the IRS audit, which had taken three years, had expanded again to include 
the entire period between 1993 and 2000.  Credit Acceptance was required to 
amend its tax returns for most of that period, in addition to paying a settlement for 
back taxes owed.  That year, the company made a series of appointments to its man-
agement team including:

• Brett Roberts, an accountant and the company’s former COO, to replace Don 

18 SEC Schedule 14A, April 14, 2000.  https://www.plainsite.org/realitycheck/cacc/20000414.14a.pdf
19 After Congress passed federal tax reform in 1986, the IRS began to enforce a new (and widely disliked) provision that 

required used car dealers to record all of the potential revenue from a loan up-front.  This change had a significant 
impact on Credit Acceptance dealers.  Credit Acceptance also sued the United States Department of the Treasury over 
the tax treatment of repossession expenses.  See 236 Mich App 478 (1999).  Such antics resulted in years of audits.  In 
2007, an IRS Technical Advice Memorandum (TAM) unfavorable to dealers again inflamed tensions with the IRS.

20 Crain’s Detroit Business, October 25, 1999, “Credit Acceptance Losing On Auto Loans.” 
http://www.crainsdetroit.com/article/19991025/SUB/910250903/credit-acceptance-losing-on-auto-loans

21 SEC Form 10-K, December 31, 2000.  https://www.plainsite.org/realitycheck/cacc/20001231.10-k.pdf
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Foss as CEO (Foss retained his Chairmanship on the Board of Directors)

• Keith McCluskey, a former used car dealer and then President of the now-defunct 
leasing division, as Chief Marketing Officer and eventually President

• Daniel P. Leff, COO of Enron Energy Services, to its Board of Directors

Credit Acceptance reported “Forecasted Collections” for the first time in its 2001 an-
nual report via the shareholder letter, outside of its audited financial statements.  This 
metric was established to replace nearly every credit quality metric ordinarily provid-
ed by lenders.  According to Credit Acceptance, the metric (somewhat unbelievably) 
encapsulates all loan evaluation criteria including actual collections.  Forecasted Col-
lections immediately began declining and Credit Acceptance blamed the decline on “a 
difficult collection system conversion” that “negatively impacted collection results.”22

In 2002, company President McCluskey announced new imperatives: exclusive terri-
tory and guaranteed credit approval through the internet.  He also announced that 
the company would only add 200 high-quality dealers per year through 2011.23

“‘The growth of our business is not based on the sheer volume of dealers we approve 
to join our dealer-partner network,’ explained Mr. McCluskey.  ‘We’re much more 
interested in selecting a very limited number of the best dealers in each market and 
partnering with them to build their businesses through our Patent-Pending guaranteed 
credit approval program.’”

Credit Acceptance began using its newfound ability to forecast collections to adjust 
its accounting.  Rather than charge off loans after nine months of delinquency, the 
company began charging them off when it no longer “forecasted” incoming loan 
payments, including “post-repossession collections,” which could take decades.24  Six 
months after implementing this policy, on June 27, 2003, Credit Acceptance issued its 
first asset-backed securitization (ABS).  With a new accounting methodology, a new 
growth strategy, and new management, Credit Acceptance pursued its next hurdle to 
changing its own life: financing.

Problems with the SEC and Auditors

Credit Acceptance’s Q2 2003 financials foreshadowed potential problems with loans 
originated that quarter :

“[T]he risk of an unintended adverse change in the profitability of loan originations is 
increased during periods of high growth.  The growth rate experienced in the second 

22 SEC Form 10-K, December 31, 2003, Item 7.  https://www.plainsite.org/realitycheck/cacc/20031231.10-k.pdf
23 Credit Acceptance Corporation Press Release, February 12, 2002, “Credit Acceptance Signs 260 New Dealer-Partners 

in 2001.”  https://www.plainsite.org/realitycheck/cacc/20020212.pr.pdf
24 SEC Form 10-K, December 31, 2002, Item 1.  https://www.plainsite.org/realitycheck/cacc/20021231.10-k.pdf
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quarter of 2003 is higher than the Company’s expected long-term growth rate.”25

On October 30, 2003, the company’s warning proved prescient when it announced 
that its Q3 2003 earnings release would be delayed as a result of “a desk review of 
its periodic reports by the Securities and Exchange Commission.”  After the SEC’s re-
view, Credit Acceptance reversed its “forecasted collections” charge-off policy.26  The 
company made other substantial changes to its financial statement reporting and is-
sued the rest of its 2003 financial statements without any additional delays.

Parallel to Credit Acceptance’s troubles with the SEC, Credit Acceptance’s new in-
dependent auditor, Deloitte, began having regulatory troubles of its own.  The Public 
Company Accounting Oversight Board (PCAOB), an outgrowth of the Enron and 
WorldCom accounting scandals, launched its inaugural inspections of U.S. public ac-
counting firms by targeting the Big Four, including Deloitte.27  Naturally, Deloitte began 
cleaning up its audits and reviews, and gave Credit Acceptance a second look.

On May 11, 2004, referring to Deloitte, Credit Acceptance announced that it would 
be “unable to file its quarterly report on Form 10-Q within the prescribed time pe-
riod as additional time is needed to complete a review of two accounting issues with 
its independent auditors.”28

With the PCAOB looking over its shoulder, Deloitte ascertained that Credit Accep-
tance’s forecasting methodology included the assumption that the company would 
retain 100% of dealer holdback payments.  Additionally, Deloitte learned that Credit 
Acceptance, which elected to pool loans together (a common practice), was then 
grouping loans with varying terms and allowing new loans to be added to those 
pools—less common practices that were violations of U.S. Generally Accepted Ac-
counting Principles (GAAP), a set of accounting standards endorsed by the SEC 
that publicly-traded companies are encouraged to use in order to promote financial 
understanding and transparency.  Credit Acceptance ceased these practices and took 

25 SEC Form 10-Q, August 7, 2003, Pages 13-14.  https://www.plainsite.org/realitycheck/cacc/20030630.10-q.pdf
26

Forecasted Collections Loan Policy Post-SEC Review Loan Policy

1. Loans charged off when no future collections ex-
pected (possibly exceeding ten years).

2. Recoveries on charged-off loans split: 20% to rev-
enue and 80% to dealer holdback.

3. Loans placed into non-accrual status after 90 days 
delinquency.

4. Revenue on non-accrual loans recognized on a cash 
basis.

1. Loans charged off after 270 days of non-payment.

2. Recoveries credited to the allowance for credit 
losses with any remainder going to dealer holdback, 
a liability account.

3. Loans placed in non-accrual status after 90 days 
delinquent or after the vehicle securing the loan is 
repossessed and sold. 

4. Revenue on non-accrual loans recognized on a cash 
basis.

27 To highlight how much these PCAOB audits strained relations between Deloitte and its clients, two years before the 
inspections began in H1 2001, Deloitte lost 34 publicly traded clients through resignation or dismissal.  In H1 2002, it lost 
35.  In H1 2003, the PCAOB’s inaugural inspection year, Deloitte lost 74.  The trend continued through H1 2004 with 62 
client losses, and H1 2005 with 64 client losses.

28 SEC Form 12b-25, May 11, 2004.  https://www.plainsite.org/realitycheck/cacc/20040331.12b-25.pdf
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the opportunity to announce the changes as an enhancement to its business.

“During the first quarter of 2004, the Company enhanced its methodology for apply-
ing SFAS No. 91 such that finance charge income and the amount of the provision 
for earned but unpaid income at the time a loan is transferred to non-accrual status 
can be calculated for each individual loan.  Prior to the first quarter of 2004, the 
Company...ma[d]e various assumptions and estimates which impacted the timing of 
income recognition and the classification of finance charge revenue and the provision 
for earned but unpaid revenue...  The Company believes that these enhancements 
improve the precision of the Company’s calculation of finance charge revenue and the 
provision for earned but unpaid revenue.”29,30

On August 25, 2004, despite the financial reporting delays, Credit Acceptance closed 
another $100 million term securitization—a securitization instrument with a defined 
term, such as 24 months, or in the case of warehouse lending, a facility with a defined 
term—with Wachovia, also insured.  This time, Credit Acceptance’s ABS received a 
AAA rating from S&P.  It would be the company’s last securitization for two years.

The next day, the PCAOB issued its first inspection report of Deloitte, finding a 
number of “significant issues” that had resulted in material restatements by Deloitte 
clients.  The PCAOB specifically pointed out that “consultation beyond the local office 
level was warranted” for significant or judgmental accounting issues that really needed 
the attention of the “National Office.”31,32

Also in August, Credit Acceptance began taking questions directly from investors 
through its website to circumvent its auditors.  The website was used by company 
management to publish non-GAAP financial measures and forward-looking state-
ments outside of company financial statements and without Deloitte’s input.

In December of 2004, American Institute of Certified Public Accountants (AICPA) 
Statement of Position (SOP) 03-3, later called Accounting Standards Codification 
(ASC) 310-30, went into effect overriding ASC 310-20.  Both standards involve dif-
ferent approaches to timing for recognition of loan income and losses.  Generally, an 
ASC is a codification of U.S. GAAP maintained by the Financial Accounting Standards 

29 Credit Acceptance Corporation Press Release, May 10, 2004, “Credit Acceptance Postpones Filing of First Quarter Form 
10-Q.”  https://www.plainsite.org/realitycheck/cacc/20040510.pr.pdf

30 One of the “assumptions and estimates” in question referred to Credit Acceptance pooling loans together and then 
using the entire pool’s weighted average loan term to calculate its revenues and losses.  Adjusting the calculation to use 
actual loan terms had a material, negative impact on the company’s net income.

31 Public Company Accounting Oversight Board, August 26, 2004, “Report on 2003 Limited Inspection of Deloitte & Tou-
che LLP.”  https://pcaobus.org/Inspections/Reports/Documents/2003_Deloitte_and_Touche.pdf

32 Thus, by 2004, Credit Acceptance had already been stopped by its auditors and the SEC from implementing three types 
of creative accounting: disregarding actual delinquencies in favor of across-the-board cash flow predictions extended 
out for up to ten years; ignoring dealer holdback payments when forecasting future collections and loan spread; and dis-
regarding individual loan terms and adjusting forecasted cash flows based on actively changing pools of heterogeneous 
loans.  Credit Acceptance would continue pursuing these three objectives despite the temporary regulatory setback, 
going so far as to make its case directly to investors through its website.

Key Term

Key Term
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Board (FASB), with input from various accounting-related bodies such as the Ameri-
can Institute of Certified Public Accountants (AICPA).  Previously, a standard set by 
the AICPA was referred to as an SOP.

On March 10, 2005, Credit Acceptance announced that it had not completed its FY 
2004 financials and that it was restating its FY 2003 and Q1 through Q3 2004 filings 
because it had “...incorrectly accounted for income taxes in prior periods related 
primarily to its foreign subsidiaries.”  In reality, Credit Acceptance’s audit team at De-
loitte had referred the question of Credit Acceptance’s accounting, particularly with 
regard to ASC 310-30, to Deloitte’s National Office.  The National Office responded 
on April 8, 2005: Credit Acceptance could not book loans as an originator—it had to 
record them as a lender to dealers.33  The change would have a considerable negative 
impact on its balance sheet.

Credit Acceptance balked and contacted the SEC to make its case and resolve the 
issue.  As the dispute unfolded, the company took two measures to increase the 
number of dealers enrolled in their program: a pilot program that later developed 
into the Purchase Program, and an enrollment option that allowed dealers to defer 
the up-front $9,850 fee.  The fee was again made non-refundable.

Two months later, on June 24, 2005, the SEC concurred with Deloitte, and on the 
same day, Credit Acceptance fired Deloitte.  By July 20, Credit Acceptance was sev-
eral months past NASDAQ’s deadline for issuing its FY 2004 financials.  The company 
declined to pursue additional extensions of time and was delisted.34

The company abandoned McCluskey’s more qualitative strategy in favor of “just look-
ing to expand the number” of dealers.  Credit Acceptance would later attribute its 
ability to grow originations despite a difficult “competitive environment” during this 
period to dealer growth.  The ever-mercurial and unpredictable competitive environ-
ment would become a favorite scapegoat of company executives.

On January 30, 2006, Credit Acceptance issued its FY 2004, Q1 2005, Q2 2005, and 
Q3 2005 financial statements and on March 10, 2006, Credit Acceptance issued its 

33 Credit Acceptance argued that it was an originator of loans from consumers because it performs substantially all parts 
of the loan origination process.  A distillation of this argument can be found in the company’s 2006 SEC Form 10-K, in a 
paragraph discussing how CAPS interfaces with other corporate systems.  “Consumer Loan contracts are written on a 
contract form provided by the Company...the Company, not the dealer-partner, is listed as lien holder on the vehicle title. 
The customer’s payment obligation is directly to the Company...”  Deloitte argued that a repurchase clause within dealer 
servicing agreements gives the dealer an interest in the loan and that this interest shifts Credit Acceptance’s transaction 
away from origination at the consumer level to secured lending and third-party servicing at the dealer level. 
 
“The most important fact supporting the classification of the Company as a lender to the dealer is a clause within our dealer 
agreement that allows the dealer-partner to repurchase the consumer loans.  This was viewed by both Deloitte and the SEC as 
evidence that the consumer loan was really the property of the dealer-partner.” 
 
Credit Acceptance’s internal CAPS Funding Guidelines 2015 document also notes, “A contract may be repurchased by 
the dealer after funding,” with various details about procedures.

34 Instead, the company made its shares available on the OTCBB, which did not require audited financial statements.
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FY 2005 financial statements.  In these new financial statements, Credit Acceptance 
restated its previously filed financial statements for years 2000 through 2003.  The 
company also replaced Deloitte with a smaller firm, Grant Thornton, that had been 
absorbing former Big Four clients.35

Over the next year, Credit Acceptance convinced the SEC Office of the Chief Ac-
countant and Grant Thornton to sign off on its three pet issues: “Forecasted Collec-
tions” recognition of delinquent loans, the assumption that the company could retain 
100% of dealer holdback payments, and the use of loan pools with varying terms and 
constant new loans.  This non-standard trifecta was summarized by the company as 
an approach “similar to” ASC 310-30.36  Credit Acceptance would later attempt to 
clarify this in correspondence with the SEC:

“While our loan accounting policy is analogous to certain concepts within ASC 310-30, 
we do not believe ASC 310-30 is the authoritative guidance on how to account for our 
loans.  Our policy for aggregation is consistent with the approach that was developed 
and agreed upon among us, our external auditors and the Office of the Chief Accoun-
tant Staff in 2005 when we changed our loan accounting methodology, as reflected 
initially in the restated financial statements the Company filed with the SEC in early 
2006.”

This stance put the company in a position where it was effectively arguing to be ex-
empt from GAAP accounting rules—a practice occasionally allowed by the SEC for 
good reason, but only with proper disclosure to investors.

On April 26, 2006, Credit Acceptance was relisted on the NASDAQ and closed at 
$25 a share, a 15-month high.  Foss used the high stock price as an opportunity to 
have the company repurchase $30 million of his stock.  In June, company Director and 
former Enron executive Daniel Leff resigned.  Two months later, as the dealer network 
approached 2,200, McCluskey did as well.  By the end of 2006, Foss extracted over 
$100 million through share repurchases, forcing Credit Acceptance to escalate its 
securitizations and originations.

In February of 2007, the IRS began another audit of Credit Acceptance, this time for 
its filings for 2004, 2005 and 2006.  (Later, the IRS audited the company’s 2007 and 
2008 returns.)

In March of 2007, Scott Vassalluzzo, a long-time shareholder,37 filled a vacancy on the 
Credit Acceptance Board of Directors due to a resignation.  Simultaneously, the com-

35 In the first half of 2005, Grant Thornton picked up 47 former Big Four clients, 12 of which came from Deloitte.
36 SEC Form 10-K, December 31, 2004, Page 26.  https://www.plainsite.org/realitycheck/cacc/20041231.10-k.pdf
37 Mr. Vassalluzzo remains on the Credit Acceptance Board of Directors and in his individual capacity is the largest direct 

holder of CACC stock aside from founder Don Foss and CEO Brett Roberts.  His investment firm, Prescott General 
Partners LLC, is the top institutional holder of CACC stock, with over 2 million shares.  He joined Thomas N. Tryforos, 
another current Board member with Prescott ties.  There are only four Directors total; one is the CEO.
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pany expanded its Purchase Program, acquiring loans from 
dealers it had never had a relationship with before, and ending 
2007 with nearly 20% of originations from purchased loans.  As 
economic storm clouds gathered, these purchased loans were 
used to provide collateral for Credit Acceptance’s last insured 
securitizations: Credit Acceptance Auto Loan Trust (CAALT) 
2007-1 and 2007-2.  The company’s ability to continue issuing 
securitizations to finance its business was hamstrung by the 
lockup of credit markets as the mortgage crisis developed.38

The 2008 Financial Crisis

In 2008, JP Morgan Chase dropped out of Credit Acceptance’s 
sole warehouse lending facility, Warehouse Facility II, and Wells 
Fargo, the remaining investor, cut Credit Acceptance’s borrow-
ing limit by $100 million and increased its interest rate by 35 
basis points, or 0.35%.  Then, the company established another 
warehouse lending facility with Fifth Third Bank, Warehouse 
Facility III, with a borrowing limit of $50 million.  By the end 
of the year, Credit Acceptance had used all of it.  In addition, 
Credit Acceptance’s last insured securitization,  CAALT 2007-2, 
was downgraded from AAA to A- by S&P, and to A3 by 
Moody’s.  The company continued amending its forecasting 
methodology and stated that these changes were the basis for 
an 81.2% increase in its provision for credit losses.

On April 18, 2008, Credit Acceptance issued its first uninsured 
Term ABS, CAALT 2008-1, a single class of notes with a 12- 
month revolving period which received an A rating from S&P.  
Without an insurance policy, the cost to provide sufficient 
credit enhancement for an AAA rating, through either subor-
dination or overcollateralization, was prohibitively expensive.

Through 2009, Credit Acceptance was unable to fund sustain-
able growth as the effects of the 2008 financial crisis perme-
ated the marketplace, and it reduced its forecast for collec-
tions.39  In response to the financial crisis, the Federal Reserve 
Bank of New York launched the Term Asset-Backed Securities 
Loan Facility (“TALF”), which provided low-interest financing 
for the purchase of “qualifying ABS.”  One of the qualifications 
was a AAA rating by at least two of the major ratings agencies, 

38 Simultaneously, Credit Acceptance formed the captive VSC Re Company to re-insure VSCs peddled by its dealers against 
claims by car buyers.  Credit Acceptance used its formation as an excuse to use more flexible accrual accounting.

39 Credit Acceptance Corporation Press Release, August 5, 2009, “Credit Acceptance Announces Second Quarter 2009 
Earnings.”  https://www.plainsite.org/realitycheck/cacc/20090805.pr.pdf

Analyst:  And how do you read the competitive 
environment?  Is it only on unit volumes and pricing, 
or how is it that you can tell what’s going on?

Roberts:  Yes.  We can just tell from how much 
volume that we’re getting.

Analyst:  Okay.  So, you have sort of no anecdotal 
sense of what all the competitors are—.

Roberts:  —There’s always an anecdotal sense, but 
I think it’s—we rely on that much less than we do 
the actual volumes that we see every day.

Analyst:  And can you share what sort of anecdotal 
sense you have right now is?

Roberts:  I would say the anecdotal sense is that 
there is some competition returning to the market.

Analyst:  And is it at a pretty accelerated pace or is 
it pretty gradual?  What does it feel like?

Roberts:  I don’t think I—I don’t really have a good 
sense for that.  I don’t think I can assess it with that 
amount of precision.

“...the competitive environment got increasingly dif-
ficult from sort of ‘03 through ‘07...”

