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fellow sharehaiders:

ftori

Similarly, our results mirrored this trend as our st quarter was our

stron g’\\[ quarter, fl)}l()\\‘&’(.‘ 1\,(\’ iﬂ!!‘k,‘;lﬁi”g!’\f Ch HLHUHK‘ L()ﬂ\hll oS,
i‘(}l"l\l!'l;!! E/\ we TCC()gHi'I,L.‘.d Y}M 5igll‘§ (){ Si(‘)\\'li)g in our L,O“(..CU()HS

as well as the broader economy and slowed owr purchasing in

anticipation of better pricing while simultancously controlling

operating costs.

Yet, as the vear progressed, the slowdown turned into a credic crisis
and, uldmately, one of the decpest global recessions in the last
quarter century. However, amidst these conditions, a mantra was
born — waves of change, oceans of opportunity - that bas become
not just a rallying cry, but truly a mandate tor everyone on the Asser

Acceptance team as we exit l()()S and enter the new year. Many
of the waves we faced last vear were in the marketplace. Widh the
dramatic economic slowdown, consumers were buffeted by rapidly
increasing food and energy prices that sapped disposable income.

Then, as inﬂ;ni()nary pressures faded, consumers encountered f;\lh’ng

home prices and other asset values, as well as rapidly increasing
unemployment. These factors made the collections environment ever
maore L'na}lcnging, causing downward pressure on our cash collections
and revenues in each sc(;uumi;ﬂ quarter. But these az{'\a“cngcs also
;')z‘cwx'xwd us with opportunities to improve our operations and set a

solid foundation for futuce growth.

The weakness in the consumer environment, coupled with dght
credit markets for issuers and their need for cash flow, led o a
healthy supply of charge-offs and improved pricing over what we
experienced in 2006 and 2007, We opted to ;1d ust our course and
re-evaluate our operations, leading o a significant reduction in our

operating costs during the year. With regard to portfolio purchasing,

we reduced our overall levels of investment, while shifting the focus
of those investments toward higher-quality paper. In addition, we
recently announced our new Economerric Scenario Projection, or
ESP model, o improve our forecasting of portfolio supply and
pricing, cash collections and return on investment. All of these
efforts are ongoing as we operate in what is shaping up o be another

challenging year in 2009.

Financial Review

It sum, it took a momentous effort to keep our year-over-year declines
in revenues and cash collections to (m]y smgic digi\s on a percentage
basis.  Purchased receivables revenue fell 5.2 percent to $232.9
million in 2008, and with the more dithcule consumer environment
impacting our business, cash collections cased 0.4 percent to $369.6
million in fiscal 2008, compared to $371.2 million in fiscal 2007.
An increasing level of collections came from our outside partners
because of the capacity constraints of our in-house operations.
Traditional call center collections were down 5.6 percent to
$163.2 million and were 44.1 percent of total collections in 2008,
reflecting the increasingly difficule collections environment faced
by our associates. [”:U‘l:ia”y ()H’R?([ing the softness in tradidonal

collections, legal collections grew 2.1 percent to $151.1 million,
or 40.9 percent of total collections, and other collections increased
10.0 percent to $55.3 million, accounting for the remaining 15.0
percent of total cash collections. Third-party collections from our
legal and agency forwarding arcas increased to 30.9 percent of
total cash collections in 2008, 'The growth in these two channels

reflects our effores to maximize the utilization of external resources

2008 An




(o hclp us bridge the gap N Our capacity. Collections per account

representative were down 1003 percent to $173,209 due in large

part to the impact of the more difhcult conditions on consumers’

ability to repay their debts,

The amortzation rate, or the difference between cash collecdons

f .
and revenue, was 2’

7.0 percent in fiscal 2008, compared 0 33.8
percent in fiscal 2007, This increase in the amortization rate, which
included the impact of net impairments on purchased receivables,
resulted in a lower proportion of cash collections being recognized
as revenue during fiscal 2008, Driving the higher amortizadon rate
is the lower expected collection muldple on our portfolios. The
multiple of purchase price collected on our purchased receivables has
been coming down in recent years as a result of the elevated pricing
environment, as well as the more challenging collections environment
we faced in 2008, As portfolio pricing declines from the high levels

of recent vears, amortization rates should also improve, however this

will take dme. During the year, we recorded $13.0 million in net

s, down from $24.4 million in fiscal 2007,

impairment d‘.arb

A highlight of the year was our reduction in operating costs both in

1 1 - [P :
absolute dollars and as a percentage of cash collections. Operating

expenses for the vear were reduced 5.6 percent to $195.8 million,

I ) b

or 53.0 percent of cash collections.  Operating expenses as a
i i g exp

nercentage of cash collections improved by 290 basis points on

£ g } 3 I

a year-over-year basis despite the headwinds of overall difheule

muarket conditions. This improvement reflects the actions we took

w improve efhciency, reduce excess real estate capacity and better
match a pordion of our legal collections costs with cash collections

actions which will continue.

The majority of our operating cost reductions were concentrated
in collections expense, which was reduced by $9.4 million, or 9.5
percent in fiscal 2008, The improvement in collections costs was
driven by deferred expenses for legal collections as we sought to better
match expenses with cash collections. We also reduced our rentand
18

related occupancy costs by $1.4 million, or 15.4 percent, primarily
a result of the consolidation of two call centers completed in 2007.

All of this culminated in net income of $15.7 million, or $0.51 per
fully diluted share, in 2008, a 23 percent decline on a year-over-
year basis.  Although we made significant progress in controlling
and reducing our expenses, profits were negatively impacted by
two primary factors: the increased amortization rate in determining

purchased receivables revenue and the impact of interest expense

resulting from higher average borrowings during the vear.

As conditions evolved throughout fiscal 2008, our portfolio purchases
changed with them. We wimmed our invesument in purchased
million

¥

receivables to $155.2 million in fiscal 2008, down $14

u)mp;u‘cd with 2007, representing a face value uf*;1ppr<>ximatdy 53.8

billion. Fven though market prices tor paper continued o decline,
8 b

the average price we paid as a percentage of face value increased

|
during the year as we chose o focus our purchases on higher-quality




receivables amid the wough collections environment, More to the
point, we paid more for our purchases, but believe they are more
collectable over the long term and can generate a betrer return on

investment {hklﬂ I(JX’VCI‘ COst paper.