“...At this point, it’s still a favorable competitive en-
vironment... We don’t know at this point whether 
that’s because the competitive environment has 
now changed or whether there’s some other fac-
tors involved. So I mean, at this point it’s still... it’s still 
a very, very favorable environment for us...”

“...I think the way we think about it is we have to be 
flexible and just respond to whatever competitive 
environment that we’re dealing with... We more 
just try to pay attention to what the competitive 

Thoughts
on the

“Competitive Envrionment”
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referred to as Nationally Recognized Statistical Rating Orga-
nizations, or NRSROs.  As early as March 25, 2009 Credit Ac-
ceptance was pursuing a AAA rating on its subordinated and 
overcollateralized securities in order to qualify.40  On Decem-
ber 3, 2009, Credit Acceptance closed CAALT 2009-1 with 
an 18 month revolving period, which received an AAA rating 
from S&P and DBRS, Inc.

As part of a 2010 senior notes issuance, Credit Acceptance 
agreed to hold quarterly earnings conference calls for the first 
time.  Historically, the company had refused to hold such calls, 
stating that filings and information on the investor relations 
portion of their website were sufficient to communicate with 
investors.  According to one newspaper report, “ ‘They’re not 
going out to meet Wall Street.  They don’t do conference calls.  
If you want to meet them, you gotta go there, or send them 
an e-mail,’ said Randy Heck, a general partner at the Connect-
icut-based Goodnow Investment Group L.L.C., an institutional 
investor that manages about $600 million and has owned 
Credit Acceptance stock ‘for seven or eight years.’”41  Finally, 
after 18 years on the NASDAQ, the policy changed:

“As our long-term shareholders know, this is our first quarterly 
earnings call.  We have not held quarterly calls historically...  How-
ever, as a result of our recent senior note offering, we agreed to 
hold quarterly calls.  As we gain some experience with this new 
process, we hope to find a way to make it a productive use of 
everyone’s time.”

Much of the analysis in this report starts in 2011, roughly when 
the company began operating as we know it today.

In 2012, the Monthly Reporter of the Detroit Chapter of the 
Institute of Internal Auditors reported that Hal Hebel joined 
Credit Acceptance as the Director of Internal Audit.  From 
1997 through 2012, he had worked in the Southfield, Michi-
gan42 office of Credit Acceptance’s newest auditor Grant 
Thornton, where he “specialized in audits of publically held 
financial institutions and specialty finance companies.”  His hir-

40 Credit Acceptance Corporation Investor Document, “Select Inquiries Received Year to Date 2009.” 
https://www.plainsite.org/realitycheck/cacc/20090325.inquiries.pdf

41 Crain’s Detroit Business, May 1, 2006, “Credit Acceptance is relisted, stock hits 15-month high.”  
http://www.crainsdetroit.com/article/20060501/SUB/60428033/credit-acceptance-is-relisted-stock-hits-15-month-high

42 Credit Acceptance is a specialty finance company with its headquarters located at 25505 West Twelve Mile Road in 
Southfield, Michigan.

environment is like and then try to price (inaudible) 
achieve the highest level of economic profit that 
we can...”

“...It’s probably going to be a while before we see 
a competitive environment as difficult as 2007...”

“...the thing that we can’t forecast is what the com-
petitive environment will look like.  And we—our 
advance rates just respond to the competitive envi-
ronment. So the tougher the competitive environ-
ment is, the higher the advance rate will be...”

“...I mean, we don’t really have a forecast of what 
the competitive environment is going to do...”

“...[Dealer attrition] is affected by the overall mar-
ket, so the competitive marketplace...”

“I think it’s safe to say it’s more competitive than 
it was during the financial—during the, you know, 
2009 period, for example.”

“We’re happy with the volume and the profitability 
of the business we’re writing right now, so we’re 
therefore happy with the competitive environ-
ment.”

“In terms of how much [growth is due to] competi-
tion, how much is pricing, how much is all the other 
things we’re trying to do—I think it’s pretty hard to 
separate those.”

“The competitive environment goes through vari-
ous cycles.  And if it gets more competitive, we 
might have to increase advance rates.  If it doesn’t, 
we won’t.

“It’s hard to predict the future. All we can do is look 
at the last quarter.  We obviously originated a lot of 
loans last quarter, and we’re happy with the profit-
ability.  So, that’s really our best assessment of the 
competitive environment is just looking backwards 
and saying, how did we do last quarter?  We’re 
pretty happy with the result.”

Source: Credit Acceptance Corporation Earnings Call 
Transcripts

12
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ing continued a Credit Acceptance tradition of bringing in management from financial 
partners, starting with William Blair & Company’s Thomas Fitzsimmons joining the 
Credit Acceptance Board, and followed by Treasurer Doug Busk joining in November 
1996 from Comerica Bank.

By 2014, founder Don Foss continued a pattern of extracting funds from the com-
pany through share repurchases, and escalated his involvement in CARite (one of 
Credit Acceptance’s top accounts), poaching Credit Acceptance’s Chief Administra-
tive Officer, John Neary, to be CARite’s CEO.  In 2015, as he was being inducted into 
a used car “hall of fame,” Foss suggested that he wanted to replace Credit Acceptance 
with CARite:

“If I could do it all over again, starting today, how would I want to do it?  The answer 
was that I’d want to have one brand.  I’d want to sell better cars, newer cars, lower 
miles with a better customer experience...  A few years ago, I started another venture 
called CARite.  It’s a network of branded used-car dealerships with a captive subprime 
leasing company...”43

When the Board of Directors caught wind of Foss’s intention to take CARite public, it 
was forced to issue a disclosure regarding “actual or perceived conflicts of interest.”44 
Viewed by his own company as a nuisance and a liability, Foss was forced into an early 
retirement and sold 660,000 CACC shares for $128 million.45

How The Company Works

Origination

Credit Acceptance issued the most current versions of its Portfolio Program and Pur-
chase Program contracts for used car dealers in 2007.  These contracts, called Dealer 
Service Agreements, outline the relationship between the company and each dealer, 
how loans are to be assigned between them, and how funds flow between borrow-
ers, Credit Acceptance, and each dealer.

Each Dealer Service Agreement also designates a Dealer Lot Number (DLN), a 
three-character identifier (e.g. “AB3”) used to group loans throughout their lifecycle: 
application, forecasting, advance/purchase, collections, and securitization.  Accord-
ingly, pools of loans and dealer ratings in Credit Acceptance’s internal systems cor-
respond to a specific DLN.  Although a dealer may have more than one DLN, each 

43 Used Car News, June 1, 2015, “Leasing Becomes Better Option for Some Dealers.” 
https://www.plainsite.org/realitycheck/cacc/20150601.usedcar.pdf

44 SEC Form 10-Q, June 30, 2016, Page 30.  https://www.plainsite.org/realitycheck/cacc/20160630.10-q.pdf
45 Bloomberg News, May 4, 2017, “As Inventor of Subprime Car Loans Exits, Critics Smell a Lemon.” 

https://www.bloomberg.com/news/articles/2017-05-04/as-inventor-of-subprime-car-loans-exits-critics-smell-a-lemon

Key Term
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DLN is considered a unique dealer 
for accounting purposes.  Subse-
quent references to a “dealer” in 
this report will therefore indicate 
a unique dealer as identified by 
DLN.

As mentioned previously, a DLN 
may have one or more associated 
loan pools based on the associat-
ed dealer’s program participation.  
According to Credit Acceptance’s 
Dealer Service Agreement there 
are three types of loans, described 
below.

Portfolio Program: Dealer Loans

Dealer Loans are loans to used car dealers secured by Retail Installment Contracts 
(RICs), servicing rights46, and cross-collateralization47 rights.  Dealer Loans are placed 
into sequential dealer pools as a dealer “caps” or closes each pool of 100 loans.  When 
a dealer closes its first pool of 100 loans, the dealer becomes eligible for “Portfolio 
Profit”48 and “Portfolio Profit Express”49 payments later on.  These payments consti-
tute “dealer holdback,” and are subject to Credit Acceptance’s cross-collateralization 
rights, which allow the company to retain (i.e. to avoid paying) up to 100% of any 
dealer holdback under certain circumstances, such as not closing a pool.50

Dealer holdback payments are calculated on a pool-by-pool basis.  For dealer rating 
and accounting purposes, dealer pools are grouped by DLN to facilitate dealer-by-
dealer calculations.  This is important because a dealer may stop receiving dealer 
holdback payments on all pools if any pool’s loans underperform.  The company’s 

46 Credit Acceptance charges a 20% servicing fee.  However, Credit Acceptance also retains 100% of collections until 
its loan to the dealer is repaid.  After the loan is repaid, Credit Acceptance retains only the 20% servicing fee unless it 
exercises its cross-collateralization rights.

47 In a broad sense, cross-collateralization refers to the ability to offset losses from one loan with gains from another.  
Cross-collateralization between separate pools is eliminated when pools are securitized in different ABSes or warehouse 
lending facilities.

48 Portfolio Profit represents a dealer’s 80% share of collections after Credit Acceptance’s loan has been repaid.
49 Portfolio Profit Express payments are up-front payments of approximately 25% of future Portfolio Profit payments.  

Dealers may elect to defer their initial enrollment fees in exchange for 50% of their initial Portfolio Profit Express pay-
ment, reducing the up-front payment to approximately 12.5% of future Portfolio Profit payments.  During the first year 
this option became available, 1,277 dealers elected to defer their initial enrollment fees.  Of those 1,277 dealers, only 13 
became eligible for Portfolio Profit payments by the end of the year.

50 Within each dealer pool, performing RICs securing Dealer Loans are identified as “R Lot Receivables.”  Delinquent RICs 
securing dealer loans are identified as “C Lot Receivables:” either RICs with balances that are 90 days overdue or RICs 
where the vehicle has been repossessed, sold at auction, and the proceeds received by Credit Acceptance.  If a dealer 
has multiple Dealer Loan pools, and if any of those Dealer Loan pools has a Dealer Loan balance that exceeds that 
Dealer Loan pool’s R Lot Receivables balance, the company can use collections from any or all the dealer’s other Dealer 
Loan pools to pay down the deficient Dealer Loan balance until it is lower than its associated R Lot Receivables balance.
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response to a comment letter by SEC staff states, “The amount of these payments, 
if any, are dependent upon collection performance of all of the dealer’s underlying 
consumer loans, not just those in a given pool.”51

Purchase Program: Purchased Loans52

Purchased Loans are payments to dealers for outright purchases of RICs.  Purchased 
Loans are placed into a single pool that is never capped.  Purchased Loan pools are 
uniquely identified by their originating DLN for dealer rating purposes.  For account-
ing purposes, every Purchased Loan is aggregated by the month and year of vehicle 
purchase, regardless of DLN.  In effect, every month and year group (e.g. April 2017) 
is one giant pool.  Credit Acceptance does not make further dealer holdback pay-
ments on Purchased Loans once they are placed into a Purchased Loan pool.  Col-
lection shortages are borne by the company.

Collection Only Loans

Collection Only Loans are a minor part of the business and are placed into a single 
pool that is never capped.  The company’s interest in the loan is limited to servicing; 
after servicing fees are deducted, loan proceeds are paid.  Credit Acceptance does 
not report these loans separately on its financial statements.

Unless otherwise noted, subsequent references in this report to Dealer Loan pools 
or Purchased Loan pools will refer to pools as they are grouped for accounting pur-
poses: by DLN for the former and by vehicle purchase month and year pairing for 
the latter.

Underwriting

Credit Acceptance’s underwriting process has three key components:

• Incentives for dealers to prevent fraudulent loans: Dealers are incentivized by fu-
ture dealer holdback payments to screen out bad or fraudulent loans.  (The 
company’s history demonstrates that it has often undermined these incentives by 
focusing on rapid dealer growth while withholding dealer holdback since many 
dealers cannot achieve a 100-loan pool, leading to low dealer commitment.)  His-
torical loan data, deal structure, and borrower information are used to decrease 
dealer profits on riskier loans.

• Acquiring borrower information sufficient for effective collections: The next line of 
defense against losses is the “funding team” at the Dealer Service Center, which 

51 Credit Acceptance Corporation Letter, March 21, 2016. 
https://www.sec.gov/Archives/edgar/data/885550/000088555016000094/filename1.htm

52 This program was initially piloted as a “No Dealer Holdback” program in 2005.



16 Credit Acceptance Corporation: Part II

reviews and approves stipulations, or additional information requests, after initial 
loan approval.  Responses to these requests support future repossessions and 
deficiency collections.

• GPS-enabled vehicle cut-off switches: Credit Acceptance’s final line of defense 
against non-payment is its use of GPS cut-off switches.  Approximately one-third 
of vehicles funded by Credit Acceptance have a GPS system with a starter inter-
rupter device.  As discussed in Part 1, Credit Acceptance dealers can manipulate 
vehicle quality and pricing to close deals that may otherwise be unprofitable.  If 
vehicles are ultimately repossessed, actual proceeds fall far short of expectations, 
giving the company a strong incentive to ensure that customers continue to make 
loan payments.

Financing

Like many large companies, Credit Acceptance has different ways of financing its 
short-term and long-term capital needs.  To facilitate its lending operations, the com-
pany must borrow heavily from capital markets.

Short-Term Financing Options Long-Term Financing Options

• Secured Line of Credit: A simple lending arrange-
ment provided by a syndicate of banks that allows 
for short-term borrowing up to a pre-set limit, gen-
erally secured by company assets not released to 
warehouses and securitizations

• Warehouse Lending Facilities: Revolving credit 
lending arrangements backed by specific, examined 
collateral assets, which can service an unlimited 
loan volume

• Securitization: A complex arrangement that al-
lows investors to buy pieces of tradable securities 
underwritten by assets such as mortgages, credit 
card debt, student debt, or car loans (among other 
possibilities)

• Senior Notes: Corporate bonds

Short-Term

Credit Acceptance finances its lending in the short-term through a secured line of 
credit and warehouse lending facilities.53  The secured line of credit is provided by a 
syndicate of financial institutions.  Many of these financial institutions have relation-
ships with Credit Acceptance in addition to their participation in the syndicate.  The 
same is true for Credit Acceptance’s warehouse lenders.

A secured line of credit does not typically involve the examination of the quality of 
the specific loans that make up the collateral.  In contrast, warehouse lenders receive 
a list of loans and make lending decisions based on the quality of those loans (the col-
lateral).  Secured line of credit lenders tend to focus more on the credit quality of the 
borrowing party itself.  On the other hand, one benefit of using a warehouse lending 
facility is that borrowing capacity is paid for in advance, so there is a “use it or lose it” 
53 Credit Acceptance also has two senior note issuances outstanding, but these have been used to finance share repur-

chases rather than their lending operations.
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aspect to the arrangement.  

Credit Acceptance has structured its warehouse lending facilities as follows:

1. Credit Acceptance Corporation creates a subsidiary, typically called “CAC Ware-
house Funding LLC” followed by a roman numeral, e.g. CAC Warehouse Funding 
LLC V.

2. Credit Acceptance Corporation sells Dealer Loan pools or Purchased Loans to 
the new subsidiary.

3. A lender, such as Wells Fargo, loans (effectively, “advances”) CAC Warehouse 
Funding LLC V a percentage, typically 80%, of the Net Book Value of the Dealer 
Loan pools and Purchased Loans sold to CAC Warehouse Funding LLC V, up to a 
pre-set limit, such as $100 million.  The proceeds of the advance are used to fund 
the sale of Dealer Loan pools or Purchased Loans to CAC Warehouse Funding 
LLC V.  These proceeds are available to Credit Acceptance.

4. Credit Acceptance services the loans sold to CAC Warehouse Funding LLC V.

5. CAC Warehouse Funding LLC V pays the lender interest, typically at a variable 
rate, for any outstanding advances.  CAC Warehouse Funding LLC V also pays the 
institutional lender or commercial paper facility for any portion of the pre-set lim-
it that is unused.  The advances are repaid through collections from borrowers.54  

Long-Term

Credit Acceptance finances its lending operation in the long-term through asset-
backed securities.  Prior to the 2008 financial crisis, Credit Acceptance issued “AAA” 
rated ABSes that were credit-enhanced with bond insurance.  Once the bond insur-
ance marketplace collapsed during the financial crisis, this was no longer an option, 
and the company’s initial rating for its highest tranche fell to “A.”

It is crucial to note that ABS ratings only reflect the risk that a particular ABS might 
not pay back amounts due to bondholders, often based upon a rating agency’s formu-
la represented in a spreadsheet.  ABS ratings do not necessarily reflect the creditwor-
thiness of the sponsoring company, its business practices, or its management.  Credit 
Acceptance is itself rated BB even while its top-tier ABS tranches are rated AAA.

From 2008 on, Credit Acceptance began issuing ABSes with other credit enhance-
ments including subordination, overcollateralization, excess spread, and a reserve ac-
count.  Attorney and subprime auto specialist Joseph Cioffi explains how these credit 
enhancements work (and sometimes don’t) on his Credit Chronometer blog:55

54 In practice, the reality is more complex.  These advances are often paid by more borrowing in the form of long-term 
securitization.

55 Davis & Gilbert LLP, October 6, 2017, “Subprime Surprise? Subprime Auto Overcollateralization May Not Be Overly 
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“Subprime auto ABS issuers use the same types of 
credit enhancements that were common in subprime 
RMBS, including [overcollateralization], excess spread 
and subordination.  [Overcollateralization] exists 
where additional collateral (pooled loans) is placed 
in the deal so that the aggregate principal of the col-
lateral exceeds the aggregate principal of the certifi-
cates issued to ABS investors.  The purpose of [over-
collateralization] is for inflowing principal and interest 
payments on the [overcollateralization] to allow pay-
ments to continue to investors even when borrowers 
default or are late on payments.  Excess spread is the 
difference between the interest on the collateral and 
the coupon paid on the certificates held by ABS inves-
tors.   The idea is that funds provided by the excess 
spread will be available to help pay investors if bor-
rowers default.  Subordination reflects where losses 
are first allocated to lower tranches before reaching 
senior levels.”

After 2011, Credit Acceptance’s use of securitiza-
tion grew at a rapid clip, from approximately $330 
million outstanding to over $3 billion outstanding.  

ABSes also grew as a percent of Credit Acceptance’s total outstanding debt, from 
33% to nearly 80%.  Credit Acceptance issued 15 ABSes between 2011 and 2017.

With two exceptions56, Credit Acceptance has structured its ABSes accordingly:

1. Credit Acceptance creates a subsidiary, typically “Credit Acceptance Funding LLC” 
followed by the year and the issue number.  For example, the entity created for 
the second ABS of 2015 would be called Credit Acceptance Funding LLC 2015-2.

Protective.”  http://creditchronometer.com/the-state-of-auto-loans/
56 CAALT 2008-1 was a single tranche issuance.  On February 26, 2016, Credit Acceptance announced that it had entered 

into a deal for CAALT 2016-1, “a $385.0 million asset-backed non-recourse secured financing” with Wells Fargo and 
Bank of Montreal (BMO).  This security featured a highly unusual structure: a hybrid with all the costs of a warehouse 
facility, but with all the downside of a Term ABS.

Term ABS Characteristics Warehouse Characteristics

• Credit Acceptance Funding LLC 2016-1 was organized 
by U.S. Bank Trust NA, which serves as the trustee for 
term securitizations, but plays no role in warehouse 
lending

• $481.4 million in loans were sold by Credit Acceptance 
Corporation to Credit Acceptance Funding LLC 2016-
1

• Credit Acceptance Funding LLC 2016-1 pledged the 
loans to Wells Fargo and BMO under a loan and secu-
rity agreement

• Wells Fargo loaned Credit Acceptance $350 million; 
BMO loaned $35 million

• A 24-month revolving period after which the facility 
begins amortizing

• A variable interest rate: one-month LIBOR plus 195 
basis points

Table 1: Credit Acceptance ABS Issuances
Year ABS Issuances (in Millions)

2003 $100.00

2004 $100.00

2005 $0.00

2006 $200.00

2007 $200.00

2008 $150.00

2009 $113.80

2010 $101.40

2011 $200.66

2012 $453.44

2013 $350.35

2014 $649.78

2015 $600.83

2016 $1,085.22

2017 $1,150.00

2018 (Through February) $500.00

Sources: S&P RatingsDirect, DBRS, Kroll, Moody’s, SEC Form 10-Q 
(June 30, 2003 and June 30, 2008)
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2. Credit Acceptance creates a Delaware Statutory Trust called “Credit Acceptance 
Auto Loan Trust”57 with the same year/issue identifier as the LLC.  The acronym 
for these trusts, CAALT, is often used to identify Credit Acceptance’s ABSes (and 
despite the confusing acronym, does not refer to the word “alternative”).  For 
example, the second ABS issued in 2015 would be identified as CAALT 2015-2.  

57 Prior to 2008, Credit Acceptance’s securitizations and trusts were identified as “Credit Acceptance Auto Dealer Loan 
Trust” or “CAADLT.”  Wells Fargo, the indenture trustee, backup servicer, and initial purchaser, has underwritten these 
deals since 2003 and continues to list servicing documents under “Credit Acceptance Auto Dealer Loan Trust” on their 
trust document portal at https://crm.wellsfargo.com/a/serieslist.html?shelfId=CAADLT.

Table 2: Credit Acceptance ABS Ratings and Initial Purchasers 
Ratings Agencies

Class A Initial Ratings Initial Purchasers

ABS 
Series

S&P DBRS Kroll Moody’s

2003-1 AA 41

2004-1 AAA Aaa 41

2006-1 AAA Aaa 41

2006-2 AAA Aaa 41

2007-1 AAA Aaa 41 49

2007-2 AAA Aaa 41 49

2008-1 A 42

2009-1 AAA AAA 42

2010-1 AAA AAA 42 44

2011-1 AAA AAA 42 45 48

2012-1 AAA AAA 42 45 48

2012-2 AAA AAA 42 45 48

2013-1 AAA AAA AAA 42 46 48

2013-2 AAA AAA 42 46 48

2014-1 AAA AAA 42 46 48

2014-2 AAA AAA 42 46 48

2015-1 AAA AAA 42 46 48

2015-2 AAA AAA 42 46 48

2016-1 43 47

2016-2 AAA AAA 42 46 48

2016-3 AAA AAA 42 46 48

2017-1 AAA AAA 42 46 48

2017-2 AAA AAA Aaa 42 45 48

2017-3 AAA AAA Aaa 42 45 48 410

2018-1 AAA Aaa 42 45 48 410

1 Wachovia Securities, Inc. or Wachovia Capital Markets, LLC
2 Wells Fargo Securities, LLC
3 Wells Fargo Bank, NA
4 Deutsche Bank Securities, Inc.
5 BMO Capital Markets Corp.

6 BMO Capital Markets GKST, Inc.
7 Bank of Montreal
8 Fifth Third Securities, Inc.
9 JPMorgan Securities, Inc.
10 Credit Suisse Securities (USA), LLC
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Both the Trust and the LLC subsidiary are consolidated into Credit Acceptance 
Corporation for accounting purposes.

3. Credit Acceptance sells Dealer Loan pools and Purchased Loans to Credit Ac-
ceptance Funding LLC 2015-2.  For Dealer Loan pools, Credit Acceptance secu-
ritizes only the portion of loans involving advances it makes directly to dealers.

4. Credit Acceptance Funding LLC 2015-2 sells the Dealer Loan pools and Pur-
chased Loans to CAALT 2015-2 in exchange for cash and a certificate.  The 
certificate entitles Credit Acceptance Funding LLC 2015-2 to monthly collections 
in excess of interest payments, principal re-investments, and other deductions as 
defined in the deal agreements.

5. The first financial institutions to invest in the ABS issued by the CAALT are called 
the initial purchasers (for example, Wells Fargo Securities, LLC or BMO Capital 
Markets/GKST Inc.).58  The purchase price is based on the advances:  a percentage 
of the Net Book Value of the Dealer Loan pools and Purchased Loans sold to 
the Trust.  The proceeds of the ABS sale are used to fund the sale of loans to the 
CAALT.  The proceeds are available to Credit Acceptance Corporation.

6. Credit Acceptance Corporation services the loans sold to the CAALT.

7. For the initial 24-month period after closing (“the revolving period”), the CAALT 
makes interest payments to ABS holders.  As borrowers pay down principal bal-
ances, collections are used to purchase new loans.  As borrowers become delin-
quent, Credit Acceptance is required to contribute additional new loans.

8. Collections are used to make interest payments to ABS holders until the re-
volving period is over.  Within two business days of each collection on a Dealer 
Loan pool or Purchased Loan that has been securitized, Credit Acceptance must 
transfer those collections to a trust account maintained by the ABS indenture 
trustee.  Effecting these transfers in a reliable manner is of paramount importance 
to Credit Acceptance in order to maintain both AAA ratings and adequate cash 
flow.  Once the revolving period is over, the principal balance of the ABS is paid 
down.  This is referred to as “the amortization period.”

The securitization process is complex, but the benefits ultimately outweigh the costs: 
Credit Acceptance is able to raise hundreds of millions of dollars at a time from Wall 
Street to fund its lending operations.  With each new ABS, the company typically in-
volves at least two third-party ratings agencies to evaluate underlying asset risk.  As 
illustrated by Table 2, at various points in time, Credit Acceptance ABSes have been 
rated by S&P, DBRS, Kroll and Moody’s.  Each ratings agency has its own proprietary 
mix of quantitative and qualitative measures that it employs to assign a grade to each 
tranche of a security.  These methodologies have varying levels of transparency.59

58 BMO Capital Markets/GKST, Inc. specializes in municipal bonds.  Possibly due to company politics, BMO participated in 
CAALT transactions using this entity because it was Chicago-based, while BMO Capital Markets Corp. is in New York.

59 Many credit reports from Moody’s are not public and can cost anywhere from $200 to $750 per report.  Recent S&P 
RatingsDirect reports are publicly available, but accessing archived reports, to the extent that they are even available, can 
require a subscription costing tens of thousands of dollars per year.  Shockingly, Kroll told us that it deletes its old reports 
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Measuring Credit Acceptance’s Solvency

Liquidation Method

One way to evaluate the solvency of a going concern is to ask the question, “Were 
the entity liquidated tomorrow, would the sale of its assets generate enough cash to 
cover its liabilities?”  In the case of Credit Acceptance, we believe the answer is “no,” 
for reasons that should be clear by the end of this report.  In the absence of a com-
prehensive and accurate liquidation analysis, which would require data Credit Accep-
tance does not make available, we offer an analysis that examines known data points.

Empirical Data Method

Cash Position: Almost No Unrestricted Cash On Hand

For a multi-billion dollar lender with over a thousand employees, Credit Acceptance 
Corporation has almost no unrestricted cash on hand.  It reported $4.9 million in 
cash as of September 30, 2017, down from $14.6 million at the end of 2016.60

According to data from FinViz.com,61 as of January 27, 2018, the price-to-cash ratio 
for CACC is an astronomical 1,459.42, meaning that the company’s cash on hand 
represents 0.068% of its $7.284 billion market capitalization.  It has the highest price-
to-cash ratio by far of any American publicly traded company in the financial sector 
offering credit services.62  The average price-to-cash ratio for the 42 credit services 
companies in the financial sector is 62.42; if Credit Acceptance is excluded, that aver-
age drops to 25.66.  The median price-to-cash ratio for the credit services industry 
is just 6.32.  Put another way, on average, other companies in the same industry have 
an amount equivalent to about 3.8% of their market capitalization in unrestricted 
cash—more than fifteen times as much as Credit Acceptance has.

It is of course important to view any single stock metric in context.  Credit Accep-
tance has recently benefited from a high stock price in historical terms, which has 
inflated the numerator (price) in the price-to-cash ratio.  Even with a stock price half 
of its peak value, the company would still boast the highest price-to-cash ratio in the 
credit services industry (where many companies have similar price-to-earnings ra-
tios).  Yet with $4.9 million cash on hand and 1,609 “team members” in 2016,63 it is not 
even clear how the company is making payroll without using borrowed cash, let alone 

once an ABS has begun its amortization period.  We were therefore unable to obtain certain Kroll pre-sale reports.
60 SEC Form 10-Q, September 30, 2017.  https://www.plainsite.org/realitycheck/cacc/20170930.10-q.pdf
61 See Appendix D, Table 11.  Data from FinViz Stock Screener, accessed January 27, 2018.  Select “P/C” in “Settings.” 

https://www.finviz.com/screener.ashx?v=151&f=geo_usa,ind_creditservices,sec_financial&o=ticker
62 The next-highest values are Manhattan Bridge Capital, Inc. (LOAN) at 489.48 and Regional Management Corporation 

(RM) at 64.52, leaving Credit Acceptance in a league of its own.
63 SEC Form 10-K, December 31, 2016, Page 12.  https://www.plainsite.org/realitycheck/cacc/20161231.10-k.pdf
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financing other core operations.  This has not been explicitly disclosed to investors.

That the company is operating on so little unrestricted cash is consistent with the 
steady drumbeat of news about the state of the subprime auto industry in general, 
for as fewer borrowers pay their bills, cash is harder to come by.  As of December 21, 
2017, Bloomberg News reported, “Subprime Auto Defaults Are Soaring, and PE Firms 
Have No Way Out.”64  A month later, a headline from the same publication read, 
“Worthless Auto Trade-Ins Signal Riskier Loans.”65

Were the company to be held broadly liable for Truth In Lending violations of the kind 
discussed in Part I of this report beyond those already identified by the New York 
City Department of Consumer Affairs (DCA), it is not clear that Credit Acceptance 
would even have the cash on hand to pay the penalties.  So far, the company has 
emerged relatively unscathed, but only due to the narrow scope of investigations.  The 
DCA, which focused on specific used car dealers, forced Credit Acceptance to make 
restitution on 12 individual loans in amounts ranging from $3,500.00 to over $11,000 
per loan, and threatened a future civil penalty of $500.00 for future violations of the 
Consent Order’s terms.66  Future Consent Orders may not be so forgiving.

Dependency Upon Litigation Efforts: Steadily Increasing

For decades, Credit Acceptance 
has filed lawsuits in state and local 
courts to effect delinquency col-
lections via garnishment orders, as 
described in Part I of this report.  
Further analysis of the demand 
amounts specified in those law-
suits’ dockets, all of which are from 
Michigan’s 36th District Court 
(which covers Detroit), shows 
that the amounts being fought 
over have grown almost linearly 
since 1995 and have tripled to an 
average of about $9,000 per law-
suit over a twenty-year period, far 
exceeding inflation.  This steady 
increase in demand amounts has 

coincided with a massive increase in the number of lawsuits filed in the District since 

64 Bloomberg News, December 21, 2017, “Subprime Auto Defaults Are Soaring, and PE Firms Have No Way Out.” 
https://www.bloomberg.com/news/articles/2017-12-21/subprime-auto-defaults-are-soaring-and-pe-firms-have-no-way-out

65 Bloomberg News, January 25, 2018.  “Worthless Auto Trade-Ins Signal Riskier Loans.” 
https://www.bloomberg.com/news/articles/2018-01-25/underwater-on-your-trade-in-no-problem-u-s-car-lenders-say

66 New York City Department of Consumer Affairs Consent Order, OATH Index No. 172381, September 11, 2017. 
https://a860-openrecords.nyc.gov/response/64293?token=db4a8043728a4dc09916801fe2b300b7
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2008.

If the Credit Acceptance business model were succeeding, the amount of money it 
sought to recover from lawsuits would be going consistently down or perhaps staying 
level, but not rising.  The company has led shareholders to believe that its Forecasted 
Collection Rate—the lynchpin of its business in many ways—is generally accurate 
with immaterial variances.  Yet the Forecasted Collection Rate has fallen consistently 
since 2009, from 79.4% to 65.1% in 2016,67 while average litigation demand amounts 
have increased by 50% (alongside frequency) during the same period, giving the ap-
pearance that the company’s Detroit litigation level correlates inversely with collec-
tions success.  We have already shown in Part I that a surprising number of borrowers 
take more than twenty years to fully discharge their garnishment orders.  Therefore, 
if litigation is inversely correlated with collections success and it is a notoriously slow 
process, one might also ask why the company continues to litigate more and more.

Vehicle Repossessions: 35% of Loans Already Defaulting, Maybe More

Over the past decade, Credit Acceptance has offered few disclosures regarding re-
possessions.  In 2015, Treasurer Douglas Busk confirmed that approximately 35% 
of all vehicles financed by Credit Acceptance are repossessed.68  In other words, at 
that time, Credit Acceptance had an approximately 35% default rate69 on its loans, 
roughly consistent with its reported 67.8% Forecasted Collection Rate that year.70  In 
2016, Credit Acceptance stated that it books loans with 120-month lives regardless 
of actual loan term,71 allowing the company up to twice a loan’s contractual term to 
perform repossessions and deficiency collections, without write-offs.  

S&P Global Ratings has noted that peak losses to CAALT ABSes occur around month 
26.72  On average, the company repossesses vehicles within 15 days of a borrower’s 
second missed monthly payment.  This is consistent with our analysis showing that 
repossession sales within the first three years of loan origination rarely recover the 
principal and interest balance on a RIC and repossession sales within the first year 
generally result in a deficiency balance and a loss to Credit Acceptance.  Viewed an-
other way, as loan periods have grown over time, in turn lowering average monthly 
payments, the company’s ability to cover its advances to dealers has also dropped.73

67 SEC Form 10-K, December 31, 2016, Page 25.  https://www.plainsite.org/realitycheck/cacc/20161231.10-k.pdf
68 Credit Acceptance Corporation Q3 2015 Earnings Call Transcript, October 29, 2015. 

https://www.plainsite.org/realitycheck/cacc/20151029.transcript.pdf
69 This does not necessarily indicate that 35% of vehicles are repossessed and sold.  Credit Acceptance allows third-party 

contractors, who work on a contingency basis, to attempt collections on the past-due balance.  If the collections are suc-
cessful, the vehicle may be returned to the borrower.  Otherwise, the vehicle is sold at auction.

70 SEC Form 10-K, December 31, 2015, Page 25.  https://www.plainsite.org/realitycheck/cacc/20151231.10-k.pdf
71 SEC Form 10-Q, June 30, 2016, Page 8.  https://www.plainsite.org/realitycheck/cacc/20160630.10-q.pdf
72 S&P Global Ratings CAALT 2017-3 Presale Report, October 12, 2017, Chart 5.  See also S&P Global Ratings CAALT 

2018-1 Presale Report, February 7, 2018, Chart 5.
73 Between 50 to 60% of loans are sold with a Vehicle Service Contract which, by virtue of being a VSC, is uncollateral-

ized.  Additionally, VSCs are entirely refundable when a vehicle is repossessed, causing an instant loss of any remaining 
premiums.

Key Term
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In Table 3, we compiled data that shows when loans are paying off.  The “Payback Peri-
od” is the time necessary to repay Credit Acceptance’s dealer advance from monthly 
borrower payments.74  The “Profit Period” is the time required in subsequent months 
to fully cover the spread (the total of the loan’s principal and interest, its forecasted 
loss, and the advance).

Used car depreciation rates aren’t helping Credit Acceptance.  Since many repos-
sessed cars are sold at auction, repossessions bring in more cash for the company 
when used car prices are high overall (or when depreciation is low), and less when 
used car prices are low (or when depreciation is high).  According to CEO Brett Rob-
erts, repossession sales between 2009 and 2011 brought in proceeds much higher 
than normal,75 possibly due to the federal Car Allowance Rebate System (CARS) 
program, known as “cash for clunkers,” signed into law in July 2009.

By 2016, used car prices began to decline sharply.  In the company’s Q3 2016 earnings 

74 Overall, the Payback Period tripled between 1992 and 2017, with an island of stability from 1996 through 2006, due to 
decreasing quality of the dealer base.

75 Credit Acceptance Corporation Q4 2016 Earnings Call Transcript, January 31, 2017. 
https://www.plainsite.org/realitycheck/cacc/20170131.transcript.pdf

Table 3: PlainSite Analysis of Performance Program RIC Per Loan Average Figures 

Period
Principal & 

Interest
Forecasted 

Loss Advance Spread Monthly Payment Payback Period Profit Period
Q1 2012 $15,166.47 $(4,474.11) $(6,824.91) $3,867.45 $322.69  21 Months  12 Months 
Q2 2012 $15,621.96 $(4,467.88) $(7,154.86) $3,999.22 $332.38  22 Months  12 Months
Q3 2012 $15,194.96 $(4,467.32) $(6,974.49) $3,753.15 $323.30  22 Months  12 Months 
Q4 2012 $15,794.46 $(4,454.04) $(7,312.84) $4,027.59 $336.05  22 Months  12 Months 
Q1 2013 $14,879.64 $(4,240.70) $(7,023.19) $3,615.75 $316.59  22 Months  11 Months 
Q2 2013 $15,411.68 $(4,284.45) $(7,305.14) $3,822.10 $327.91  22 Months  12 Months 
Q3 2013 $15,301.77 $(4,315.10) $(7,253.04) $3,733.63 $325.57  22 Months  11 Months 
Q4 2013 $15,031.91 $(4,239.00) $(7,155.19) $3,637.72 $319.83  22 Months  11 Months 
Q1 2014 $14,692.19 $(4,128.51) $(7,037.56) $3,526.13 $312.60  23 Months  11 Months 
Q2 2014 $15,163.24 $(4,169.89) $(7,293.52) $3,699.83 $322.62  23 Months  11 Months
Q3 2014 $15,123.52 $(4,264.83) $(7,274.41) $3,584.27 $321.78  23 Months  11 Months 
Q4 2014 $15,549.75 $(4,664.92) $(7,417.23) $3,467.59 $320.61  23 Months  11 Months
Q1 2015 $15,713.06 $(4,918.19) $(7,180.87) $3,614.00 $320.02  22 Months  11 Months
Q2 2015 $15,527.48 $(4,999.85) $(7,033.95) $3,493.68 $312.42  23 Months  11 Months 
Q3 2015 $15,236.53 $(5,104.24) $(6,658.37) $3,473.93 $302.91  22 Months  11 Months 
Q4 2015 $14,941.44 $(5,065.15) $(6,648.94) $3,227.35 $296.46  22 Months  11 Months
Q1 2016 $15,388.07 $(5,155.00) $(6,724.59) $3,508.48 $299.96  22 Months  12 Months 
Q2 2016 $16,607.94 $(5,630.09) $(7,357.32) $3,620.53 $312.18  24 Months  12 Months
Q3 2016 $17,089.57 $(5,947.17) $(7,570.68) $3,571.72 $318.84  24 Months  11 Months
Q4 2016 $17,529.54 $(6,363.22) $(7,502.64) $3,663.67 $330.75  23 Months  11 Months 
Q1 2017 $18,008.71 $(6,483.14) $(7,725.74) $3,799.84 $333.49  23 Months  11 Months 
Q2 2017 $18,764.97 $(6,680.33) $(8,162.76) $3,921.88 $347.50  23 Months  11 Months 
Q3 2017 $19,417.98 $(7,009.89) $(8,388.57) $4,019.52 $353.05  24 Months  11 Months 
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call,76 CFO Ken Booth stated that used vehicle values were dropping, and that repos-
session proceeds were a small portion of forecasted cash flows.

“What we’ve seen so far this year is a steeper decline in terms of the depreciation on 
the vehicles in our portfolio...probably the steepest declines this year going back to, I 
think 2008 was the last time we saw depreciation this steep...”