Data-Driven Modeling

Beginning in the sccond half of 2008, we began to see a dynamic
|

change in the economic forces that affect our indusoy. To better

understand how o maximize the opportunities and manage the

challenges, we created a proprictary model, which we call the

Scenario Projection (ESP), to assist us in our ability

FEconometric
to project future tends in our business.  This model uses select
consumer, market and demand indicarors and indices to forecast

business metrics into the near future,

le is important to note that our ESP model is not a simple one,

but rather employs a number of key ecconomic indicators to project

serformance of the overall market and pricing for portfolios. We
g

invested considerable tmie and resources in developing this model

including historical modeling using our own data spanning millions

of accounts and years of recorded experience — to isolate the factors

that we believe most influence and predict the key drivers of returns

on p()rrﬂ)iios. Although the intricacies of the statistical model prov ide
the foundation for the ESP the real value comes from the insighes it
provides into the future market environment. Presenty, our analysis

indicates that pricing will continue to improve in the coming year,

and that the best time to increase our portfolio purchases will be in
late 2009 and early 2010, Consequently, we have decided to delay

much of our purchase activity for the first half of the new year.

Operational
With the external environment uncertain, we turned our attention
inward in 2008 with the goal of lowering operating expenses in
the shore term and creating sustainable efficiencies over the long
termr. This included working on our overall capacity utilization
and inventory management and instilling a high level of operational
discipline throughout the organization. We are working to reduce
current capacity constraints within our network and, in fact, we
believe our current stafling level could be increased by approximarely
50 percent to balance capacity with total accounts under management.

However, we will not simiply hire account representatives en masse
ro reach that targer. Instead, we are working methodically to add
productive account representatives to our ream, and that takes tme.
Given these capacity constraints, we continue to rely on ourtside
partners in our collection efforts. However, we do not believe this
has a significant adverse effect on our operating costs, as we have
made strides in ensuring that the right accounts are forwarded to the
maost appropriate channel.

Account representative  productivity  declined on a full-time
equivalent basis 10,3 percent when compared to 2007, We believe

this reduction in productivity was primarily related to the difhcule




collections environment, as well as the continued rationalization of
our portfolios, which shifted accounts away from the call center to
the agency forwarding channel. We continue to work to better align
our existing collections staff with our account inventory, and as a
result, we anticipate that the elevated volume of accounts directed
toward the agency forwarding channel will continue. We expect
this approach will generate increased overall cash collections on our
portfolios. Be assured, we believe we are on the correct path, but
it will take some time and effort to arrive at the optimal balance of
internal and outsourced collections efforts.

As we have emphasized in the past, our senior team is focused on
creating a highly engaged and skilled workforce that will allow us
to capitalize on current and future market opportunities. Since
assuming my role as CEO at the beginning of 2009, I have traveled to
all of our call centers to meet with our associates to present my vision
for the future and listen to their ideas. Iam truly invigorated by their
enthusiasm and passion for Asset Acceptance as an organization and
for their own careers, and I have been impressed with the quality
of our people and their grasp of our business. Yet, I recognize that
we have more work ahead of us to achieve our goal of becoming an
employer of choice. We continue to work aggressively to improve
our level of training, systems and career development options for
all our associates. In 2008 these efforts resulted in an 80 percent
year-over-year improvement in collection department retention,
which we will continue to build upon in 2009, ultimately resulting
in higher productivity.

2009 Outlook

Not unlike 2008, it appears that 2009 is shaping up to be another
challenging year. Consumers are reducing spending and increasing
savings, unemployment is high and rising, and falling home values
add stress to already pessimistic consumers. Of course, these pressures
inhibit a debtor’s desire to use excess cash to pay down outstanding
debt, making our work that much harder.

Even with this melancholy backdrop, we are encouraged by the
opportunities presented by the current economic climate. With a
slowing economy, we anticipate higher levels of charge-offs entering
the market, while the challenging credit conditions facing issuers
may prompt increased sales of receivables as a source of cash for
funding operations. With greater supply and limited demand, we
expect pricing to improve further throughout 2009.

Given this reality, we intend to limit our purchases through much
of 2009, choosing instead to conserve our resources and steadily
build a supply of “dry powder” that can be invested as the expected
collections-to-price multiple increases through 2009. By focusing
on maximizing this multiple, we expect to enhance cash collections,
revenues and returns long term. In the meantime, we are committed

p5 Asset Acceptance Capital Corp.

to our focus on improving operational excellence, leveraging our
associate talent and reducing our cost to collect to drive improved
financial performance when the economy begins to recover.

Farewell to our President and CEO

Finally, I would like to take this opportunity to acknowledge
the retirement of Nathaniel F (Brad) Bradley IV, our long-time
President and CEO, who retired at the end of 2008. Brad co-
founded Asset Acceptance Corp. in 1994 and was a key member
of our predecessor company since 1979. Brad played a vital role in
shaping our Company and guiding our growth over the past three
decades, including leading Asset Acceptance through remarkable
growth, new innovations for our industry and several capital raises
culminating in our initial public offering in 2004. In the last five
years of his tenure as CEO, our cash collections rose from under
$200 million to nearly $370 million and total assets nearly doubled
to more than $400 million.

Most importantly, we also benefited from Brad’s experience and
leadership in helping us navigate new markets, new opportunities
and new competition. Certainly, his departure leaves some big
shoes to fill, but fortunately he remains as the non-executive
Chairman of our Board, enabling us to continue to tap his wisdom
and insights. We are looking forward to Brad’s continued guidance
for many years to come.

As we reflect on the performance of Asset Acceptance during 2008
and prepare for the future, I am encouraged by the significant
progress we have made. In spite of rapid deterioration of economic
conditions, we made strides in reducing our operating expenses and
enhancing the operational effectiveness of our organization. We also
made critical advances in our analytical capabilities and implemented
a data-driven model that will inform and guide our future strategy. As
we face ongoing uncertainty, we know that these external conditions
will present internal opportunities for our organization that will
ultimately shape our future growth and profitability. Truly, 2008
was a year marked by waves of change for Asset Acceptance, but we
are excited and ready for the oceans of opportunity that lie ahead.