In the company’s Q4 2016 earnings call, Roberts also stated that repossession pro-
ceeds, as a percent of Forecasted Collections, had been reduced by approximately 
“300 basis points,” or 3.00%, since their peak in 2011.  Should used car prices fall even 
further, the company could suffer an additional hit to revenues from auction sales.

Dealer Holdback: Potentially Already Zero for 2015

Since dealer holdback is paid to dealers based on actual collections long after con-
sumer loans are originated, it acts as Credit Acceptance’s buffer against issuing provi-
sions for losses.  Once bad loans have eaten through dealer holdback, in which case 
actual collections must be worse than predicted according to the Forecasted Collec-
tion Rate, the company is on the hook for losses.

For example, at the outset of the loan origination process, Credit Acceptance might 
advance $3,000 on a three-year loan expected to generate $10,000 in total cash 
flow.  The company therefore calculates a yield, or an internal rate of return, based on 
$3,000 of “expected cash flow.”  The remaining $7,000 (ignoring Credit Acceptance’s 
20% servicing fee for the sake of simplicity) is considered projected dealer holdback 
payments.  In Year 2, based on payment history, Credit Acceptance determines that 
total cash flow on this loan will only be $3,100.  Projected dealer holdback payments 
are now only $100, but expected cash flow remains the same at $3,000.  The com-
pany is not required to book a provision for loss because the two components of net 
asset value, expected cash flow and yield, have not changed.  In other words, yield is 
not adjusted downward and expected cash flow is not impacted unless loan perfor-
mance is so bad that the dealer holdback payments buffer is wiped out.

It appears that Credit Acceptance’s unusual prescience in its ability to forecast losses 
is not so much a factor of its methodology as it is the wide margin of error it has al-
lowed itself.  Using data from SEC filings that the company began reporting in 2011 
(see Appendix D, Table 15), we attempted to isolate the impact of dealer holdback on 
profitability.  According to our analysis, for the cohort of loans outstanding at the end 
of 2016, Credit Acceptance forecasted losses of nearly $6 billion.  Over $5 billion was 
taken out of future dealer holdback to maintain Credit Acceptance’s spread, leaving a 
$1 billion buffer remaining.

76 Credit Acceptance Corporation Q3 2016 Earnings Call Transcript, November 1, 2016. 
https://www.plainsite.org/realitycheck/cacc/20161101.transcript.pdf
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Table 4: PlainSite Analysis of Dealer Holdback First Loss 

Period

Percentage Variance from 
Forecasted Collection Rate at 

Origination to Cause First Loss
Disclosed 

Actual Variance
Cash Flows at Risk of 

Loss (in Millions)
Q1 2011 -0.09% 2.20%  $7.11 
Q2 2011 -0.09% 2.20%  $5.71 
Q3 2011 -0.08% 2.20%  $5.70 
Q4 2011 -0.09% 2.20%  $5.37 
Q1 2012 -0.13% 2.40%  $11.73 
Q2 2012 -0.11% 2.40%  $9.38 
Q3 2012 -0.09% 2.40%  $9.03 
Q4 2012 -0.11% 2.40%  $8.84 
Q1 2013 -0.20% 1.50%  $28.68 
Q2 2013 -0.28% 1.50%  $25.45 
Q3 2013 -0.24% 1.50%  $25.40 
Q4 2013 -0.22% 1.50%  $23.27 
Q1 2014 -0.63% -0.10%  $86.64 
Q2 2014 -0.69% -0.10%  $70.09 
Q3 2014 -0.60% -0.10%  $70.12 
Q4 2014 -0.41% -0.10%  $73.95 
Q1 2015 -1.41% -2.20%  $255.04 
Q2 2015 -1.18% -2.20%  $195.19 
Q3 2015 -1.42% -2.20%  $207.07 
Q4 2015 -0.94% -2.20%  $200.09 
Q1 2016 -2.73% -0.50%  $506.06 
Q2 2016 -1.91% -0.50%  $386.24 
Q3 2016 -1.56% -0.50%  $413.78 
Q4 2016 -1.81% -0.50%  $356.15 
Q1 2017 -3.14% 1.40%  $708.86 
Q2 2017 -2.74% 1.40%  $597.85 
Q3 2017 -2.50% 1.40%  $620.50

In Table 4, the “Percentage Variance from Forecasted Collection Rate at Origination to 
Cause First Loss” is calculated as forecasted dealer holdback payments for the quar-
ter multiplied by the percentage of forecast not realized (as indicated by the inverse 
of the figures in the latest quarterly data, presently page 38 of SEC Form 10-Q for 
Q3 2017), all divided by the aggregate RIC principal and interest volume for the quar-
ter (which is the disclosed quarterly advance total divided by the disclosed advance 
percentage).  “Disclosed Actual Variance” is indicated on page 20 of SEC Form 10-Q 
for Q3 2017.  “Cash Flows at Risk of Loss” is calculated as the total RIC principal and 
interest volume for the quarter multiplied by the Forecasted Collection Rate for that 
quarter to result in a dollar amount of Forecasted Collections, multiplied once again 
by the percentage of forecast not realized.

The end result: these calculations indicate that dealer holdback has already been 
wiped out for loans originated in 2015, and may soon be wiped out for loans originat-
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ed in 2014.  This sobering reality demonstrates why getting the mysterious and pro-
prietary Forecasted Collection Rate right is so crucial to Credit Acceptance’s success.  
In the words of CEO Roberts, “I think the thing to focus on there is the performance 
relative to our initial expectation.  So we don’t really care what the absolute collection 
rate is as long as it is what we thought it was going to be when we wrote the loan.”77

Since 2011, at least 60% of Dealer Loan pools, consisting of all loans originated by 
a dealer, have underperformed.78  How is this possible when Credit Acceptance has 
also reported increases to its Dealer Loan forecasts every year since 2011?  The 
answer lies in the same misleading tactic that Credit Acceptance has used since their 
IPO: burying losses in dealer holdback.

Forecasted Collections Variance: More Material Than Reported

Credit Acceptance notes that longer loan terms are consistent with lower collection 
rates,79 which aligns with the fact that most successful collections take place in the 
first few months after a loan originates.  Borrowers tend to be reluctant to make 
payments once vehicles start to exhibit problems requiring service—a frequent issue 
fully described in Part I.  (In 2017, the average initial loan term increased yet again 
from 53 months to 55 months.80)

In 2016, CFO Ken Booth reported that Credit Acceptance does not extend loan 
terms for borrowers having trouble making payments, stating “[we do not] extend or 
rewrite contracts, except where we’re required to by law, bankruptcy, FCRA, things 
like that.  So we don’t, we just don’t do that...”  Yet sources we spoke with indicated 
that Credit Acceptance sometimes does modify loan terms by effectively cancelling 
old loans and originating new ones with different terms as part of collections lawsuit 
settlement negotiations.  To the extent they actually occur, such modifications natu-
rally affect Forecasted Collections.

Paradoxically, CEO Brett Roberts has discounted the importance of Forecasted Col-
lections variance in earnings calls:

“...The other thing to keep in mind is when you look at the forecasted collection per-
centages, you’ve got to ask yourself what’s a material number?  And I would argue that 
all the [variance] numbers on the page with the exception of maybe 2009 when we 
had a 750 basis point positive variance, they were all immaterial...”81

77 Credit Acceptance Corporation Q4 2012 Earnings Call Transcript, January 31, 2013. 
https://www.plainsite.org/realitycheck/cacc/20130131.transcript.pdf

78 See Appendix D, Table 15, based upon the “Loan Pool Performance Less than Initial Estimates” tables in Credit Accep-
tance SEC filings.

79 Credit Acceptance Corporation Q1 2015 Earnings Call Transcript, April 29, 2015. 
https://www.plainsite.org/realitycheck/cacc/20150429.transcript.pdf

80 Credit Acceptance Corporation Press Release, January 30, 2018, “Credit Acceptance Announces Fourth Quarter and 
Full Year 2017 Earnings.”  https://www.plainsite.org/realitycheck/cacc/20180130.pr.pdf

81 Credit Acceptance Corporation Q4 2015 Earnings Call Transcript, February 1, 2016. 
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“...What constitutes a big number, what constitutes a small number?  We estimate that 
a 100 basis point variance in the collection rate impacts our after tax return by about 
40 basis points.  So if you’re looking at a 10 basis point change or a 20 basis point 
change, it’s really not a significant change...”82

Credit Acceptance’s exclusive use of percentages misleadingly suggests that these 
seemingly low error rates (and by extension, collections after 60 months) are im-
material.  In fact, variance from the Forecasted Collection Rate matters a great deal.  
We were able to convert these Forecasted Collections percentages into dollars as of 
year-end 2016.  According to our analysis, a 1% reduction in Credit Acceptance’s total 
Forecasted Collections represents a cash loss of $161.45 million.  At 3%, the cash loss 
increases to $484.34 million, and at a 7% variance the cash loss is approximately $1 
billion, sufficient to wipe out dealer holdback in every Dealer Loan pool.

Magic: Always Beating Forecasted Collections by the Same Amount

The deep subprime auto lending market is an unpredictable business, so it is surpris-
ing that Credit Acceptance consistently reports to DBRS that for its various securi-
tizations it has exceeded its Cumulative Forecasted Collection Rate for each ABS by 
numbers that tend to hover closely around 112% in some cases and 120% in others.  
The Cumulative Forecasted Collection Rate is calculated by adding together all actual 
monthly collections for the ABS up through the present month and comparing it 
to all monthly forecasts up through the present month, with the effect of smooth-
ing out potential dips.  Yet other disclosures demonstrate, on average, that Credit 
Acceptance’s risk management procedures have a failure rate—the inverse of the 
Forecasted Collection percentage—that has increased from 20.8% to 35.0% from 
2009 to 2017.83

The consistent numbers may stem from the fact that during the revolving period, 
Credit Acceptance forecasts that it will collect the same amount each month84 so 
long as the required ABS advance rate is maintained and the total Net Book Value 
of the collateral contributed is at least the initial amount.  In addition, the company 
presumably wants to avoid the third rail of each ABS by a wide margin: a “Revolving 
Trigger Level” of 90%, and a “Revolving & Amrotization [sic] Trigger Level” of 65% 
(“amortization” is misspelled in hundreds of CAALT DBRS reports), both of which 
execute only after applying for three consecutive months.  Early amortization would 
speed repayment of the bonds and bring cash flow to Credit Acceptance to a halt.

DBRS and other ratings agencies obtain figures from Monthly Servicer’s Certificate 

https://www.plainsite.org/realitycheck/cacc/20160201.transcript.pdf
82 Credit Acceptance Corporation Q4 2014 Earnings Call Transcript, January 29, 2015. 

https://www.plainsite.org/realitycheck/cacc/20150129.transcript.pdf
83 Credit Acceptance Corporation Press Release, January 30, 2018, “Credit Acceptance Announces Fourth Quarter and 

Full Year 2017 Earnings.”  https://www.plainsite.org/realitycheck/cacc/20180130.pr.pdf
84 This policy appears to have begun in 2011, prior to which each month’s forecast was calculated separately.
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reports85 provided by Credit Acceptance, which are neither audited nor verified.  The 
figures from these reports are simply plugged into spreadsheets that show consis-
tently exceeded forecasts.  Some of the Monthly Servicer’s Certificate figures can be 
found on monthly, publicly-available Performance Analytics Reports issued by DBRS.

Table 5: Select Credit Acceptance Corporation Collections Figures Reported by DBRS 

Date Security
“Cumulative Collections as % of Forecast” 

Reported by DBRS

January 2017 CAALT 2016-2 109.57%
February 2017 CAALT 2016-2 110.84%
March 2017 CAALT 2016-2 100.00% / 112.78%*
April 2017 CAALT 2016-2 112.34%
May 2017 CAALT 2016-2 112.14%
June 2017 CAALT 2016-2 111.94%
July 2017 CAALT 2016-2 111.47%
August 2017 CAALT 2016-2 111.15%
September 2017 CAALT 2016-2 110.88%
January 2017 CAALT 2016-3 104.82%
February 2017 CAALT 2016-3 109.03%
March 2017 CAALT 2016-3 114.06%
April 2017 CAALT 2016-3 114.88%
May 2017 CAALT 2016-3 115.84%
June 2017 CAALT 2016-3 105.78%
July 2017 CAALT 2016-3 116.18%
August 2017 CAALT 2016-3 116.13%
September 2017 CAALT 2016-3 116.17%
March 2017 CAALT 2017-1 113.57%
April 2017 CAALT 2017-1 112.95%
May 2017 CAALT 2017-1 113.80%
June 2017 CAALT 2017-1 113.99%
July 2017 CAALT 2017-1 113.28%
August 2017 CAALT 2017-1 113.02%
September 2017 CAALT 2017-1 112.77%
July 2017 CAALT 2017-2 111.93%
August 2017 CAALT 2017-2 112.18%
September 2017 CAALT 2017-2 112.74%

 
* In March, the figure was reported as 100.00%.  In April, the “one month prior” figure was reported as 112.78%.  Both the 
perfect initial reading and the inconsistency are unexplained.

These amazingly consistent figures—possibly reported as cumulative percentages to 
mask any underlying problems—appear to be the result of carefully-planned financial 
engineering designed to disguise the fact that Credit Acceptance has experienced, 
and continues to experience, loan losses far in excess of any disclosures.  Sharp drops 

85 One such Certificate for CAALT 2017-2 matched the numbers DBRS provided for that same period.  However, while 
the Certificate cited the 65% trigger level on page 6, similar descriptions on page 5, lines 137-139, read “75%.”  DBRS 
appears to use the 65% figure in its Performance Analytics Reports.
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from the elevated baseline, such as in June 2017 for CAALT 2016-3, can potentially 
be explained by the creation of new ABS vehicles (CAALT 2017-2 started in June 
2017), since an ABS’s first month of operations requires two months worth of col-
lections revenue.

Credit Acceptance’s most significant and ongoing SEC disclosures regarding loan per-
formance consist of Forecasted Collections broken down by origination year, going 
as far back as the year the company went public.86  These figures tell a different story, 
with the overall Forecasted Collection Rate decreasing since 2009.  

The ABS Treadmill: Signs of Extremely Poor Loan Quality

In 2013, Credit Acceptance suddenly brought in a third ratings agency, Kroll, to rate 
CAALT 2013-1, a potential sign of underlying conflict.  (See Table 2.)  One industry 
expert we spoke with surmised that Credit Acceptance brings in new ratings agen-
cies as a matter of course.  Yet the next ABS, CAALT 2013-2, was not rated by Kroll.  

By January 22, 2014, going strong with 6,394 active dealers, Credit Acceptance issued 
$300 million in senior notes and used the proceeds, along with other borrowings, 
to redeem its previous outstanding senior notes.87  Later, the company closed its 
CAALT 2014-1 Term ABS, rated as per usual by S&P and DBRS.  Credit Acceptance 
then closed CAALT 2014-2.  For this ABS, DBRS dropped out entirely.  Instead, the 
company once again brought in Kroll for the second and (thus far) final time.

After CAALT 2014-2, DBRS continued to rate every subsequent Credit Acceptance 
securitization through 2017 with no substantial changes to its reporting, suggesting 
something unusual about the underlying assets in that ABS.

Table 6: Credit Acceptance 2014 ABS Comparison (Dollars in Millions) 

Security
Total RIC Collateral 

(Principal Only)
Already Defaulted 

RIC Collateral
Already Defaulted 

RIC Percentage
Dealer 

Advances
Purchased 

Loans

CAALT 2014-1 $633.1 $107.9 17.04% 1,788 10,366
CAALT 2014-2 $847.8 $249.2 29.39% 1,977 19,290

86 This data can typically be found in a table under the “Consumer Loan Performance” or “Consumer Loan Metrics” head-
ing in the company’s SEC Form 10-Ks, around 20-25 pages in.

87 SEC Form 8-K, May 1, 2017, Page 11.  https://www.plainsite.org/realitycheck/cacc/20170501.8-k.pdf
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Table 7: CAALT Class88 Sizes (Dollars in Millions) 
Security A Class B Class C Class

CAALT 2011-1 $157.500 78.49% $43.000 21.43% $0.160 0.08%
CAALT 2012-1 $161.500 80.21% $39.750 19.74% $0.095 0.05%
CAALT 2012-2 $211.000 83.70% $41.000 16.26% $0.096 0.04%
CAALT 2013-1 $118.000 78.54% $22.250 14.81% $10.00 6.66%
CAALT 2013-2 $153.000 76.46% $44.800 22.39% $2.300 1.15%
CAALT 2014-1 $231.000 77.06% $68.000 22.68% $0.775 0.26%
CAALT 2014-2 $273.000 78.00% $76.000 21.71% $1.000 0.29%
CAALT 2015-1 $208.000 69.19% $62.000 20.63% $30.600 10.18%
CAALT 2015-2 $179.000 71.51% $55.300 22.09% $16.000 6.39%
CAALT 2016-1 Not Applicable
CAALT 2016-2 $200.000 66.58% $58.500 19.48% $41.880 13.94%
CAALT 2016-3 $227.500 65.00% $67.900 19.40% $54.600 15.60%
CAALT 2017-1 $236.000 67.43% $65.500 18.71% $48.500 13.86%
CAALT 2017-2 $316.400 70.31% $85.700 19.04% $47.900 10.64%
CAALT 2017-3 $233.600 66.74% $62.800 17.94% $53.600 15.31%
CAALT 2018-1 $323.000 64.60% $101.600 20.32% $75.400 15.08%

 
Source: S&P RatingsDirect

As illustrated by Table 6, relative to the immedi-
ately prior CAALT ABS, the much higher percent-
age of defaulted Dealer Loans in CAALT 2014-2, 
as well as the fact that it contained nearly twice 
as many purchased loans as CAALT 2014-1 (but 
nearly the same number of dealer advances) are 
indicators of substantial changes in the underlying 
ABS collateral quality.  To be clear, an “Already De-
faulted RIC” refers to a loan that was already in de-
fault when it was pledged to the ABS, on day one.

The sudden change is perhaps best explained by 
the fact that over 30% of CAALT 2014-2’s Pur-
chase Program loans were originated prior to 
2011 and had a weighted average original term of 
51 months, or 4.25 years.  On average, this means 
that those loans were originated just prior to the 
2008 financial crisis, and may have performed es-
pecially poorly accordingly.

Meanwhile, the once-miniscule “C” class of each 
CAALT ABS began to grow starting in about 
2013, shown in Table 7.  Historically, the company 

88 For a more comprehensive discussion of ABS tranches, see The Big Short, Paramount Pictures. 
https://www.youtube.com/watch?v=3hG4X5iTK8M

Corporate filings show that Credit Acceptance Funding LLC 2016-1 
was initially incorporated as Credit Acceptance Funding LLC 
2015-3 (shown on the document’s mailing address).  For reasons 
never disclosed to shareholders, CAALT 2015-3 was scrapped.
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did not even attempt to get the C class rated, resulting in “NR” (no rating) indications 
on reports.  With CAALT 2015-1, the C class, now with over $30 million of very low-
quality loans, finally received an “A” rating.  By the end of 2017 with CAALT 2017-3, 
the C class was over $53 million while the A class remained about the same size as it 
had been since 2012.  With CAALT 2018-1, the C class grew even further.

In 2015, for the first time, Credit Acceptance attempted a third securitization within 
one year.  After struggling to close CAALT 2015-3, the company gave up and went 
to its underwriters for a massive secured loan, larger than any ABS issued yet, at a 
variable interest rate that is now the company’s most costly source of financing.  The 
attempt at CAALT 2015-3 was instead converted into CAALT 2016-1, previously 
discussed in footnote 56.