In closing, I want to thank all of our shareholders who recognize and
value our business model and strategy. We also are grateful for the
support of our associates, customers and partners who stand beside
us every day in our pursuit of success.

Sincerely,

A A

Rion B. Needs
President and CEO
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PART 1

Item 1. Business
General

We have been purchasing and collecting defaulted or charged-off accounts receivable portfolios from
consumer credit originators since the formation of our predecessor company in 1962. Charged-off receivables are
the unpaid obligations of individuals to credit originators, such as credit card issuers, consumer finance
companies, healthcare providers, retail merchants, telecommunications and other utility providers. Since these
receivables are delinquent or past due, we are able to purchase them at a substantial discount. We purchase and
collect charged-off consumer receivable portfolios for our own account as we believe this affords us the best
opportunity to use long-term strategies to maximize our profits. From January 1, 1999 through December 31,
2008, we have purchased 1,018 consumer debt portfolios, with an original charged-off face value of $36.5 billion
for an aggregate purchase price of $890.2 million, or 2.44% of face value, net of buybacks.

When considering whether to purchase a portfolio, we conduct a quantitative and qualitative analysis of the
portfolio to appropriately price the debt. This analysis includes the use of our proprietary pricing and collection
probability model and draws upon our extensive experience in the industry. We have developed experience
across a wide range of asset types at various stages of delinquency, having made purchases across more than 20
different asset types from over 160 different debt sellers since 2000. We selectively deploy our capital in the
fresh, primary, secondary and tertiary delinquency stages. These stages are typically where the accounts are
delinquent and have been charged off and immediately sold or have been placed with between one and four
collection agencies who have already attempted to collect on the accounts included in the portfolios we acquired.

We have a long-standing history in the industry, relationships with debt sellers and attention to post-sale
service. Unlike some third party collection agencies that typically attempt to collect the debt for a period of only
six to twelve months, we generally take a long-term approach to the collection effort as we are the owners of the
debt. We apply an approach that encourages cooperation with the debtors to make a lump sum settlement
payment in full or to formulate a repayment plan. For those debtors who we believe have the ability to repay the
debt, we may proceed with legal remedies to obtain our collections. Through our strategy of holding the debt for
the long-term, we have established a methodology of converting debtors into paying customers. In addition, our
approach allows us to invest in various collection management and analysis tools that may be too costly for
short-term oriented collection agencies, as well as to pursue legal collection strategies as appropriate. In many
cases, we continue to receive collections on individual portfolios for more than ten years from the date of
purchase.

In addition, the Company finances the sales of consumer product retailers through its Consumer Credit, LL.C
subsidiary.



History and Reorganization

Our business originated with Lee Acceptance Company, which was formed in 1962 for the purpose of
purchasing and collecting charged-off consumer receivables. The business of purchasing and collecting
charged-off consumer receivables was conducted through several successor companies. Set forth below is a
diagram depicting our predecessor corporations in operation for the periods of October 1. 2002 through
February 4, 2004, their dates of formation and their ownership:

Affiliates of Quad-C
Management, Inc.

100%

AAC Investors, Inc.
(formed 2002)

Officers

Former and current Executive
and affiliates

| 100%

RBR Holding Corp.
(f/k/a AAC Holding Corp.)

(formed 2000)

Asset Acceptance Holdings, LLC
(formed 2002)

100%

Asset Acceptance, LLC Financial Credit, LLC CFC Financial, LLC Consumer Credit, L1.C Rx Acquisitions, LLC
(formed 2002) {formed 2002) (formed 2002) (formed 2002) (formed 2003)

Reorganization

On February 4, 2004, immediately prior to the commencement of our initial public offering, all of the shares
of capital stock of AAC Investors, Inc. and RBR Holding Corp., which held 60% and 40%, respectively, of the
equity membership interests in Asset Acceptance Holdings, LLC, were contributed to Asset Acceptance Capital
Corp. in exchange for shares of common stock of Asset Acceptance Capital Corp. The total number of shares
issued to the stockholders of AAC Investors, Inc. and RBR Holding Corp. in such exchange was 28,448,449 with
16,004,017 shares and 12,444,432 shares issued to the stockholders of AAC Investors, Inc. and the stockholders
of RBR Holding Corp., respectively. As a result of this reorganization, Asset Acceptance Holdings, LLC and its
subsidiaries became indirect wholly-owned subsidiaries of Asset Acceptance Capital Corp. The foregoing is
referred to herein as the “Reorganization”.

Set forth below is a diagram depicting our successor entities as of the effective date of the Reorganization,
their dates of formation and their ownership:

Affiliates of Quad-C Investors LLC, Former and current Executive
an affiliate of Quad-C Management, Officers
Inc. and affiliates
56% 44%

Asset Acceptance Capital Corp.
(formed 2003)

100%

RBR Holding Corp.
(f/k/a AAC Holding Corp.)
(formed 2000)

AAC Investors, Inc.
(formed 2002)

60% Asset Acceptance Holdings, LLC 40%
(formed 2002)

I | I I

[ Asset Acceptance, LLC ] Financial Credit, LLC J[ CFC Financial, LLC “ Consumer Credit, LLCJ Rx Acquisitions, LLC l

(formed 2002) (formed 2002) (formed 2002) (formed 2002) (formed 2003)




Upon the consummation of our February 2004 initial public offering, our then-current officers, directors and
principal stockholders, together with their affiliates, beneficially owned approximately 75.8% of our issued and
outstanding common stock.

Subsidiary Mergers

On December 31, 2004, Financial Credit, LLC and CFC Financial, LLC were merged with and into Asset
Acceptance, LLC, with the result that, by operation of law, all assets of Financial Credit, LLC and CFC
Financial, LLC were vested in Asset Acceptance, LLC and all obligations of Financial Credit, LLC and CFC
Financial, LLC were assumed by Asset Acceptance, LLC. On April 15, 2008, Rx Acquisitions, LL.C was merged
with and into Asset Acceptance, LLC, with the result that, by operation of law, all assets of Rx Acquisitions,
LLC were vested in Asset Acceptance, LLC and all obligations of Rx Acquisitions, LLC were assumed by Asset
Acceptance, LLC. Subsequent to the merger, all ownership interests in Asset Acceptance, LLC continue to be
owned by Asset Acceptance Holdings, LLC.

Current Structure and Acquisition

On April 28, 2006, Asset Acceptance Holdings, LLC completed a stock purchase transaction of Premium
Asset Recovery Corporation (“PARC”). Under the terms of the agreement, Asset Acceptance Holdings, LLC
acquired 100% of the outstanding shares of PARC.

Currently, Asset Acceptance, LL.C purchases and holds portfolios in all asset types except for healthcare.
PARC purchases and collects on portfolios primarily in healthcare.

Set forth below is a diagram depicting our current structure:

100% Asset Acceptance Capital Corp. 100%
AAC Investors, RBR Holding Corp.
Inc. (f/k/a AAC Holding Corp.)
60% 40%

Asset Acceptance Holdings, LLC

Consumer Credit Premium Asset
Asset A L ’
[ sset Acceptance, LC] [ LLC ] Recovery
Corporation

As used in this Annual Report, all references to us mean:

» after the Reorganization, Asset Acceptance Capital Corp., a Delaware corporation (referred to in our
financial statements as the “Company”); and

* from October 1, 2002 to the Reorganization, AAC Investors, Inc., including its subsidiary, Asset
Acceptance Holdings, LLC (referred to collectively in our financial statements as the “Company”).
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Purchasing

Typically, we purchase our portfolios in response to a request to bid received via e-mail or telephone from a
prospective seller. In addition to these requests, we have developed a marketing and acquisitions team that
contacts and cultivates relationships with known and prospective sellers of portfolios in our core markets and in
markets for new asset types. We have purchased portfolios from over 160 different debt sellers since 2000,
including many of the largest consumer lenders in the United States. While we have no policy limiting purchases
from a single debt seller, we purchase from a diverse set of debt sellers and our purchasing decisions are based
upon constantly changing economic and competitive conditions as opposed to long-term relationships with
particular debt sellers. Depending on market conditions and opportunities presented by certain debt sellers, we
may enter into forward flow contracts. The forward flow contracts commit a debt seller to sell a steady volume of
charged-off receivables to us for a fixed percentage of the face value over a specified time period, which
typically ranges between three and twelve months.

We purchase our portfolios through a variety of sources, including consumer credit originators, private
brokers and debt resellers. Debt resellers are debt purchasers that sell accounts at some point in time after
purchase. Generally, the portfolios are purchased either in competitive bids through a sealed bid or, in some
cases, through an on-line process or through privately-negotiated transactions between the credit originator or
other holders of consumer debt and us.

Each potential acquisition begins with a quantitative and qualitative analysis of the portfolio. In the initial
stages of the due diligence process, we typically review basic data on the portfolio’s accounts. This data typically
includes the account number, the consumer’s name, address, social security number, phone numbers, outstanding
balance, date of charge-off, last payment and account origination to the extent the debt sellers provide this data.
We analyze this information and summarize it based on certain key metrics, such as, but not limited to, state of
debtor’s last known residence, type of debt and age of the receivable. In addition, we request the seller to provide
answers to a questionnaire designed to help us understand important qualitative factors relating to the portfolio.

As part of our due diligence, we evaluate the portfolio utilizing our proprietary pricing model. This model
uses certain characteristics of the portfolio, historical analysis of similar portfolios, potential portfolio recoveries
and collection expense estimates to formulate a bid range. In those circumstances where the type or pricing of the
portfolio is unusual, we consult with industry experts and our collections management to help ascertain
collectibility, potential collection strategies and our ability to integrate the new portfolio into our collection
platform.

Once we have compiled and analyzed available data, we consider market conditions and determine an
appropriate bid price or bid range. The recommended bid price or bid range, along with a summary of our due
diligence, is submitted to our investment committee and, for purchases in excess of a certain dollar threshold, to a
designated member of our audit committee or their designee for review and approval. After appropriate approvals
and acceptance of our offer by the seller of the portfolio, a purchase agreement is negotiated. Buyback provisions
are generally incorporated into the purchase agreement for bankrupt, fraudulent, paid prior or deceased accounts
and, typically, the credit originator either agrees to repurchase these accounts or replace them with acceptable
replacement accounts within certain time frames, generally within 90 to 240 days. Upon execution of the
agreement, the transaction is funded and we receive title to the accounts purchased.



The following chart categorizes our purchased receivables portfolios acquired from January 1, 1999 through

December 31, 2008 into the major asset types, as of December 31, 2008.

Face Value of

Charged-off No. of
Asset Type Receivables(2) % Accounts %o
(in thousands) (in thousands)

Visa®MasterCard®/Discover® ... .. ... . . $17,564,998 49.8% 7,837 25.2%
Private Label Credit Cards . .. ............ .. 4,958,527 14.0 6,960 22.4
Telecommunications/Utility/Gas . ........... .. .. .. ... ... 2,948,917 8.4 7,684 24.7
HealthClub . ...... ... . . . . . i 1,679,147 4.8 1,417 4.6
Auto Deficiency . .......... i 1,353,623 3.8 240 0.8
Other Installment Loans . . .. ... ... .. 1,223,503 3.5 354 1.1
Wireless Telecommunications . ........ovver v e ennn.. 719,162 2.0 1,727 5.5
Other(1) ..o 4,854,217 13.7 4,901 15.7

Total ... e e e $35,302,094 100.0% 31,120 100.0%

(1) “Other” includes charged-off receivables of several debt types, including healthcare, student loan, mobile
home deficiency and retail mail order. This excludes the purchase of a single portfolio in June 2002 with a
face value of $1.2 billion at a cost of $1.2 million (or 0.1% of face value) consisting of approximately

3.8 million accounts.

(2) Face value of charged-off receivables represents the cumulative amount of purchases net of buybacks. The
amount is not adjusted for payments received, settlements or additional accrued interest on any accounts in

such portfolios after the date we purchased the applicable portfolio.