In late 2015, Credit Acceptance began to roll out “e-contracting,”89 potentially wor-
rying lenders due to loan quality concerns.  The following year, lenders instituted 
a three-month seasoning requirement—a requirement that loans be older than a 
certain period of time as a proxy for loan quality—on any ABS collateral.  In addition, 
Credit Acceptance’s long-time contact at Wachovia/Wells Fargo, Chad Kobos, left his 
position after handling every securitization issued by Credit Acceptance since 2003.  
Mr. Kobos did not respond to a request for comment.

By the end of 2016, the interest rates on Credit Acceptance’s warehouse facilities 
were twice their 2014 rates, so the company chose to rely more heavily on fixed rate 
ABS issuances.  In 2017, Credit Acceptance was able to issue three securitizations in 
the same year for the first time.

As discussed previously, Credit Acceptance’s ability to forecast collections has largely 
been a function of its ability to mitigate losses through dealer holdback retention, the 
massive size of Purchased Loan pools, and the ten-year term attributed to every loan 
pool.  Absent these factors, we believe the company would be unable to forecast 
collections with any degree of accuracy, and with over 30% of its portfolio directly ex-
posed to additional losses, we expect the company to escalate its apparent earnings 
management and attempt to issue many more securitizations to stem the bleeding.

Dealer Retention Problems

In 2006, Credit Acceptance reported that the “estimated life of the dealer-partner 
relationship was 20 months.”90  With the company in business for over 40 years and 
a limited number of interested used car dealers in the country, Credit Acceptance 
has already churned through a shocking number of potentially interested dealers.  All 

89 E-contracts, discussed briefly in Part I, involve the use of computer-based borrower signatures on loan documents.  
Some borrowers have complained that they never actually signed documents with their “electronic signatures” on them.  
E-contracts were rolled out as an opt-out enhancement to CAPS.

90 SEC Form 10-K, December 31, 2006, Page 46.  https://www.plainsite.org/realitycheck/cacc/20061231.10-k.pdf

Key Term



33Reality Check

other financial concerns aside, its dealer-partner attrition percentages alone would be 
cause for alarm at most businesses.

Furthermore, the company appears to involve recycling dealers who at some point 
previously abandoned the program.  From 2003 to 2016, approximately 50 former 
dealers would return every year.  In 2015, this figure leapt to over one hundred.  (See 
Table 8.)

In Credit Acceptance’s Q4 2015 earnings call, CEO Roberts admitted that many deal-
ers will never see dealer holdback payments.

Brett Roberts: “...if we miss our collection forecast by $1 million, $800,000 of that goes 
to dealer holdback in the impact to us is only $200,000...”

Analyst: “Hey, guys.  Sorry if I missed this.  Have you ever talked about what percent-
age of dealers you are working with today are eligible for holdback payments?”

Brett Roberts: “It would be all the portfolio dealers.”

Doug Busk: “Yes.”

Brett Roberts: “Now –”

Analyst: (Multiple speakers) “where they have to—you have to compute at least 100 
loans?”

Brett Roberts: “There is.  They have to, on the portfolio program, they have to complete 
100 loans before they’re eligible for dealer holdback.  You know the problem with 
answering your question is for those dealers sort of around 40, 50, 70 you can’t say 
definitively that it won’t be eligible for dealer hold back at some point.”

In 2005, Credit Acceptance disclosed that, historically, only 50% to 60% of dealers 
become eligible for Dealer Holdback (by closing 100 loans).91  Furthermore, as Credit 
Acceptance has added more dealers to its business, each dealer has become less 
“productive” on average with lower per-dealer loan volumes, making it that much 
less likely that each dealer will close 100 loans, form a pool, and receive the elusive 
dealer holdback payments.  Therefore, the more the company grows and saturates 
the market, the lower the probability that its dealers will have an ongoing incentive—
dealer holdback—to stick with the program.  A high-growth strategy could ultimately 
backfire if enough dealers tire of the program and quit for good.

By June 30, 2008, only 130 of the 2,943 dealers who deferred their enrollment fee 
had closed 100 loans.  By December 31, 2008, per-dealer volume was 37.2 loans 
per dealer, a little over half the per-dealer volume in 2005 that Credit Acceptance 

91 Credit Acceptance Corporation Investor Document, “Select Inquiries Received through November 29, 2005.” 
https://www.plainsite.org/realitycheck/cacc/20051129.inquiries.pdf
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suggested would indicate 50% of dealers close a pool.  At the time of the Q4 2015 
earnings call, per-dealer volume had dropped even further to 31.5 loans per dealer—
nowhere close to 100.  Coupled with Credit Acceptance’s increased reliance on 
Purchased Loans as compared to 2005, these results indicate that the number of 
dealers that have capped a pool, and that are generating sufficient volume to allow 
for cross-collateralization rights payments to occur, has plummeted.

Summary

We have demonstrated that Credit Acceptance is unusually strapped for cash; that 
its litigation—a slow, costly way to scrounge up cash from delinquent borrowers—is 
through the roof; that its baseline loan failure rate is 35%, but probably higher (since 
not all delinquent loans necessarily involve repossessions, which involve a two-month 
delay); that negative variance from Forecasted Collections may have already elimi-
nated dealer holdback from 2015 loans, with 2014 next to bat; that the company 
has tried to distract from this issue, but that it remains quite significant; that Credit 
Acceptance ABSes involve both questionable numeric figures in DBRS reports and 
questionable behavior involving rating agency participation; and that the company has 
a serious dealer retention and incentivization problem.   The sum total of all of these 
indicators is that the company is struggling to survive.  With almost no cash on hand, 
it may already be insolvent, while facing unrelenting trends that threaten to expose 
the downside of its carefully staged business model.

Table 8: Dealer Churn 

Year
Active Dealers 

Start of Year
Dealer 

Attrition
Attrition 

Percentage

Restarted 
Active 

Dealers
New Active 

Dealers
New Inactive 

Dealers

Inactive 
Enrollment 
Percentage

Active Dealers 
End of Year

2003  843  (290) 34.40%  66  331  2 0.60%  950 
2004  950  (216) 22.74%  22  456  56 10.94%  1,212 
2005  1,212  (236) 19.47%  45  738  173 18.99%  1,759 
2006  1,759  (437) 24.84%  35  857  280 24.63%  2,214 
2007  2,214  (580) 26.20%  31  1,162  642 35.59%  2,827 
2008  2,827  (807) 28.55%  42  1,202  402 25.06%  3,264 
2009  3,264  (1,189) 36.43%  38  1,055  245 18.85%  3,168 
2010  3,168  (950) 29.99%  62  926  275 22.90%  3,206 
2011  3,206  (658) 20.52%  47  1,403  503 26.39%  3,998 
2012  3,998  (806) 20.16%  57  2,070  392 15.92%  5,319 
2013  5,319  (1,354) 25.46%  47  2,382  332 12.23%  6,394 
2014  6,394  (1,633) 25.54%  73  2,413  533 18.09%  7,247 
2015  7,247  (1,741) 24.02%  154  3,404  727 17.60%  9,064 
2016  9,064  (2,139) 23.60%  205  3,406  489 12.55%  10,536 
2017 10,536 (3,012) 28.59% Unavailable 3,740 Unavailable Unavailable 11,551
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The Struggle To Stay Afloat

Round-Tripping, with a Swing and a Sweep

The use of circular cash 
flow, or “round-tripping,” 
to sell an asset to anoth-
er company and later on 
repurchase it at approxi-
mately the same price is 
a hallmark of accounting 
fraud.  The goal is often to 
increase market capitaliza-
tion, but according to the 
authors of one article on 
the practice, it can be used 
for other purposes: “Com-
panies using asset-based 
financing are particularly 
prone to fraud involving 
the inflation of working 
capital assets because this 
increases the company’s 
ability to borrow cash.”92

Credit Acceptance is cash 
poor because most of its 

cash is restricted or allocated to its ABS vehicles.  Simultaneously, it appears that the 
company has begun using one lending facility to pay off another on a regular basis, in a 
loop of deteriorating loan quality and cash losses.  We know the company engages in 
this practice because it admits as much: past disclosures include, “[W]e will need to...
[a]ccess an additional $300-350 million in additional capital to allow us to refinance 
existing amortizing debt and fund new loan growth,”93 and “we used the net proceeds 
from the 2021 notes, together with borrowings under our revolving credit facilities, to 
redeem in full the $350.0 million outstanding principal amount of our 9.125% senior 
notes due 2017.”94

Management’s goal is to continuously meet ABS minimum threshold payments both 
for the sake of appearance—after all, bondholders would be extremely unhappy 
to learn that payments were not being made in full and word travels fast on Wall 

92 John F. Monhemius, CPA and Kevin P. Durkin, CPA, Journal of Accountancy, November 30, 2009, “Detecting Circular Cash 
Flow.”  https://web.archive.org/web/20150102033959/https://www.journalofaccountancy.com/issues/2009/dec/20091793.html

93 SEC Form 8-K, May 22, 2008.  https://www.plainsite.org/realitycheck/cacc/20080522.8-k.pdf
94 SEC Form 8-K, May 1, 2017, Page 11.  https://www.plainsite.org/realitycheck/cacc/20170501.8-k.pdf
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Street—and to avoid the first contractual trigger.  
For CAALT 2017-2, the early amortization trigger 
(which winds down the ABS and pays bondholders 
early) occurs when cumulative actual collections 
as a percentage of base forecasted collections are 
less than 90% for three consecutive months.

Payments to the ABS, which are constantly be-
ing wired to Wells Fargo, ordinarily come from 
borrower payments.  An obvious problem arises 
when borrower revenues fall short, at which point 
the next-best option is to borrow money on a 
short-term basis to continue making the neces-
sary payments.  Since Credit Acceptance uses the 
same bank and numbered account at Comerica 
Bank for its revenue collections and ABS wires,95,96 
and Comerica is also the deal agent and lead bank 
for the company’s secured line of credit,97 it can 

easily borrow against that secured line of credit and wire funds to Wells Fargo for 
the ABS if necessary.  Based on the amounts borrowed between 2015 and 2017, we 
believe that Credit Acceptance began utilizing a sub-facility within its secured line of 
credit called a “swing line” intended for extremely short-term borrowing.98  A swing 
line advance can be for one to thirty days and is offered as a routine commercial 
product by Comerica Bank.  The swing line maximum limit on June 24, 2014 was $25 
million, eventually raised to $30 million.  An additional feature offered by Comerica 
called “business sweep to loan” that facilitates automatic loan repayments completes 
the picture.99  Swing line advances can be facilitated through a sweep agreement, 
which we believe may be in use at Credit Acceptance based on its low cash reserves.

Starting in Q1 2015, for seven of ten quarters, the average amount borrowed was 
roughly equal to the swing line credit limit.  Prior to that period, the average amount 
borrowed always exceeded the swing line credit limit.  See Table 12.

On the ABS side, Wells Fargo does not check the source of the aggregate funds that 
are wired to it for each ABS, and does not require Credit Acceptance to provide a 
detailed breakdown of the funding source on a loan-by-loan basis—it simply checks 

95 Credit Acceptance Corporation Loan and Security Agreement, September 13, 2002, Exhibit 4(f)(43) Page 4. 
https://www.plainsite.org/realitycheck/cacc/20020930.10-q.pdf

96 SEC Form 8-K, February 26, 2016, Page 7.  https://www.plainsite.org/realitycheck/cacc/20160226.8-k.pdf
97 Collateral is not always specifically identified for the secured line of credit.  The company is effectively borrowing against 

the totality of its assets that are not delineated as collateral for warehouse lending facilities and securitizations.  Such as-
sets include the company’s (limited) intellectual property, such as trademarks, which as of 2004 began to be assigned to 
Comerica Bank.  See the Trademark Assignments tab at https://www.plainsite.org/profiles/credit-acceptance-corporation/.

98 Comerica Bank Credit Agreement, June 17, 2011, Exhibit 4(f)(146), Section 2.5. 
https://www.sec.gov/Archives/edgar/data/885550/000088555011000038/cacc_061711loc.htm

99 Comerica Bank, “Business Sweep Accounts.” 
https://www.comerica.com/business/treasury-management/liquidity-management/corporate-sweep-accounts.html

This photograph, from the Credit Acceptance Facebook page, ap-
peared in a March 24, 2014 article in The Detroit News stating 
that, “Brett Roberts is the richest chief executive officer in Detroit 
that few have ever heard of.”  From left to right, pictured are 
Comerica Bank Vice President Paul Russo, Credit Acceptance CEO 
Brett Roberts, and Credit Acceptance founder Don Foss, celebrat-
ing the company’s 40th anniversary in 2012.
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to make sure that the money is there.  Based on our analysis, since approximately 
2015, the process has worked as follows:

1. Credit Acceptance funds a loan within 3-4 days100 of a deal being processed 
through CAPS.

2. Credit Acceptance uses available cash and short-term borrowings from its se-
cured line of credit at Comerica, to fund advances to dealers out of an account 
also at Comerica.

3. Credit Acceptance pledges the loan to a warehouse lender.  In exchange, the 
lender funds an advance of 80% of the loan’s Net Book Value to Credit Ac-
ceptance’s account at Comerica.  Credit Acceptance uses available cash and the 
advance from the warehouse lender to pay back the line of credit.

4. Credit Acceptance moves the loan out of the warehouse lending facility as soon 
as possible, in days or weeks rather than months as might be typical for a medi-
um-term lending facility.  It pledges the loan once more as collateral to a term 
ABS and an advance is funded to Credit Acceptance’s account at Comerica Bank.  
Credit Acceptance uses available cash and the advance from the term ABS to pay 
back the warehouse facility.

5. Credit Acceptance services the loan while it is pledged to the term ABS or the 
warehouse lender by depositing any collections revenues into its Comerica Bank 
account.  Within two days of receiving a borrower payment, it wires any amount 
related to pledged loans out of the Comerica account to an outside bank account 
controlled by the warehouse lender, or in the case of ABSes, Wells Fargo.  The to-
tal of these amounts every month must be sufficient to meet the ABS’s minimum 
thresholds by the end of a three-month period.

6. On the 15th day of every month, Credit Acceptance generates its Monthly Ser-
vicer’s Certificates for each outstanding ABS and provides a report with direc-
tions on how the amounts on deposit with the warehouse lender or Wells Fargo 
should be allocated.  This report may also include instructions to swap out non-
performing loans in the ABS for performing ones, effectively backdated as of the 
end of the previous month.  For warehouse lenders and ABSes that are in their 
revolving period, an amount for interest and other fees is deducted, with the 
remainder wired back to Credit Acceptance to originate replacement loans or 
retain as profits.  In actuality, much of that “profit” will go right back to the ABS to 
cover shortfalls from collections revenues.

7. When a term ABS reaches its amortization period, Credit Acceptance is only paid 
a 6% servicing fee and the balance of collections are used to pay down principal 
and interest due to bondholders.

In 2012, Credit Acceptance’s use of its warehouse facilities began to accelerate.  In 

100 Advances can remain unfunded for up to 45 days before Credit Acceptance’s funding guidelines require any action.
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Q2, warehouse borrowing peaked at 
$430 million with average quarterly 
turnover—the amount borrowed in a 
quarter divided by average balance for 
the period—of 2.33.  In Q4, borrow-
ing amounted to $315 million, but with 
average quarterly turnover of 6.20.  
This rate of turnover was surpassed 
in Q3 2015, after which it accelerated 
throughout 2016 and 2017, with aver-
age quarterly turnover of 19.49 in Q1 
2017.  (See Appendix D, Tables 12-14.)

During the first quarter of 2015, Cred-
it Acceptance borrowed over a billion 
dollars on its secured line of credit 
with a $310 million limit (which it re-
cently felt the need to increase).101  The 
company was able to do this by bor-
rowing and paying back an average of 
$100 million approximately nine times 

throughout the quarter.  At times, it appears that the company has also borrowed 
from its VSC Re subsidiary.102

By Q2 2017, the company had borrowed nearly $2.4 billion from lenders (about 
$250 million borrowed and paid back every week and a half), but with an accretable 
yield balance of only $1.5 billion on June 30,103 raising the question of why so much 
borrowing was necessary.  In recent quarters, the company also made sure to keep 
balances low by each quarter end before ramping them back up again, perhaps so as 
to make numbers more palatable for reporting purposes.  This pattern of heavy bor-
rowing is unsustainable and makes the company vulnerable to external shocks that 
could originate from credit markets or a newly volatile stock market.

While it is certainly true that non-bank lenders routinely borrow money from capital 
markets to finance their lending operations, Credit Acceptance’s situation is markedly 
different because it is attempting to balance the books of a multi-billion dollar corpo-
ration on the back of a $30 million swing line.  Its disclosed loan pool performance 
is poor and getting worse, yet its ABSes beat forecasts by about the same percent-

101 Credit Acceptance Corporation Press Release, June 28, 2017, “Credit Acceptance Announces Modifications to Revolving 
Secured Line of Credit Facility.”  https://www.plainsite.org/realitycheck/cacc/20170628.pr.pdf

102 We analyzed restricted cash and restricted securities line items in SEC quarterly reports filed by Credit Acceptance to 
determine the quantity of restricted cash associated with VSC Re specifically.  (VSC Re is the only disclosed source of 
restricted securities.)  From this analysis, it was apparent that VSC Re’s assets would drop when the company appeared 
to be having cash flow problems.  See also Report on Examination VSC Re Company, December 31, 2013. 
https://www.plainsite.org/realitycheck/cacc/20131231.vscre.pdf

103 SEC Form 10-Q, June 30, 2017, Page 18.  https://www.plainsite.org/realitycheck/cacc/20170630.10-q.pdf

Table 14 combines borrowing figures from Credit Acceptance’s secured line of credit 
and warehouse lending facilities, showing just how sharply the company’s borrowing 
needs and turnover have jumped since about 2015. In the face of a deteriorating sub-
prime auto market, Credit Acceptance needs to show its ABS holders that it can always 
far exceed its Forecasted Collection Rate.  Borrowing may help achieve that illusion.
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age month after month.  To keep ABS 
holders satisfied in this delicate dance, 
we believe that the company is filling 
the gap with huge amounts of short-
term borrowing.

Credit Acceptance is able to pull of this feat so long as the music doesn’t stop, to use 
the parlance of Citi’s Charles O. Prince from 2007 (whose quip is portrayed in the 
film Margin Call).  Aside from a booming stock market that added over $1.2 billion to 
Credit Acceptance’s market capitalization in December 2017 and January 2018 alone, 
the company has also benefitted from generous interest rates on its secured line of 
credit thanks to the syndicate led by Comerica Bank.104  This beneficial arrangement 
may exist because billionaire founder Don Foss is also a Comerica customer.

It should also be noted that Wells Fargo has played an instrumental role in enabling 
the Credit Acceptance business model.  Even despite numerous public pronounce-
ments dating back to at least as early as 2010 that Wells Fargo would soon be exit-
ing or had already exited the subprime auto lending market, the bank has persisted 
in offering warehouse lending and ABS services to Credit Acceptance, allowing the 
company to use its ABSes to repay outstanding indebtedness and repurchase shares 
rather than finance new loans.

“Over-reliance on securitization as a funding source” is a lending red flag according to 
the Office of the Comptroller of the Currency, as is “significant growth or pressure 
for growth.”105

104 SEC Form 10-Q, September 30, 2017, Page 24.  https://www.plainsite.org/realitycheck/cacc/20170930.10-q.pdf 
105 Office of the Comptroller of the Currency, “Director’s Toolkit: Detecting Red Flags in Board Reports, A Guide for Direc-

tors.”  https://www.occ.gov/publications/publications-by-type/other-publications-reports/Detecting-Red-Flags.pdf
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Dealer Collections Purchases

In addition to a dizzying amount of short-term borrowing, Credit Acceptance has in-
troduced confusing jargon regarding its collateral assets.  Four terms in particular are 
crucial.  Eligible Dealer Loans are Portfolio Program advances, secured by RICs, made 
to dealers.  Eligible Dealer Contracts are underlying RICs assigned to Credit Ac-
ceptance Corporation to secure a pool of Eligible Dealer Loans.  Eligible Purchased 
Loans are RICs that Credit Acceptance purchases outright from dealers under the 
Purchase Program.  These are acquired immediately after origination by the dealer.  
Finally, Eligible Purchased Contracts are Eligible Dealer Contracts that once secured 
a Eligible Dealer Loan pool, purchased by Credit Acceptance long after origination.