The age of a charged-off consumer receivables portfolio, or the time since an account has been charged-off
by the credit originator and the number of times a portfolio has been placed with third parties for collection
purposes, are important factors in determining the price at which we will offer to purchase a receivables
portfolio. Generally, there is an inverse relationship between the age of a portfolio and the price at which we will
purchase it. This relationship is due to the fact that older receivables are typically more difficult to collect. The
consumer debt collection industry places receivables into the following categories depending on the number of
third parties that have previously attempted to collect on the receivables and age of the receivables:

* fresh accounts are typically 120 to 270 days past due, have been charged-off by the credit originator
and are either being sold prior to any post charged-off collection activity or are placed with a third
party collector for the first time. These accounts typically sell for the highest purchase price;

e primary accounts are typically 270 to 360 days past due, have been previously placed with one third

party collector and typically receive a lower purchase price; and

* secondary and tertiary accounts are typically more than 360 days past due, have been placed with two

or three third party collectors and receive even lower purchase prices.

We specialize in the primary, secondary and tertiary delinquency stages, but we will purchase accounts at
any point in the delinquency cycle. We deploy our capital within these delinquency stages based upon the

relative values of the available debt portfolios.



The following chart categorizes our purchased receivables portfolios acquired from January 1, 1999 through
December 31, 2008 into the major account types, as of December 31, 2008.

Face Value of

Charged-off No. of
Account Type Receivables(2) % Accounts(2) %
(in thousands) (in thousands)

Fresh . ..o e $ 2,347,992 6.7% 1,355 4.4%
Primary . .......onoiiniiin i 4,672,893 13.2 4,547 14.6
SECONAArY . ..o v i 7,264,085  20.6 7,101 22.8
Tertiary(1) .. ..o 16,642,318 47.1 15,000 48.2
Other ..o e 4,374,806 124 3,117 10.0

Total .o $35,302,094 100.0% 31,120 100.0%

(1) Excludes the purchase of a single portfolio in June 2002 with a face value of $1.2 billion at a cost of $1.2
million (or 0.1% of face value) and consisting of approximately 3.8 million accounts.

(2) Face value of charged-off receivables represents the cumulative amount of purchases net of buybacks. The
amount is not adjusted for payments received, settlements or additional accrued interest on any accounts in
such portfolios after the date we purchased the applicable portfolio.

We also review the geographic distribution of accounts within a portfolio because collection laws differ
from state to state. The following chart illustrates our purchased receivables portfolios acquired from January 1,
1999 through December 31, 2008 based on geographic location of debtor, as of December 31, 2008.

Face Value of

Charged-off No. of
Geographic Location Receivables(3)(4) % Accounts(3)(4) %
(in thousands) (in thousands)

Texas(1) .. $ 5,181,219 14.7% 4911 15.8%
California . .. .ot e 4,017,294 11.4 3,598 11.6
Florida(l) ... oo e 3,516,245 10.0 2,279 7.3
New York . . oot 2,067,673 5.8 1,312 4.2
Michigan(l) . ...t 2,007,769 5.7 2,487 8.0
Ohio(1) .o e 1,805,073 5.1 2,329 7.5
THNOIS(L) ©ov e e e 1,453,722 4.1 1,700 5.5
Pennsylvania ............ ... i 1,270,538 3.6 961 3.1
NewlJersey(1) .. ..o 1,154,976 33 946 3.0
NorthCaroling . ....ovvv it 1,031,369 2.9 703 2.3
GEOTZIA . oot 984,145 2.8 825 2.6
Other(2) ..o 10,812,071 30.6 9,069 29.1

Total .. e $35,302,094 100.0% 31,120 100.0%

(1) Collection site located in this state.

(2) Each state included in “Other” represents less than 2.0% of the face value of total charged-off consumer
receivables.

(3) Excludes the purchase of a single portfolio in June 2002 with a face value of $1.2 billion at a cost of $1.2
million (or 0.1% of face value) and consisting of approximately 3.8 million accounts.

(4) Face value of charged-off receivables represents the cumulative amount of purchases net of buybacks. The
amount is not adjusted for payments received, settlements or additional accrued interest on any accounts in
such portfolios after the date we purchased the applicable portfolio.



Collection Operations

Our collection operations seek to maximize the recovery of our purchased charged-off receivables in a cost-
effective manner. We have organized our collection process into a number of specialized departments, which
include collection, legal collection and other collection departments.

Generally, our efforts begin in our collection department and, if warranted, move to our legal collection
department. If the receivable account involves a bankrupt debtor or a deceased debtor, our bankruptcy or probate
recovery departments will review and manage the account. If it is determined that the collection account should
be outsourced to a third party collection agency, our agency forwarding department handles the matter. Finally,
we utilize a network of data providers to obtain updated data on our purchased charged-off receivables and to
assist our account representatives in their ability to collect on these receivables.

Collection Department

Once a portfolio is purchased, we perform a review in order to formulate and apply what we believe to be an
effective collection strategy. This review includes a series of data preparation and information acquisition steps
to provide the necessary account data to begin collection efforts. Portfolio accounts are assigned, sorted and
prioritized based on product type, account status, various internal and external collectibility predictors, account
demographics, balance sizes and other attributes.

We train our account representatives to be full service account representatives who handle substantially all
collection activity related to their accounts. Such activities include manual and automated dialer outbound calling
activity, inbound call management, skip tracing or debtor location efforts and settlement and payment plan
negotiation. Our performance-based collection model is driven by a bonus program that allows account
representatives to earn bonuses based on their achievement of collection goals. In addition, we monitor our
account representatives for compliance with the federal and state debt collection laws.

When an initial telephone contact is made with a debtor, the account representative is trained to go through
a series of questions in an effort to obtain accurate location and financial information on the debtor, the reason
the debtor may have defaulted on the account, the debtor’s willingness to pay and other relevant information that
may be helpful in securing satisfactory settlement or payment arrangements. If full payment is not available, the
account representative will attempt to negotiate a settlement. In an effort to maximize recoveries, we maintain
settlement guidelines that account representatives, supervisors and managers must follow. Exceptions are
handled by management on an account-by-account basis. If the debtor is unable to pay the balance in full or settle
within allowed guidelines, monthly installment plans are encouraged in order to have the debtor resume a regular
payment habit. Qur experience has shown that debtors are more likely to respond to this approach, which can
result in settlement in full in the future.

If an account representative is unable to establish contact with a debtor, the account representative
undertakes skip tracing procedures to locate, initiate contact with and collect from the debtor. Skip tracing efforts
are performed individually at the account representative level and by third party, information providers in a batch
process. Each account representative has access to internal and external information databases that interface with
our collection system. In addition, we have several information providers from whom we acquire information
that is either systematically or manually validated and used in our efforts to locate debtors. Using these methods,
we periodically refresh and supply updated account information to our account representatives to increase contact
with debtors.