In 2012, Credit Acceptance’s institutional lenders began including a description of a 
practice called “Dealer Collections Purchases” (hereinafter, “DCPs”) in securitization 
deal documents.  DCPs are instances where Credit Acceptance “extinguishes,” or 
erases, a pool of Eligible Dealer Loans by purchasing all of the pool’s underlying RICs 
outright.  As shown in Table 9, the practice was initially referenced in securitization 
deal documents (usually Section 3.2 or 3.3) to identify the resulting Eligible Purchased 
Contracts as assets belonging to the securitization trust and not Credit Acceptance 
Corporation.  An example of the contractual verbiage appears as follows:

“...the related Dealer Loans...shall be deemed to be extinguished...and the loans there-
under shall be deemed Purchased Loans.  For the avoidance of doubt, all Collections 
on such Purchased Loan Contracts shall be included in Available Funds.”

Credit Acceptance has a program already in place for loan purchases: the Purchase 
Program.  In its Q4 2015 earnings call, CEO Brett Roberts admitted that the Purchase 
Program is much riskier for the company than the Portfolio Program.106  In his words, 
“You have to be a little bit more careful about the dealer that you do business with.  
You have to be a little bit more conservative about your collection forecast.  You have 
to have some different risk management procedures in place...”  The company has 
also repeatedly used the boilerplate disclosure, “For Purchased Loans, the decline in 
forecasted collections is absorbed entirely by us.  For Dealer Loans, the decline in the 
forecasted collections is substantially offset by a decline in forecasted payments of 
Dealer Holdback.”107

On December 27, 2012, Credit Acceptance extended a $325 million revolving ware-
house facility, Warehouse II, with Wells Fargo.  The company announced that the in-
terest rate on the facility had been reduced from the commercial paper rate plus 
2.75% to the commercial paper rate plus 2.0% and that there were no other material 
changes.  The Warehouse II documents were later changed to include DCP verbiage.

106 Credit Acceptance Corporation Q4 2015 Earnings Call Transcript, February 1, 2016. 
https://www.plainsite.org/realitycheck/cacc/20160201.transcript.pdf

107 SEC Form 10-K, December 31, 2014., Page 50.  https://www.plainsite.org/realitycheck/cacc/20141231.10-k.pdf
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In 2013, Warehouse IV, with BMO, amended its facility documents to include the DCP 
reference and in 2014, Warehouse III, with Fifth Third Bank, was replaced with Ware-
house V, which also included the DCP reference in its facility documents.  The com-
pany’s securitizations through the end of 2014 (CAALT 2013-1, 2013-2, 2014-1, and 
2014-2) also included discussions of DCPs.  By the end of 2014, all of Credit Accep-
tance’s sources of asset-backed financing included a discussion of the DCP practice.

In 2015, Credit Acceptance’s lenders began including an admonition that DCPs may 
not be used solely to extinguish Eligible Dealer Loan pools of poor credit quality, by 
adding the phrase “and not based on poor credit quality of the Dealer Loan Con-
tracts” within parentheses in the deal documents.  In 2016, the company’s lenders 
amended the section heading to read “Dealer Collections Purchase; Replacement of 

Table 9: Warehouse Lending Facility Dealer Collections Purchases Clauses
Bank(s) Security Clause Text

Warehouse VI 
Amended 
10/5/2015

During its ordinary course of business in managing its serviced portfolio of Dealer Loans (and 
not based on the poor credit quality of the Dealer Loan Contracts), Credit Acceptance may 
from time to time agree to enter into an agreement (a “Dealer Collections Purchase Agreement”) 
with a Dealer, pursuant to which the Dealer agrees to sell and assign to Credit Acceptance all 
of its rights, interests and entitlement in and to one or more Pools of Dealer Loan Contracts 
securing the related Dealer Loans, including such Dealer’s ownership interest in such Dealer Loan 
Contracts and rights to receive the related Dealer Collections (a “Dealer Collections Purchase”).

 

CAALT 2016-1 
3/3/2016

During its ordinary course of business in managing its serviced portfolio of dealer loans (and not 
based on the poor credit quality of particular dealer loan contracts), CAC may from time to 
time agree to enter into agreements (each, a “Dealer Collections Purchase Agreement”) with 
Dealers, pursuant to which the applicable Dealer agrees to sell and assign to CAC...

CAALT 2016-2 
5/16/2016

During its ordinary course of business in managing its serviced portfolio of dealer loans, CAC may 
from time to time agree to enter into an agreement (a “Dealer Collections Purchase Agreement”) 
with a Dealer, pursuant to which the Dealer agrees to sell and assign to CAC...

Warehouse II 
Amended 
6/28/2016

During its ordinary course of business in managing its serviced portfolio of Dealer Loans (and not 
based on poor credit quality of the Dealer Loan Contracts), Credit Acceptance may from time 
to time agree to enter into an agreement (a “Dealer Collections Purchase Agreement”) with a 
Dealer, pursuant to which the Dealer agrees to sell and assign to Credit Acceptance...

Warehouse V 
Amended 
8/23/2016

In the ordinary course of its business in managing its serviced portfolio of dealer loans, CAC may 
from time to time agree to enter into agreements (each, a “Dealer Collections Purchase Agree-
ment”) with Dealers, pursuant to which the applicable Dealer agrees to sell and assign to CAC...

CAALT 2016-3 
10/31/2016

During its ordinary course of business in managing its serviced portfolio of dealer loans, CAC may 
from time to time agree to enter into an agreement (a “Dealer Collections Purchase Agreement”) 
with a Dealer, pursuant to which the Dealer agrees to sell and assign to CAC...

CAALT 2017-1 
3/1/2017

During its ordinary course of business in managing its serviced portfolio of dealer loans, CAC may 
from time to time agree to enter into an agreement (a “Dealer Collections Purchase Agreement”) 
with a Dealer, pursuant to which the Dealer agrees to sell and assign to CAC...

CAALT 2017-2 
7/5/2017

During its ordinary course of business in managing its serviced portfolio of dealer loans, CAC may 
from time to time agree to enter into an agreement (a “Dealer Collections Purchase Agreement”) 
with a Dealer, pursuant to which the Dealer agrees to sell and assign to CAC...

CAALT 2017-3 
10/26/2017

During its ordinary course of business in managing its serviced portfolio of dealer loans (and not 
based on the poor credit quality of particular dealer loans), CAC may from time to time agree 
to enter into an agreement (a “Dealer Collections Purchase Agreement”) with a Dealer, pursuant 
to which the Dealer agrees to sell and assign to CAC...
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Dealer Loan with Related Purchased Loans.”  Otherwise, DCPs and their impact on 
Credit Acceptance’s finances are not directly disclosed in any SEC filings except via 
opaque references in attachments of securitization agreements, nor is the practice 
discussed at all in ratings documents issued by DBRS or S&P.

Credit Acceptance has only disclosed that purchased loans are acquired in at least 
two ways: through actual purchases at origination and through forfeiture of dealer 
holdback (disclosed as “Transfers” on previous Credit Acceptance Corporation finan-
cial statements).  DCPs are not the same as Transfers, which are listed as a component 
of Loans Receivable recently averaging about $1.1 million per quarter and defined by 
a Form 10-Q footnote that states, “Under our Portfolio Program, certain events may 
result in Dealers forfeiting their rights to Dealer Holdback.  We transfer the Dealer’s 
outstanding Dealer Loan balance to Purchased Loans in the period this forfeiture oc-
curs.”  In other words, if a used car dealer goes out of business or voluntarily elects 
to stop using Credit Acceptance’s program, the company will sometimes buy the 
dealer’s loans outright and move them to the Purchase Program.  Or, if a dealer fails 
to complete a pool of 100 loans, “they would forfeit their right to the dealer holdback 
and those loans would be transferred to purchased loans,” as explained by Senior 
Vice President and Treasurer Doug Busk on the company’s Q1 2017 earnings call.108

In 2017, DBRS, which has rated nearly all of Credit Acceptance’s securitizations since 
2009, began publishing Performance Analytics Reports that contained sudden shifts.  
Given the lack of disclosure, these shifts could represent:

• nothing more than the results of simple spreadsheet errors109 on the part of 
DBRS; 

• a mistaken addition of loan Net Book Values to loan principal values;

• a reflection of timing differences between financial statements, issued at the end 
of a given month, and ABS reports, issued on the 15th of a given month;

• given the seeming involvement of the Purchase Program, they may identify in full 
or in part the extent to which Credit Acceptance has engaged in DCPs;110

• or some combination of the above. 

Actual DCP volume for each month is listed on each CAALT Monthly Servicer Cer-
tificate, but these are not routinely available to the public.  The magnitude of the shifts 
reported by DBRS makes it highly unlikely that these shifts are explained by Transfers.  
In April 2017, DBRS suddenly reported CAALT 2016-2 Eligible Purchased Contracts 

108 Credit Acceptance Corporation Q1 2017 Earnings Call Transcript, May 1, 2017. 
https://www.plainsite.org/realitycheck/cacc/20170501.transcript.pdf

109 We inquired with S&P Global Ratings about DCPs.  S&P confirmed that the Eligible Purchased Contracts numbers 
reported by DBRS also appeared in the Monthly Servicer’s Certificates provided to S&P by Credit Acceptance, making a 
typographical error by DBRS less likely.

110 We contacted DBRS to discuss these Performance Analytics Reports.  DBRS was unable to shed any light on them.
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of $216 million, approxi-
mately 200 times greater 
than the Transfers Credit 
Acceptance disclosed 
in the same time pe-
riod.111  In September 
2017, pledged collateral 
contained $275.2 mil-
lion of Eligible Purchased 
Contracts, meaning that 
Credit Acceptance had 
by that point “extin-
guished” $275.2 million 
worth of advances on 
RICs that had previously 
been grouped by DLN in 
small, volatile pools.

Even though DCPs are 
clearly different than 
Transfers, Purchase Pro-
gram loans acquired 
through Transfers are 
used to adjust collections 
forecasts, which suggests 
that Purchase Program 
loans acquired through 
DCPs can also be used 
to adjust collections fore-
casts.  As the company 
has reiterated in multiple 

SEC filings, “The forecasted collection rates and advance rates presented for each 
Consumer Loan assignment year change over time due to the impact of transfers 
between Dealer and Purchased Loans.”112

Since they are grouped by month and year, Purchase Program pools are very large 
and therefore far less likely to be affected by performance of individual loans.  In 
contrast, Portfolio Program pools grouped by DLN are small and severely impacted 
by the performance of individual loans.  Credit Acceptance has admitted as much.113

111 Nor are DCPs the same as the rarely discussed Collection Only Loans, which are placed into one pool that is never 
capped.  The aforementioned securitization agreements define DCPs with the statement, “the Dealer agrees to sell...one 
or more Pools of Dealer Loan Contracts” (emphasis added).  Collection Only Loans are not pooled.

112 SEC Form 10-Q, June 30, 2016, Page 38.  https://www.plainsite.org/realitycheck/cacc/20160630.10-q.pdf
113 In 2011, Credit Acceptance also began reporting the dollar value of Dealer Loan pools and Purchased Loan pools 

with cash flows below forecasts.  (Credit Acceptance has not disclosed whether this means that cross-collateralized 
payments have been taken and have not been sufficient to offset the losses.)  For Dealer Loan pools, the percentage 

Credit Acceptance may avoid booking loss provisions for bad Portfolio Program pools by purchasing entire pools 
containing high percentages of bad loans from dealers.  Once the pool is “extinguished,” it is no longer necessary 
to book the loss provision accordingly.  Instead, the dealer pool is merged into a far larger Purchase Program pool 
designed by month, instead of by dealer.  In the larger pool, the bad loans constitute a smaller overall percent-
age of defaults, diluting away the problem.  Deal documents call this practice “Dealer Collections Purchases.”
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“...GAAP treatment was originally developed considering large pools of loans, such as 
those under our Purchased Loan portfolio that are aggregated by month of purchase.  
For our Dealer Loan portfolio...loans are aggregated into pools by individual dealer.  As 
a result, we have numerous pools (in excess of 20,000 at December 31, 2016) that 
contain a relatively small number of loans.  While our forecasts for loans assigned in 
any period have been stable and accurate in aggregate historically, our forecasts at 
the individual dealer level are highly volatile due to the small number of loans in each 
pool.”

In 2015, the company booked a provision expense of $41.5 million due to such 
volatility.114  By booking RICs under the Purchase Program into very large, less volatile 
pools of loans grouped by month and year of vehicle purchase, Credit Acceptance 
could avoid booking provisions for losses against the company’s net income.  Effec-
tively, the company could quietly use the Purchase Program as a “bad bank.”

Once in the bad bank, the RICs, now rebranded “Eligible Purchased Contracts,” are 
maintained as collateral in addition to any replacement Eligible Purchased Loans and 
Eligible Dealer Loans already in the monthly pools.115  Cash flow generated by Eli-
gible Purchased Contracts, replacement Eligible Purchased Loans, replacement Eligible 
Dealer Loans, pre-existing Eligible Purchased Loans, and pre-existing Eligible Dealer 
Loans is made available to bond holders to the extent necessary to meet any dealer 
requirements.  Excess cash flow is made available to Credit Acceptance Corporation.

Alternatively, DCPs could be advantageous to Credit Acceptance because the com-
pany can only securitize assets it actually owns.  In the case of the Portfolio Program 
loans, this means that it can only securitize the portion involving the company’s ad-
vance to the dealer ; the full RIC is a contract between the dealer and the borrower, 
even though it is facilitated by Credit Acceptance.  In contrast, Purchase Program 
loans are completely owned by Credit Acceptance, and can be fully securitized.  By 
moving a loan from one program to the other, the company stands to gain the ability 
to report additional assets as collateral.

Whichever explanation may be correct, the maneuver achieves two short-term goals: 
stabilizing “actual collections” versus forecasted collections and increasing Net Income 
through a reduction in provisions for credit losses.  However, this practice also places 
Credit Acceptance at risk of significant losses should these Eligible Purchased Con-
tracts—purchased loans with no dealer holdback buffer—underperform.

of underperforming pools has never dropped below 60% between 2011 and Q3 2017.  See Appendix D, Table 15.  For 
Purchased Loan pools, the percentage has varied wildly, from 22% in 2011 to 4% in 2014.  In 2016, it was 29% and in the 
nine months ended September 30, 2017, it jumped up to 38%.  It is unclear why the Portfolio Program, with its smaller, 
volatile pools, appears to perform so consistently, while the Purchase Program with its larger pools is in reality so volatile.

114 SEC Form 10-K, December 31, 2015, Page 30.  https://www.plainsite.org/realitycheck/cacc/20151231.10-k.pdf
115 New collateral must be acquired as Eligible Purchased Contracts and by the terms of the securitization can only be used 

towards the overcollateralization balance and not towards minimum collateral balance.
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There is some evidence that the first goal has indeed been achieved.  In the March 
2017 collection period for CAALT 2016-2, DBRS reported that Credit Acceptance 
had achieved exactly 100.00% of cumulative collections as a percentage of the com-
pany’s forecast: the company had collected every single dollar of the $311,381,933 it 
forecasted well in advance, and not a penny less.  In the deep subprime market, this is 
frankly impossible, even on the best of days.  Furthermore, DBRS reports that cumu-
lative collections as a percentage of the company’s forecast for each ABS always have 
remarkably consistent figures that hover within fractions of a percent near 112% or 
120% depending on the securitization, as previously discussed.  This suggests that ei-
ther Credit Acceptance could earn more profit across the entire financial sector with 
its “proprietary credit scoring system,” or the reported figures are being manipulated.

Only one industry observer appears to have noticed similar activity, though its de-
scription may refer to Transfers.  In a September 2017 report entitled “The Subprime 
Auto Bubble,” a fund called 3-Sigma Value wrote:

“CACC moves the loans from the partner program to the purchase program, in part 
to maintain the credit performance in the partner program required for securitizations. 
Since 2013, transfers from the portfolio program to the purchased program have ex-
ceeded write-offs and the process has accelerated.  In effect, the purchased portfolio 

Credit Acceptance Auto Loan Trust 2016-2
Originator:
Servicer:
Seller:
Owner Trustee: U.S. Bank Trust, N.A.
Back-up Servicer &
Indenture Trustee:

Wells Fargo Bank, N.A.

Original Balance Current Balance Coupon Final Maturity 
Class A 233,180,000$                 233,180,000$                 2.42% 11/15/2023
Class B 68,210,000$                   68,210,000$                   3.18% 5/15/2023
Class C 48,830,000$                   48,830,000$                   4.29% 11/15/2024
TOTAL 350,220,000$                 350,220,000$                 

Pool Information

Current 1 Mo. Ago

Eligible Dealer Loans  $                344,664,906  $                359,531,526 

Eligible Purchased Contracts 97,640,089$                   102,302,123$                 

Total Eligible Loans 442,304,996$                 461,833,649$                 

Total Advance Rate 79.18% 75.83%

Class A Advance Rate 52.72% 50.49%

Class A & B Advance Rate 68.14% 65.26%

Minimum Collateral Amount 442,304,996$                 461,833,649$                 

Cumulative Collections 311,381,933$                 316,386,127$                 

Forecast Cumulative Collections 311,381,933$                 285,433,438$                 

Cum. Collections as % of Forecast 100.00% 110.84%

Credit Acceptance Corporation (CAC)
Credit Acceptance Corporation
Credit Acceptance Funding LLC 2016-2

Distribution Date Apr-17
Collection Period Mar-17

Closing Date May-16
Period 11

Payment Frequency Monthly
Revolve/Amortization Period Revolving Period

March 2017 Ratings Agency Data April 2017 Ratings Agency Data

Credit Acceptance Auto Loan Trust 2016-2
Originator:
Servicer:
Seller:
Owner Trustee: U.S. Bank Trust, N.A.
Back-up Servicer &
Indenture Trustee:

Wells Fargo Bank, N.A.

Original Balance Current Balance Coupon Final Maturity 
Series 2016-2 Notes, Class A 233,180,000$                 233,180,000$                 2.42% 11/15/2023
Series 2016-2 Notes, Class B 68,210,000$                   68,210,000$                   3.18% 5/15/2023
Series 2016-2 Notes, Class A 48,830,000$                   48,830,000$                   4.29% 11/15/2024

TOTAL 350,220,000$                 350,220,000$                 

Pool Information

Current 1 Mo. Ago

Eligible Dealer Loans  $                334,747,284  $                344,664,906 

Eligible Purchased Contracts 216,041,387$                 203,615,167$                 

Eligible Purchased Loans 103,531,219$                 97,640,089$                   

Total Eligible Loans 654,319,890$                 645,920,163$                 

Total Advance Rate 79.91% 79.18%

Class A Advance Rate 53.20% 52.72%

Class A & B Advance Rate 68.77% 68.14%

Minimum Collateral Amount 437,775,000$                 437,775,000$                 

Cumulative Collections 378,951,540$                 351,182,342$                 

Forecast Cumulative Collections 337,330,427$                 311,381,933$                 

Cum. Collections as % of Forecast 112.34% 112.78%

Credit Acceptance Corporation (CAC)
Credit Acceptance Corporation
Credit Acceptance Funding LLC 2016-2

Distribution Date May-17
Collection Period Apr-17

Closing Date May-16
Period 12

Payment Frequency Monthly
Revolve/Amortization Period Revolving Period

A side-by-side comparison of March and April 2017 DBRS Performance Analytics Reports for CAALT 2016-2 suggests that $203 million ap-
peared out of nowhere, increasing the securitization’s “Total Eligible Loans.”  Eligible Dealer Loans (green box) are consistent from month to 
month, but the introduction in April of “Eligible Purchased Contracts” (red box) leads to a re-naming of Eligible Purchased Contracts to Eligible 
Purchased Loans (purple box) and a mis-match in Total Eligible Loans.  The April Report also contains a typo regarding Class C notes (yellow 
circle), while the March Report suggests that Credit Acceptance miraculously collected 100.00% of its forecasted collections (orange box).  
Collections values do not match up.  This type of high value mis-match error also appears in DBRS reports for at least one other CAALT ABS.  
Actual monthly collections can be derived by subtracting one month’s “Cumulative Collections” from the next month’s.
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serves as a ‘bad bank’ as CACC seg-
regates non-performing loans from 
performing ones.”116

As of September 2017, Credit 
Acceptance reported $4.8 billion 
in loans receivable: $3.5 billion in 
Dealer Loans and $1.3 billion in 
Purchased Loans.  Of the $4.8 bil-
lion in loans receivable, the com-
pany reported approximately $3.2 
billion pledged as collateral to cur-
rently outstanding ABSes.117  See 
Table 10.