Legal Collection Department

In the event collection has not been obtained through our collection department and the opportunity for legal
action is verified, we pursue a legal judgment against the debtor. Once a judgment is obtained, our legal
department pursues various collection strategies to secure payment. Our in-house legal collection department is
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comprised of collection attorneys, non-attorney legal account representatives, support staff and skip tracers,
while our legal forwarding department is comprised of account representatives, support staff and associates
managing activities with the outside attorneys.

For accounts in states where we have a local presence, and in some cases adjacent states, we prefer to pursue
an in-house legal strategy as it provides us with a greater ability to manage the process. We currently have
in-house capability in nine states. In each of these states, we have designed our legal policies and procedures to
maintain compliance with state and federal laws while pursuing available legal opportunities. We will pursue
selective expansion into different geographic regions if analysis indicates it is favorable to do so.

Our legal forwarding department is organized to address the legal recovery function for accounts principally
located in states where we do not have a local or adjacent presence to handle excess capacity and for accounts
that we believe can be better served by a third party law firm. To that end, we utilize independent law firms
throughout the country, who work for us on a contingent fee basis. The legal forwarding department actively
manages and monitors our legal collection process handled by third parties.

Other Collection Departments

Although we collect the largest portion of our charged-off receivable portfolios through our internal
collection operations, in some cases we believe it can be more effective and cost-efficient to outsource
collections. For example, we may consider outsourcing relatively small balance accounts so that our account
representatives can focus on larger balance accounts. Recently, we have increased the number of accounts placed
with third party collection agencies because we believe we have a surplus of accounts relative to our staffing
levels of collection account representatives. However, we desire to gradually increase our in-house staffing of
collection account representatives and rely less on third party collection agencies. We have developed a network
of third party collection agencies to service accounts when we believe outsourcing is an appropriate strategy.

Our bankruptcy and probate recovery departments handle bankruptcy and estate probate processing and
collections. The bankruptcy department files proofs of claims for recoveries on receivables, which are included
in consumer bankruptcies filed under Chapter 7 (resulting in liquidation and discharge of a debtor’s debts) and
Chapter 13 (resulting in repayment plans based on the financial wherewithal of the debtor) of the U.S.
Bankruptcy Code. The probate recovery department and our network of third party law firms submit claims
against estates involving deceased debtors having assets that may become available to us through a probate
claim.

Seasonality

Refer to Part II. Item 7, under the caption “Management’s Discussion and Analysis of Financial Condition
and Results of Operations” for the effect of seasonality of our business.

Competition

The consumer debt collection industry is highly competitive and fragmented. We compete with a wide range
of other purchasers of charged-off consumer receivables, third party collection agencies, other financial service
companies and credit originators that manage their own consumer receivables. Some of these companies may
have substantially greater numbers of associates and financial resources and may experience lower account
representative turnover rates than we do. Furthermore, some of our competitors may obtain alternative sources of
financing, the proceeds from which may be used to fund expansion and to increase their number of charged-off
portfolio purchases. Barriers to entry into the consumer debt collection industry are low. Companies with greater
financial resources may elect at a future date to enter the consumer debt collection business. Furthermore, current
debt sellers may change strategies and cease selling debt portfolios in the future.
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Competitive pressures affect the availability and pricing of receivable portfolios, as well as the availability
and cost of qualified account representatives. In addition, some of our competitors may have entered into forward
flow contracts under which consumer credit originators have agreed to transfer a steady flow of charged-off
receivables to them in the future, which may restrict those credit originators from selling receivables to other
purchasers and limit the supply of receivables available to us.

We face bidding competition in our acquisition of charged-off consumer receivables. We believe successful
bids generally are predominantly awarded based on price, secondarily based on service and relationships with the
individual debt sellers and recently, the debt buyer’s ability to fund the deal. In addition, there continues to be a
consolidation of issuers of credit cards, which have been a principal source of our receivable purchases. This
consolidation has decreased the number of sellers in the market and could eventually give the remaining sellers
increasing market strength in the price and terms of the sale of charged-off credit card accounts.

The supply of charged-off consumer receivables remained strong in 2008 and, beginning in the second half
of 2007, we believe pricing began to moderate from elevated pricing levels previously exhibited in the debt
purchasing markets. According to the Kaulkin Ginsberg Index for the fourth quarter of 2008 (see the January 12,
2009 press release at www.kaulkin.com), the charge-off rate increased in the fourth quarter of 2008, indicating a
favorable supply environment for debt purchasers. However, the unemployment rate and the number of
bankruptcy filings also rose in the fourth quarter of 2008, indicating a more challenging collection environment
as debtors have fewer resources available to satisfy their debt.

Technology Platform

We believe that information technology is critical to our success. Our key systems have been purchased
from outside vendors and, with our input, have been tailored to meet our particular business needs. We maintain
a full-time staff of technology professionals who monitor and maintain our information technology and
communications structure. We utilize a centralized data center model. This leverages economies of scale in
providing distributed computing capabilities.

We license our collection software and complementary products. The collection software in use today
enables us to:
» automate the loading of accounts in order to expedite collecting after purchase;
» segment the accounts into dispositions for collection prioritization;

» access several approved service partners including third party letter production and mailing vendors,
credit reporting services and information service providers;

e interface with automated dialers to increase the number of contacts with our debtors;

« connect to a document imaging system to allow our associates, with appropriate responsibilities, to
view scanned documents on accounts from their workstations while working on an account;

» limit an associate’s ability to work outside of company guidelines;

» query the appropriate database for any purpose which may be used for collection, reporting or other
business matters; and

» establish parameters to comply with federal and state laws.
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In 2007, we signed an agreement with a software provider and initiated a project to install a new collection
platform. The new collection platform will maintain all crucial functionality of the current platform. We are in
the process of installing that platform.