DBRS lists an additional $1.46 bil-
lion in collateral as being pledged 
to these securitizations.  This ad-
ditional collateral, undisclosed in 
Credit Acceptance’s financial state-
ments, is made up of Eligible Pur-
chased Contracts.  To the extent 
that there is an innocuous expla-
nation for the Eligible Purchased 
Contracts figures appearing on 
both the company’s own Monthly 
Servicer’s Reports and DBRS Per-
formance Analytics Reports, but 
not in its financial statements, it 
is not possible for an average in-
vestor to discern that explanation 
from the company’s public disclo-
sures, which itself a problem.  In a 
decade of financial statements and 

reporting, Credit Acceptance has not once told investors that it engages in DCPs 
as described in its securitization deal documents.  There does not appear to be any 
disclosure regarding Credit Acceptance’s apparent purchase of $1.46 billion in loans 
from existing Portfolio Program pools, or regarding this additional $1.46 billion in col-
lateral being pledged to existing securitizations.  Though unlikely, this could conceiv-
ably mean that Credit Acceptance has fewer assets than it has been telling investors it 

116 3-Sigma Value, September 28, 2017, “The Subprime Auto Bubble - Part 2.” 
https://www.plainsite.org/realitycheck/cacc/20170928.subprimeauto2.pdf

117 According to DBRS, that $3.2 billion is comprised of $1.8 billion in Dealer Loans, $0.7 billion in Purchased Loans and 
$0.8 billion in Unidentified Collateral.  DBRS did not produce Performance Analytics Reports for CAALT 2014-2 and 
CAALT 2016-1.

Table 10: Comparison of DBRS Reports and 
Credit Acceptance Financial Statements Filed with the SEC 

Period

Total Collateral 
Pledged to ABS 

per DBRS Reports

Total Collateral 
Pledged to ABS 
per SEC Filings Difference

Q2 2010 $142.41 $142.41 $0.00
Q3 2010 $142.47 $142.47 $0.00 
Q4 2010 $269.63 $269.54 $0.09
Q1 2011 $269.62 $269.62 $0.00 
Q2 2011 $260.44 $257.28 $3.16 
Q3 2011 $245.53 $244.53 $1.00 
Q4 2011 $483.05 $478.92 $4.13 
Q1 2012 $630.43 $624.55 $5.88 
Q2 2012 $631.80 $618.66 $13.14
Q3 2012 $947.31 $927.05 $20.26 
Q4 2012 $930.99 $912.00 $18.99 
Q1 2013 $915.25 $894.10 $21.15 
Q2 2013 $1,090.31 $1,056.10 $34.21 
Q3 2013 $927.46 $1,043.40 ($115.94) 
Q4 2013 $1,221.55 $1,194.30 $27.25 
Q1 2014 $1,175.30 $1,160.40 $14.90 
Q2 2014 $1,562.52 $1,537.40 $25.12 
Q3 2014 $1,796.65 $1,787.40 $9.25 
Q4 2014 $1,722.26 $1,726.20 ($3.94) 
Q1 2015 $1,900.93 $1,925.70 ($24.77) 
Q2 2015 $1,827.58 $1,806.80 $20.78 
Q3 2015 $1,988.61 $1,977.10 $11.51 
Q4 2015 $1,947.13 $1,938.90 $8.23 
Q1 2016 $2,287.73 $2,317.40 ($29.67) 
Q2 2016 $2,717.63 $2,735.20  ($17.57) 
Q3 2016 $2,915.24  $2,720.30  $194.94 
Q4 2016 $3,278.44 $2,922.50  $355.94 
Q1 2017 $4,031.02 $3,214.30  $816.72 
Q2 2017 $4,738.26 $3,360.80    $1,377.46 
Q3 2017 $4,669.92 $3,205.80  $1,464.12 
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has.  With just $4.9 million in cash, a hole this large would be difficult to plug.118

Personal Wealth Extraction

On February 1, 2010, Credit Acceptance issued $250 million in senior notes, pur-
portedly to reduce the company’s heavy reliance on asset-backed financing, to “grow 
originations,” and “reduce our reliance on the short-term credit and bank markets.”119  
The funds from these senior notes were used to finance the repurchase of 4 million 
shares of Credit Acceptance stock at a cost of $200 million.  3.7 million of the shares 
sold were beneficially owned by Don Foss, the company’s founder and Chairman of 
the Board.  The company stated that the share repurchase was financed by borrow-
ings under its line of credit and warehouse facilities.120  Yet on page 37 of the same 
Form 10-K, Credit Acceptance also stated that the senior notes were used to pay off 
borrowings under their line of credit and warehouse facilities:

“...on February 1, 2010, we issued $250.0 million of Senior Notes.  The net proceeds 
from these financings were used to repay outstanding indebtedness under our revolv-
ing credit facility and our $325.0 million secured warehouse facility.”

The senior notes included several restrictions on repurchasing stock, the most signifi-
cant of which was a limitation based on Net Income from Q4 2009 and the quarter 
preceding the repurchase.

“...The Company shall not...directly or indirectly... purchase, repurchase, redeem, defease 
or make any other acquisition or retirement for value of any Capital Stock of the Com-
pany held by any Person...”

Credit Acceptance’s repurchase took place in Q3 2010.  Net Income during Q4 
2009, Q1 2010, and Q2 2010 was $18.5 million, $32.0 million, and $49.0 million, re-
spectively, for a total of $99.6 million.  The company’s Q3 2010 share repurchase ex-
ceeded this restriction by nearly $100 million.  Additionally, repurchase amounts were 
classified as restricted payments.  The senior note documents count all restricted pay-
ments made since the senior notes were issued towards the Net Income calculation. 

118 In its Q4 2017 earnings conference call on January 30, 2018, the company addressed the issue of Transfers:
David Scharf, JMP Securities: “Can you expand a little more explaining the language in the press release regarding the 
reclassification of some dealer loans into purchased loans?  Number one, is this something that you’ve historically done 
in the past but maybe not to as great a degree?  And for our purposes, are there any implications about how the yields, 
going forward, on those loans are going to be treated?”
Brett Roberts: “I don’t think I would worry about that too much.  The answer is we do reclassify loans from dealer loans 
to purchased loans if the dealers don’t meet their performance obligations; we’re entitled to do that under the terms of 
the agreement.  It’s typically small dollars.  What happened this quarter is we had a catch-up.  We hadn’t been reclassify-
ing those loans in a timely basis, and so we caught that up this quarter.  The reason it’s in the release is it impacts some 
of the numbers in the collection and spread tables, so we changed we way we do those tables.  From this point forward, 
the tables will reflect the way the loan was initially recorded, and that will just allow us to keep those numbers consis-
tent over time.  So we highlighted it in case you had a record somewhere of what was in prior releases so you wouldn’t 
be wondering why they didn’t tie out.”

119 SEC Form 8-K, March 22, 2010.  https://www.plainsite.org/realitycheck/cacc/20100322.8-k.pdf
120 SEC Form 10-K, December 31, 2009.  https://www.plainsite.org/realitycheck/cacc/20091231.10-k.pdf
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On March 3, 2011, Credit Acceptance issued an additional $100 million in senior 
notes.  The proceeds, along with additional borrowings, were used to finance Credit 
Acceptance’s repurchase of 1.9 million shares for $125.0 million.  1.8 million of those 
shares were beneficially owned by Don Foss.121

Credit Acceptance disclosed that the repurchase was made using proceeds from 
the March 2011 senior note issuance.  However, it appears that Credit Acceptance 
violated its senior note restrictions in conducting this repurchase.  The repurchase 
occurred in Q1 2011.  Credit Acceptance’s Net Income between Q4 2009 and Q4 
2010 was $246.1 million, but Credit Acceptance had already repurchased $200 mil-
lion in shares in 2010.  Credit Acceptance’s new share repurchase exceeded available 
Net Income by approximately $78 million.

In 2012, for the first time in five years, Credit Acceptance issued two term ABSes, 
CAALT 2012-1 and CAALT 2012-2, for a combined total of $453.3 million.  The 
company used this financing to repurchase 1.74 million shares of common stock 
worth $152.5 million from unknown sellers.

This set of repurchases, which also appears to violate senior note restrictions, also 
represented a shift in financing for Credit Acceptance.  The 2010 and 2011 share 
repurchases were completed wholly through a tender offer and the shares were ulti-
mately purchased from Don Foss.  The 2012 repurchases were split: 1 million shares 
purchased pursuant to a tender offer, including 557,023 from board members or their 
affiliates; and 727,000 shares purchased on the open market from unknown parties.  
The following year, Credit Acceptance also issued two Term ABSes, CAALT 2013-1 
and CAALT 2013-2, for a combined total of $338.1 million.

Credit Acceptance executives were well aware that they were not allowed to pur-
chase the company’s stock with the money they had borrowed.  Instead of purchas-
ing the shares outright, they paid for them using their secured line of credit and their 
warehouse lending vehicles, which actually executed the trades—and then repaid 
their lenders the following day for the transactions that they had been forbidden to 
execute themselves.  In this manner they attempted to comply with the letter of the 
agreements, while clearly violating their spirit.

In April of 2013, Credit Acceptance filed registration documents with the SEC for 
listed shareholders selling 1.5 million shares, with an option for the underwriters to 
purchase another 225,000 shares from those shareholders.  Credit Acceptance re-
purchased 1.2 million shares for $135 million dollars.  This time, substantially all of the 
repurchases were made on the open market.

121 SEC Form 10-Q, March 31, 2011, Item 10.  https://www.plainsite.org/realitycheck/cacc/20110331.10-q.pdf
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Why No One Noticed
Throughout the course of investigating Credit Acceptance, we spoke with individuals 
involved in several aspects of their business.  Some of the most surprising statements 
came from employees and former employees of ratings agencies.

Ratings agencies were famously highlighted in the aftermath of the 2008 financial cri-
sis as having played a large role in allowing mortgage-backed securities to effectively 
implode the economy.  In an infamous scene in The Big Short, an S&P ratings analyst 
appears with literal blinders on.122  S&P Global Ratings ultimately paid a $1.375 billion 
penalty for defrauding investors in the lead-up to the financial crisis,123 while Moody’s 
paid a penalty of $864 million for its role.124  Here again, we found that the fundamen-
tal model around ABS ratings, where corporate customers pay for analysis to support 
a misleadingly narrow rating they request up-front, is fundamentally broken and not 
at all changed from a decade ago.

We spoke with a ratings analyst familiar with the Credit Acceptance model.  This indi-
vidual expressed admiration for Credit Acceptance, saying that “it’s a company and a 
business model we’ve gotten very comfortable with,” and telling us, “I think their track 
record does speak volumes for them, particularly in that segment of the auto space; 
to be around that long and be that successful, you’re clearly doing a lot of things right.”  
The analyst described some of the challenges of rating the company’s ABSes:

“It’s not really like any of the other, what you might call ‘typical’ auto loan ABS securi-
tizations.  In the course of doing it we twist ourselves into a pretzel, but we’re trying to 
look at it through our typical auto ABS lens.  So, in other words, we’re trying to stuff it 
into our auto loan criteria box, but at the same time recognizing that, well, there are 
some funky things going on, so we need to add a few other bells and whistles to it...”

The analyst also emphasized that the ratings agency felt comfortable with already 
defaulted loans being pledged to securitizations because of cross-collateralization, 
despite the fact that we were told, “nobody [else] ever does that.”  The analyst also 
told us, much to our surprise, that the models used to rate the company’s ABSes only 
focus on performing contracts, and that the model ignores defaulted loans for cash 
flow purposes (but not necessarily as related to other metrics).

When asked about the steadily increasing number of outstanding ABSes the company 
relies on for long-term financing, the analyst stated, “It doesn’t seem to be anything 

122 Paramount Pictures, 2015.  https://www.youtube.com/watch?v=_aJ69YgvpDo
123 United States Department of Justice Press Release, February 3, 2015, “Justice Department and State Partners Secure 

$1.375 Billion Settlement with S&P for Defrauding Investors in the Lead Up to the Financial Crisis.” 
https://www.justice.gov/opa/pr/justice-department-and-state-partners-secure-1375-billion-settlement-sp-defrauding-investors

124 The Guardian, January 14, 2017, “Moody’s $864m penalty for ratings in run-up to 2008 financial crisis.” 
https://www.theguardian.com/business/2017/jan/14/moodys-864m-penalty-for-ratings-in-run-up-to-2008-financial-crisis
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they can’t handle.”  Regarding Dealer Collections Purchases, the analyst was familiar 
with the practice, but downplayed its significance, stating, “I don’t think that’s a big 
percentage of anything that’s ever happened.”

Many have attributed Credit Acceptance’s success in effect to its uniqueness, pointing 
out that over the years other companies have tried and failed to replicate the model.  
These supporters seem unaware that those failures might be attributable to the 
fact that the model does not work.  To the contrary, ratings agencies appear to view 
their analysis as leaning conservative because it focuses on the bonds, and not the 
company itself.  As the analyst we spoke with put it, “The bonds are a subset—eighty 
percent—of the advances, which are themselves a subset of the forecasted collec-
tions.  You could have reasonably catastrophic losses, and still pay off the bonds.  So 
I think there’s a lot of conservatism built into the structure, as there should be.”  In 
contrast, when we spoke with others from rating agencies with knowledge of Credit 
Acceptance, we were told that we had indeed identified several errors in the com-
pany’s securitization reports.125

The blame does not fall on the major ratings agencies alone.  In 2015, the SEC charged 
ratings agency DBRS with misrepresenting its ratings methodology for residential 
mortgage-backed securities, among other “certain complex financial instruments.”  
According to the SEC press release,126 “Without admitting or denying the findings in 
the SEC’s order, DBRS agreed to disgorgement of $2.742 million in rating surveillance 
fees it collected from 2009 to 2011 plus prejudgment interest of $147,482 and a pen-
alty of $2.925 million.  DBRS also agreed to be censured and retain an independent 
consultant to assess and improve its internal controls among other things.”

The Wall Street analysts who prepare reports for institutional clients also appear to 
have missed the forest for the trees.  We examined over 300 analyst reports issued 
on CACC common stock going back to 2012, and found them to be formulaic, un-
informed, overly optimistic, and lacking for meaningful insight.  Many of the reports 
were automatically generated by number-crunching algorithms that simply reported 
various metrics, while others drafted by actual analysts sliced and diced the com-
pany’s SEC disclosures in a few predictable ways, without offering anything new and 
while overlooking crucial details.  Many of the reports parroted what little Credit 
Acceptance discussed on its notorious short and uninformative earnings calls, such as 
the “competitive environment.”  To their credit, several of these analysts have recom-
mended that investors sell CACC in recent months.

Auditors fare slightly better in this story—more than once, the company’s auditors 
departed under a cloud, either because they resigned or were fired.  We would wel-
come feedback from Grant Thornton, especially on its conflict of interest policy.
125 One agency, clearly worried about reputational risk, would not comment without communications personnel present, 

who never materialized.
126 United States Securities and Exchange Commission Press Release, October 26, 2016, “SEC Charges Credit Rating 

Agency With Misrepresenting Surveillance Methodology.”  https://www.sec.gov/news/pressrelease/2015-246.html
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Regulators have been asleep at the wheel for years, and now under the Trump ad-
ministration, they are being dismantled—especially the CFPB, which previously had 
jurisdiction over Credit Acceptance.  After the financial crisis, the SEC was tasked with 
implementing section 942 of the Dodd-Frank Wall Street Reform and Consumer 
Protection Act, which concerned ABS transparency.  The SEC implemented this por-
tion of Dodd-Frank by issuing a final rule in 2011 suspending reporting and transpar-
ency obligations for certain (read “many”) securitization issuers.  A handful of com-
ment letters from the American Securitization Forum, Chris Barnard, Cleary, Gottlieb, 
Steen, & Hamilton LLP, the CRE Finance Council, the Investment Company Institute, 
MetLife, Inc., and the Mortgage Bankers Association were all that was needed to turn 
“public interest” legislation against the public once more.127

The issue of the need for transparent asset-level data arose again in 2014, when the 
SEC issued a Final Action.128  Despite all of the SEC’s work, the Credit Acceptance 
case makes clear that barely any ABS data, let alone asset-level data, is transparent to 
the public at all.  Public companies continue to profit from private securitizations, at 
great risk to investors.

While various Attorneys General have looked into some of Credit Acceptance’s busi-
ness practices, its complex finances have remained largely unexamined.  Almost every 
investigation has ended with a slap on the wrist as more lives have been “changed” 
for worse by the company.

Conclusion
The accounting practices used by Credit Acceptance Corporation are “not especially 
well understood”129 and may be signs of insolvency, ongoing accounting fraud, or both.  
As recently as January 30, 2018, Brett Roberts answered a basic analyst question 
about a $27 million adjustment with, “I don’t know, you stumped us on that one.”130  
To the extent that there are reasonable explanations for apparent circular cash flows, 
rapid borrowing, Dealer Collections Purchases, share repurchases, and share dumping 
by insiders, the company has completely failed to disclose them to shareholders, and 
to date has still refused to answer any of our questions posed in Part I, Appendix C, 
or our single request on January 29, 2018 to explain its DCP discrepancies.

With more transparent reporting, it would be far easier to discern the company’s 
financial health, which is potentially why the company refuses to provide it.  We would 

127 76 FR 52549.  https://www.gpo.gov/fdsys/pkg/FR-2011-08-23/pdf/2011-21500.pdf
128 Office of Management and Budget, RIN 3235-AK37. 

https://www.reginfo.gov/public/do/eAgendaViewRule?pubId=201410&RIN=3235-AK37
129 Graham & Doddsville: An investment newsletter from the students of Columbia Business School, Issue XXXII, Winter 2018, 

Page 17.  https://www.plainsite.org/realitycheck/cacc/20180125.graham.pdf
130 Credit Acceptance Corporation Q4 2017 Earnings Call Transcript, January 30, 2018. 

https://www.plainsite.org/realitycheck/cacc/20180130.transcript.pdf
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welcome feedback from the company on our estimates.

Instead, like many companies, Credit Acceptance only provides investors with the 
positive outlook.  In its 2013 annual shareholder letter,131 the company states a num-
ber of “Key Success Factors” that purport to summarize “the key elements of our 
success today.”

The company claims, “We have developed the ability to offer guaranteed credit ap-
proval while maintaining an appropriate return on capital.”  Yet Credit Acceptance 
refuses to disclose key metrics about its return on capital, because if it did, we believe 
those metrics would reveal a company in crisis.

The company claims, “We understand the daily execution required to successfully 
service a portfolio of automobile loans to customers in our target market.”  The com-
pany has filed hundreds of thousands of lawsuits to keep up with its cash flow needs.

The company claims, “We have learned how to develop relationships with dealers 
that are profitable.”  Dealer churn is significant, suggesting that the program is not 
working for many dealers at all.

The company claims, “We have developed a much more complete program for help-
ing dealers serve this segment of the market.”  This may be a reference to CAPS, the 
company’s patent-ineligible database that allows dealers to stealthily increase vehicle 
prices—a practice that recently resulted in a settlement with New York City.

The company claims, “We have strengthened our focus on our core business.”  In fact, 
the focus of Credit Acceptance’s business has shifted from its Portfolio Program to its 
Purchase Program in large part thanks to Dealers Collections Purchases, a practice 
invisible to investors and only discussed in hundreds of pages of securitization docu-
ments that has left a $1.46 billion question mark on the company’s balance sheet.

The company claims that, “We have developed the ability to execute our loan origina-
tion process consistently over time.”  In fact, it nearly went out of business twice in the 
mid-1990s and after the 2008 financial crisis, has been delisted from the NASDAQ 
once, and has had major disagreements with nearly all of its auditors.

Finally, the claim that, “We devote a large portion of our time to something we call 
organizational health” is simply untrue.  We believe Credit Acceptance is deeply un-
healthy.  Perhaps once again it can stage a miraculous recovery, but unless manage-
ment can convincingly answer questions about its accounting and business practices, 
its days may be numbered.

131 SEC Form 8-K, March 20, 2014.  http://www.plainsite.org/realitycheck/cacc/20140320.8-k.pdf
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Updates
In Part I of this report, we followed the case of Samantha Rajapakse, a car buyer who 
eventually sued Credit Acceptance twice in federal court.  Ms. Rajapakse provided us 
with a copy of a December 20, 2017 letter that Sandy Pollack, a Regulatory Com-
pliance Manager at Credit Acceptance, sent to the Attorney General of Michigan, 
accusing her of vexatious litigation and “harassing behavior” by filing legal complaints 
and creating YouTube videos concerning her cases that encouraged others to do the 
same.  The apparent intent of the company’s letter was to block further attempts by 
Ms. Rajapakse to exercise her legal rights without the assistance of counsel.

The Attorney General replied to Ms. Rajapakse on January 2, 2018 by informing her 
that “there is no action we can take on your behalf ” since her case had already gone 
to court and that “we regret that we are unable to further assist you in the resolution 
of this matter.”  That letter did not address whether the Attorney General of Michigan 
could take broader action, as many other Attorneys General have.

Credit Acceptance followed up with Ms. Rajapakse on January 19, 2018 with a writ-
ten notice demanding $5,649.63 on her past due balance.  On February 3, 2018, the 
company repossessed her truck.  Her second lawsuit is ongoing.132

Corrections
Also in Part I, we reported that Credit Acceptance Corporation comprised 12.01% 
of the Michigan 36th District Court’s entire docket.  Due to an error in our analysis 
software that repeatedly counted unexpected mentions of the phrase “CREDIT AC-
CEPTANCE” occurring in the same file beyond the parties to each lawsuit, we over-
reported this figure by 0.31%.  The correct figure is 11.70%.  Although this has change 
no material impact on our conclusions, we regret the error.

132 Rajapakse v. Credit Acceptance Corporation et al, Michigan Eastern District Court, Case No. 4:17-cv-12970-MFL-SDD. 
https://www.plainsite.org/dockets/36h5omx45/michigan-eastern-district-court/rajapakse-v-credit-acceptance-corporation-et-al/
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Appendix D: Data Tables
Table 11: FinViz.com Credit Services Industry Company Comparison (1/27/2018) 

Ticker Company
Market 

Capitalization
Price/ 

Earnings
Price/
Cash

Float 
Short Price

AGM Federal Agricultural Mortgage Corporation 827.35 10.78 2.26 0 80.17
ATLC Atlanticus Holdings Corporation 30.77 - 0.45 0.1742 2.22
AXP American Express Company 88,090 19.22 2.67 0.0127 99.63
CACC Credit Acceptance Corporation 7,150 19.5 1,459.42 0.2212 376.18
CIT CIT Group Inc. 6,740 372.3 2.17 0.038 51.75
COF Capital One Financial Corporation 50,870 14.7 6 0.0107 104.9
CPSS Consumer Portfolio Services, Inc. 98.14 5.97 8.18 0.0792 4.55
CURO CURO Group Holdings Corp. 693.34 13.89 7.26 0.0009 16.31
DFS Discover Financial Services 29,390 13.93 - 0.0147 80.98
EFX Equifax Inc. 15,310 28.82 48.55 0.0341 127.49
ENVA Enova International, Inc. 563.55 18.62 5.12 0.0745 17
EZPW EZCORP, Inc. 639.24 19.35 - 0.1559 12
FCFS FirstCash, Inc. 3,400 31.26 36.41 0.0207 72.95
FPAY Flexshopper, Inc. 21.31 - 5.61 0.0001 3.99
GDOT Green Dot Corporation 3,170 46.1 4.34 0.0245 63.66
HAWK Blackhawk Network Holdings, Inc. 2,610 - 8.55 0.0859 46
JTPY JetPay Corporation 39.2 - 5.44 0.0028 2.45
LC LendingClub Corporation 1,750 - 4.55 0.0793 4.08
LMFA LM Funding America, Inc. 6.02 - 10.03 0.5049 1.78
LOAN Manhattan Bridge Capital, Inc. 48.95 14.92 489.48 0.0049 6.04
MA Mastercard Incorporated 178,870 39.73 24.1 0.0068 170.34
MFIN Medallion Financial Corp. 126.83 29.88 6.57 0.1984 4.96
MGI MoneyGram International, Inc. 705.05 28.57 4.14 0.0438 12.97
NAVI Navient Corporation 3,910 8 3.13 0.0542 14.54
NICK Nicholas Financial, Inc. 113.2 43.54 30.6 0.0047 9.1
NNI Nelnet, Inc. 2,210 10.28 8.7 0.0158 53.94
OCSL Oaktree Specialty Lending Corpo 717.49 - 13.54 0.0038 5.09
OMF OneMain Holdings, Inc. 4,560 26.8 4.98 0.0183 33.79
ONDK On Deck Capital, Inc. 338.6 - 5.27 0.0566 4.61
PHH PHH Corporation 299.13 - 0.61 0.0451 9.19
PMTS CPI Card Group Inc. 35.53 - 2.4 0.068 3.09
PYPL PayPal Holdings, Inc. 101,600 66.5 20.65 0.0147 85.45
RM Regional Management Corp. 335.49 13.1 64.52 0.0691 28.48
RTNB root9B Holdings, Inc. 0.75 - - 0.0574 0.12
SLM SLM Corporation 5,050 18.65 4.05 0.0412 11.62
SNFCA Security National Financial Corporation 69.93 14.15 1.81 0.0003 4.5
SYF Synchrony Financial 31,660 15.31 2.28 0.0162 40.21
TCAP Triangle Capital Corporation 512.31 - 6.32 0.0453 10.72
TSS Total System Services, Inc. 16,280 39.62 39.37 0.0148 88.94
V Visa Inc. 287,220 45.1 21.37 0.0672 126.32
WRLD World Acceptance Corporation 1,020 16.03 54.37 0.1397 117.31
WU The Western Union Company 9,690 46.1 9.37 0.1083 21.16
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Table 12: Secured Line of Credit Turnover (Millions of Dollars) 

Period Repayments
Ending 

Balance
Average Balance 

Over Period
Amount 

Borrowed
Quarterly 
Turnover

Q1 2007 $158.40 $36.90 $42.32 $195.30  4.61 

Q2 2007 $190.20 $38.10 $43.76 $191.40  4.37 

Q3 2007 $123.40 $37.30 $39.70 $122.60  3.09 

Q4 2007 $163.60 $36.30 $37.71 $162.60  4.31 

Q1 2008 $153.50 $87.40 $65.14 $204.60  3.14 

Q2 2008 $260.60 $38.10 $74.82 $211.30  2.82 

Q3 2008 $113.20 $82.90 $56.28 $158.00  2.81 

Q4 2008 $257.40 $61.30 $43.72 $235.80  5.39 

Q1 2009 $114.30 $99.30 $66.49 $152.30  2.29 

Q2 2009 $244.30 $113.90 $101.32 $258.90  2.56 

Q3 2009 $124.10 $102.50 $89.29 $112.70  1.26 

Q4 2009 $112.20 $97.30 $104.87 $107.00  1.02 

Q1 2010 $168.80 $28.40 $44.53 $99.90  2.24 

Q2 2010 $136.90 $4.30 $30.33 $112.80  3.72 

Q3 2010 $307.00 $102.70 $68.72 $405.40  5.90 

Q4 2010 $445.80 $136.70 $115.57 $479.80  4.15 

Q1 2011 $492.90 $132.80 $86.54 $489.00  5.65 

Q2 2011 $628.80 $127.20 $124.86 $623.20  4.99 

Q3 2011 $673.10 $99.40 $113.10 $645.30  5.71 

Q4 2011 $682.90 $43.90 $112.55 $627.40  5.57 

Q1 2012 $477.80 $173.60 $102.68 $607.50  5.92 

Q2 2012 $815.60 $13.10 $93.80 $655.10  6.98 

Q3 2012 $604.40 $115.80 $100.13 $707.10  7.06 

Q4 2012 $610.00 $43.50 $88.18 $537.70  6.10 

Q1 2013 $522.80 $115.90 $73.30 $595.20  8.12 

Q2 2013 $929.70 $150.80 $139.60 $964.60  6.91 

Q3 2013 $571.50 $87.60 $70.50 $508.30  7.21 

Q4 2013 $733.30 $102.80 $108.20 $748.50  6.92 

Q1 2014 $512.00 $115.90 $80.60 $525.10  6.51 

Q2 2014 $831.60 $106.20 $124.60 $821.90  6.60 

Q3 2014 $732.60 $8.80 $101.20 $635.20  6.28 

Q4 2014 $703.30 $119.50 $108.00 $814.00  7.54 

Q1 2015 $1,107.90 $0.00 $107.90 $988.40  9.16 

Q2 2015 $109.90 $24.80 $6.90 $134.70  19.52 

Q3 2015 $364.80 $0.00 $30.00 $340.00  11.33 

Q4 2015 $136.20 $57.70 $11.60 $193.90  16.72 

Q1 2016 $820.10 $36.30 $56.60 $798.70  14.11 

Q2 2016 $273.70 $0.00 $22.20 $237.40  10.69 

Q3 2016 $159.50 $85.20 $13.30 $244.70  18.40 

Q4 2016 $419.80 $0.00 $31.10 $334.60  10.76 

Q1 2017 $488.80 $134.10 $62.40 $622.90  9.98 

Q2 2017 $2,034.80 $0.00 $178.80 $1,900.70  10.63 

Q3 2017 $422.60 $130.50 $35.70 $553.10  15.49
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Table 13: Warehouse Lending Facilities Turnover (Millions of Dollars) 

Period Repayments
Ending 

Balance
Average Balance 

Over Period
Amount 

Borrowed
Quarterly 
Turnover

Q1 2007  $62.50  $264.00  $216.53  $326.50  1.51 

Q2 2007  $146.50  $227.00  $219.05  $109.50  0.50 

Q3 2007  $49.40  $245.60  $234.93  $68.00  0.29 

Q4 2007  $134.00  $198.10  $197.43  $86.50  0.44 

Q1 2008  $43.51  $285.79  $257.76  $131.20  0.51 

Q2 2008  $113.23  $314.06  $322.40  $141.50  0.44 

Q3 2008  $49.06  $296.00  $308.74  $31.00  0.10 

Q4 2008  $142.00  $306.00  $312.64  $152.00  0.49 

Q1 2009  $61.00  $299.90  $314.90  $54.90  0.17 

Q2 2009  $63.50  $305.90  $315.48  $69.50  0.22 

Q3 2009  $74.50  $324.50  $340.33  $93.10  0.27 

Q4 2009  $165.90  $227.60  $272.48  $69.00  0.25 

Q1 2010  $152.60  $75.00  $128.59  $0.00  0.00 

Q2 2010  $15.00  $130.00  $106.68  $70.00  0.66 

Q3 2010  $59.60  $217.60  $206.05  $147.20  0.71 

Q4 2010  $138.50  $89.10  $147.08  $10.00  0.07 

Q1 2011  $51.50  $187.60  $160.12  $150.00  0.94 

Q2 2011  $77.60  $255.00  $277.15  $145.00  0.52 

Q3 2011  $206.00  $354.00  $331.00  $305.00  0.92 

Q4 2011  $447.28  $270.70  $208.53  $363.98  1.75 

Q1 2012  $459.52  $102.30  $264.08  $291.12  1.10 

Q2 2012  $270.40  $262.20  $184.54  $430.30  2.33 

Q3 2012  $476.60  $37.60  $232.97  $252.00  1.08 

Q4 2012  $234.00  $118.90  $50.82  $315.30  6.20 

Q1 2013  $251.80  $179.70  $127.70  $312.60  2.45 

Q2 2013  $290.40  $82.90  $97.90  $193.60  1.98 

Q3 2013  $47.60  $195.70  $178.00  $160.40  0.90 

Q4 2013  $195.70  $0.00    $64.00  $0.00  0.00 

Q1 2014  $103.90  $256.70  $82.80  $360.60  4.36 

Q2 2014  $339.20  $179.50  $92.40  $262.00  2.84 

Q3 2014  $467.80  $25.00  $179.90  $313.30  1.74 

Q4 2014  $76.70  $119.10  $50.90  $170.80  3.36 

Q1 2015  $324.90  $29.00  $49.30  $234.80  4.76 

Q2 2015  $37.10  $27.90  $30.50  $36.00  1.18 

Q3 2015  $340.30  $12.00  $26.00  $324.40  12.48 

Q4 2015  $36.30  $26.70  $14.40  $51.00  3.54 

Q1 2016  $290.80  $12.00  $26.20  $276.10  10.54 

Q2 2016  $386.00  $12.00  $23.50  $386.00  16.43 

Q3 2016  $36.10  $12.00  $12.00  $36.10  3.01 

Q4 2016  $385.90  $12.00  $21.10  $385.90  18.29 

Q1 2017  $386.00  $12.00  $19.80  $386.00  19.49 

Q2 2017  $490.50  $0.00    $74.70  $478.50  6.41 

Q3 2017  $0.10  $0.00  $0.00  $(0.10)  (1.00)



57Reality Check

Table 14: Aggregate Turnover (Millions of Dollars) 

Period Repayments
Ending 

Balance
Average Balance 

Over Period
Amount 

Borrowed
Quarterly 
Turnover

Q1 2007 $220.90 $300.90 $258.85 $521.80  2.02 

Q2 2007 $336.70 $265.10 $262.81 $300.90  1.14 

Q3 2007 $172.80 $282.90 $274.63 $190.60  0.69 

Q4 2007 $297.60 $234.40 $235.14 $249.10  1.06 

Q1 2008 $197.01 $373.19 $322.90 $335.80  1.04 

Q2 2008 $373.83 $352.16 $397.22 $352.80  0.89 

Q3 2008 $162.26 $378.90 $365.03 $189.00  0.52 

Q4 2008 $399.40 $367.30 $356.36 $387.80  1.09 

Q1 2009 $175.30 $399.20 $381.39 $207.20  0.54 

Q2 2009 $307.80 $419.80 $416.80 $328.40  0.79 

Q3 2009 $198.60 $427.00 $429.62 $205.80  0.48 

Q4 2009 $278.10 $324.90 $377.36 $176.00  0.47 

Q1 2010 $321.40 $103.40 $173.12 $99.90  0.58 

Q2 2010 $151.90 $134.30 $137.01 $182.80  1.33 

Q3 2010 $366.60 $320.30 $274.77 $552.60  2.01 

Q4 2010 $584.30 $225.80 $262.65 $489.80  1.86 

Q1 2011 $544.40 $320.40 $246.66 $639.00  2.59 

Q2 2011 $706.40 $382.20 $402.00 $768.20  1.91 

Q3 2011 $879.10 $453.40 $444.10 $950.30  2.14 

Q4 2011 $1,130.18 $314.60 $321.08 $991.38  3.09 

Q1 2012 $937.32 $275.90 $366.76 $898.62  2.45 

Q2 2012 $1,086.00 $275.30 $278.34 $1,085.40  3.90 

Q3 2012 $1,081.00 $153.40 $333.10 $959.10  2.88 

Q4 2012 $844.00 $162.40 $139.01 $853.00  6.14 

Q1 2013 $774.60 $295.60 $201.00 $907.80  4.52 

Q2 2013 $1,220.10 $233.70 $237.50 $1,158.20  4.88 

Q3 2013 $619.10 $283.30 $248.50 $668.70  2.69 

Q4 2013 $929.00 $102.80 $172.20 $748.50  4.35 

Q1 2014 $615.90 $372.60 $163.40 $885.70  5.42 

Q2 2014 $1,170.80 $285.70 $217.00 $1,083.90  4.99 

Q3 2014 $1,200.40 $33.80 $281.10 $948.50  3.37 

Q4 2014 $780.00 $238.60 $158.90 $984.80  6.20 

Q1 2015 $1,432.80 $29.00 $157.20 $1,223.20  7.78 

Q2 2015 $147.00 $52.70 $37.40 $170.70  4.56 

Q3 2015 $705.10 $12.00 $56.00 $664.40  11.86 

Q4 2015 $172.50 $84.40 $26.00 $244.90  9.42 

Q1 2016 $1,110.90 $48.30 $82.80 $1,074.80  12.98 

Q2 2016 $659.70 $12.00 $45.70 $623.40  13.64 

Q3 2016 $195.60 $97.20 $25.30 $280.80  11.10 

Q4 2016 $805.70 $12.00 $52.20 $720.50  13.80 

Q1 2017 $874.80 $146.10 $82.20 $1,008.90  12.27 

Q2 2017 $2,525.30 $0.00   $253.50 $2,379.20  9.39 

Q3 2017 $422.50 $130.50 $35.70 $553.00  15.49
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Table 15: Underperforming Dealer Loan Pools (Dollars in Millions) 

Period
Underperforming 

Dealer Loans  Loans Receivable Total
Percentage 

Underperforming
Q1 2011 Not Reported
Q2 2011 Not Reported
Q3 2011 Not Reported
Q4 2011 $994.61 $1,506.53 66.01%
Q1 2012 $1,122.98 $1,652.07 67.97%
Q2 2012 $1,144.26 $1,736.58 65.89%
Q3 2012 $1,235.48 $1,807.70 68.35%
Q4 2012 $1,305.30 $1,869.40 69.82%
Q1 2013 $1,405.40 $1,973.10 71.23%
Q2 2013 $1,388.40 $2,041.40 68.01%
Q3 2013 $1,451.50 $2,110.00 68.79%
Q4 2013 $1,474.10 $2,155.50 68.39%
Q1 2014 $1,553.40 $2,247.00 69.13%
Q2 2014 $1,563.10 $2,279.00 68.59%
Q3 2014 $1,590.40 $2,315.30 68.69%
Q4 2014 $1,444.70 $2,389.80 60.45%
Q1 2015 $1,577.80 $2,564.30 61.53%
Q2 2015 $1,589.00 $2,634.80 60.31%
Q3 2015 $1,705.20 $2,726.50 62.54%
Q4 2015 $1,756.60 $2,823.40 62.22%
Q1 2016 $1,982.80 $2,985.70 66.41%
Q2 2016 $2,013.20 $3,049.20 66.02%
Q3 2016 $2,084.60 $3,151.90 66.14%
Q4 2016 $2,206.80 $3,209.00 68.77%
Q1 2017 $2,296.00 $3,326.50 69.02%
Q2 2017 $2,280.70 $3,385.30 67.37%
Q3 2017 $2,346.50 $3,474.30 67.54%
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