In order to minimize the potential impact of a disaster or other interruption of data or telephone
communications that are critical to our business, we have:

» a diesel generator sufficient in size to power our entire Warren, Michigan headquarters, including our
centralized systems;

» a back-up server sufficient in size to handle our database located in a separate data center from the
primary data center;

» replication of data from the primary system to a backup system;

 an ability to have inbound phone calls rerouted to other offices;
 fire suppression systems in our primary and back-up data centers;

» redundant data paths to each of our call center offices and data centers;

+ daily back-up of all of our critical applications with the tapes transported offsite to a secure data
storage facility; and

» data replication in our primary server to preserve data in the event of a failure of a storage component.

In addition, we have state-of-the-art dialer systems for incoming and outgoing calls that include call
recording technology.

Regulation and Legal Compliance—Collection Activities

Federal and state statutes establish specific guidelines and procedures, which debt collection account
representatives must follow when collecting consumer accounts. It is our policy to comply with the provisions of
all applicable federal laws and state statutes in all of our recovery activities. As part of this policy, we have
established comprehensive procedures to ensure compliance with applicable federal and state collection laws.
Failure to comply with these laws could lead to fines that could have a material adverse effect on us. Court
rulings in various jurisdictions also impact our ability to collect.

Federal and state consumer protection, privacy and related laws and regulations extensively regulate the
relationship between debt collectors and debtors. Significant federal laws and regulations applicable to our
business as a debt collection company include the following:

e Fair Debt Collection Practices Act (“FDCPA”). This act imposes obligations and restrictions on the
practices of consumer debt collectors, including specific restrictions regarding communications with
debtors, including the time, place and manner of the communications. This act also gives consumers
certain rights, including the right to dispute the validity of their obligations;

* Fair Credit Reporting Act/ Fair and Accurate Credit Transaction Act of 2003. The Fair Credit
Reporting Act and its amendment entitled the Fair and Accurate Credit Transaction Act of 2003
(“FACT Act”) places requirements on credit information providers regarding verification of the
accuracy of information provided to credit reporting agencies and requires such information providers
to investigate consumer disputes concerning the accuracy of such information. The FACT Act also
requires certain conduct in the cases of identity theft or unauthorized use of a credit card and direct
disputes to the creditor. We provide information concerning our accounts to the three major credit-
reporting agencies, and it is our practice to correctly report this information and to investigate credit-
reporting disputes in a timely fashion;

* The Financial Privacy Rule. Promulgated under the Gramm-Leach-Bliley Act, this rule requires that
financial institutions, including collection agencies, develop policies to protect the privacy of
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consumers’ private financial information and provide notices to consumers advising them of their
privacy policies. It also requires that if private personal information concerning a consumer is shared
with another unrelated institution, the consumer must be given an opportunity to opt out of having such
information shared. Since we do not share consumer information with non-related entities, except as
required by law, or except as allowed in connection with our collection efforts, our consumers are not
entitled to any opt-out rights under this act. Both this rule and the Safeguards Rule described below are
enforced by the Federal Trade Commission, which has retained exclusive jurisdiction over enforcement
of them. Consumers do not have a private cause of action for violations of the Gramm-Leach-Bliley
Act;

The Safeguards Rule. Also promulgated under the Gramm-Leach-Bliley Act, this rule specifies that we
must safeguard financial information of consumers and have a written security plan setting forth
information technology safeguards and the ongoing monitoring of the storage and safeguarding of
electronic information;

Electronic Funds Transfer Act. This act regulates the use of the Automated Clearing House (“ACH™)
system to make electronic funds transfers. All ACH transactions must comply with Federal Reserve
Regulation E and the rules of the National Automated Check Clearing House Association (“NACHA”).
This act, Regulation E and the NACHA regulations give the consumer, among other things, certain
privacy rights with respect to the transactions, the right to stop payments on a pre-approved fund
transfer, and the right to receive certain documentation of the transaction;

Telephone Consumer Protection Act. In the process of collecting accounts, we use automated dialers to
place calls to consumers. This act and similar state laws place certain restrictions on telemarketers and
users of automated dialing equipment who place telephone calls to consumers;

Health Insurance Portability and Accountability Act (“HIPAA”). This act requires that healthcare
institutions provide safeguards to protect the privacy of consumers’ healthcare information. As a debt
buyer collecting on healthcare debt, we are considered a business associate to the healthcare
institutions and are required to abide by HIPAA. Our dedicated subsidiary, PARC, directly holds and
collects all of our healthcare receivables; and

U.S. Bankruptcy Code. In order to prevent any collection activity with bankrupt debtors by creditors
and collection agencies, the U.S. Bankruptcy Code provides for an automatic stay, which prohibits
certain contacts with consumers after the filing of bankruptcy petitions.

Additionally, there are state and local statutes and regulations comparable to the above federal laws and
other state and local-specific licensing requirements which affect our operations. State laws may also limit
interest rates and fees, methods of collections, as well as the time frame in which judicial actions may be initiated
to enforce the collection of consumer accounts.

Although we are not generally a credit originator, the following laws, which apply typically to credit
originators, may occasionally affect our operations because our receivables were originated through credit
transactions:

Truth in Lending Act;
Fair Credit Billing Act;
Equal Credit Opportunity Act; and

Retail Installment Sales Act.

Federal laws which regulate credit originators require, among other things, that credit card issuers disclose
to consumers the interest rates, fees, grace periods and balance calculation methods associated with their credit
card accounts. Consumers are entitled under current laws to have payments and credits applied to their accounts
promptly, to receive prescribed notices, and to require billing errors to be resolved promptly. Some laws prohibit
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discriminatory practices in connection with the extension of credit. Federal statutes further provide that, in some
cases, consumers cannot be held liable for, or their liability is limited with respect to, charges to the credit card
account that were a result of an unauthorized use of the credit card. These laws, among others, may give
consumers a legal cause of action against us, or may limit our ability to recover amounts due on an account,
whether or not we committed any wrongful act or omission in connection with the account. If the credit
originator fails to comply with applicable statutes, rules and regulations, it could create claims and rights for
consumers that could reduce or eliminate their obligations to repay the account, and have a possible material
adverse effect on us. Accordingly, when we acquire charged-off consumer receivables, we typically require
credit originators to indemnify us against certain Josses that may result from their failure to comply with
applicable statutes, rules and regulations relating to the receivables before they are sold to us.

The U.S. Congress and a number of states have enacted legislation concerning identity theft or unauthorized
use of a credit card. Some of these provisions place restrictions on our ability to report information concerning
receivables, which may be subject to identity theft or unauthorized use of a credit card, to consumer credit
reporting agencies. Additional consumer protection and privacy protection laws may be enacted that would
impose additional requirements on the recovery on consumer credit card or installment accounts. Any new laws,
rules or regulations that may be adopted, as well as existing consumer protection and privacy protection laws,
may adversely affect our ability to collect on our charged-off consumer receivable portfolios. In addition, our
failure to comply with these requirements could adversely affect our ability to recover the receivables and
increase our costs.

It is possible that some of the receivables were established as a result of identity theft or unauthorized use.
In such cases, we would not be able to recover the amount of the charged-off consumer receivables. As a
purchaser of charged-off consumer receivables, we may acquire receivables subject to legitimate defenses on the
part of the consumer. Most of our account purchase contracts allow us to return to the credit originators (within
an agreed upon amount of time) certain charged-off consumer receivables that may not be collectible at the time
of purchase, due to these and other circumstances. Upon return, the credit originators or debt sellers are required
to replace the receivables with similar receivables or repurchase the receivables. These provisions limit, to some
extent, our losses on such accounts.

Associates

As of December 31, 2008, we employed 1.651 total associates, including 1,595 persons on a full-time basis
and 56 persons on a part-time basis.

Training

We provide a comprehensive training program for our new account representatives and continuing
education for our experienced account representatives. Our training includes several learning approaches,
including classroom interactive activities, computer-based training and on-the-job training. We also use our
e-mail system and intranet to address on-going training issues.

New account representatives are required to complete an eight-week training program. The program is
divided into two four-week modules. The initial four-week module has weekly objectives using various learning
activities. The first week includes structured learning of our collection software and information technology
tools, federal and state collection laws (with particular emphasis on the FDCPA and the FACT Act), telephone
collection techniques and core company policies, procedures and practices. The second week continues the
structured learning and is supplemented by supervised telephone collection calls. During weeks three and four,
the new hires form a collection team, with a trainer as supervisor. Collection goals are established and collection
calls are made and supervised. Instruction and guidance is shared with the new associates to improve
productivity. Training includes discussion of challenges faced by associates and debriefing of the activities
performed. Interactive activities are used to enhance collection and organization skills.

14



The second four-week training module transitions the collection team to the collection floor, where they are
assigned collection goals and work under the direction of a collection supervisor. This team of new hires
continues to receive closely monitored collection training. In addition to collection training, these team members
also review key elements from the first session and receive instruction in new topics.

New legal account representatives are required to complete a four-week training program. The first week of
training is the same for legal account representatives as it is for account representatives. The second week of
training focuses on legal processes and procedures and also includes supervised collection calls. Weeks three and
four include closely supervised implementation of assigned duties.

Account representatives are tested twice each year on their knowledge of the FDCPA and other applicable
federal laws. Account representatives not achieving our minimum standards are required to complete a FDCPA
review session and are then retested. In addition, annual supplemental instruction in the FDCPA and collection
techniques is provided to our account representatives.

Item 1A. Risk Factors

This Report includes forward-looking statements as defined in the Private Securities Litigation Reform Act
of 1995. In addition, we may make other written and oral communications from time to time that contain
forward-looking statements. All statements regarding our expected financial position, strategies and growth
prospects and general economic conditions we expect to exist in the future are forward-looking statements. The
words “anticipates,” “believes,” “feels,” “expects,” “estimates,” “seeks,” “strives,” “plans,” “intends,” “outlook,”

“forecast,” “position,” “target,” “mission,” “assume,” “achievable,” “potential,” “strategy,” “goal,” “aspiration,”
“outcome,”

continue,” “remain,” “maintain,” “trend,” “objective,” and variations of such words and similar
expressions, or future or conditional verbs such as “will,” “would,” “should,” “could,” “might,” “can,” “may” or
similar expressions, as they relate to us or our management, are intended to identify forward-looking statements.

LLINY3 3 LLINTS ELINTS LLINTS
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We caution that forward-looking statements are subject to numerous assumptions, risks and uncertainties,
which change over time. Forward-looking statements speak only as of the date the statement is made, and we do
not undertake to update forward-looking statements to reflect facts, circumstances, assumptions or events that
occur after the date the forward-looking statements are made. Actual results could differ materially from those
anticipated in forward-looking statements and future results could differ materially from historical performance.

In addition to factors mentioned elsewhere in this Report or previously disclosed in our SEC reports
(accessible on the SEC’s website at www.sec.gov or on our website at www.assetacceptance.com), the factors
contained below, among others, could cause actual results to differ materially from forward-looking statements,
and future results could differ materially from historical performance.

Instability in the financial markets and the current economic recession may affect our access to capital and
our ability to purchase and collect receivables. Current high unemployment rates may negatively affect
our collections of charged-off consumer debt.

Our success depends on our continued ability to purchase and collect charged-off consumer debt. The
unemployment rate in the United States has increased in recent months. In addition, the residential real estate
market in the United States has experienced a significant downturn due to declining real estate values,
precipitating credit market dislocations and a significant contraction in available liquidity globally. Financial
markets have been experiencing extreme disruption in recent months. Individual consumers are experiencing
higher delinquency rates on various consumer loans and defaults on indebtedness of all kinds have increased. We
have begun to experience the impact of the economy on our collections. Further declines in real estate values,
increased levels of unemployment, continued declines in consumer confidence and continuing credit and
liquidity concerns could further reduce our ability to collect on our purchased consumer receivable portfolios and
would adversely affect their value. In addition, continued or further credit market dislocations or sustained
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market downturns may reduce the ability of lenders to originate new credit, limiting our ability to purchase
consumer receivable portfolios in the future. Financial pressure on the distressed consumer may lead to
regulatory restrictions on our collections and increased litigation filed against us. We may be unable to predict
the likely duration or severity of the current disruption in financial markets and adverse economic conditions and
the effects they may have on our business, financial condition and results of operations.

Our access to capital through our credit agreement is critical to our ability to continue to grow. If our
available credit is materially reduced or the credit agreement is terminated and if we are unable to replace
it on favorable terms, our revenue growth may slow and our results of operations may be materially and
adversely affected.

We believe that our access to capital through our credit agreement has been critical to our ability to grow.
We have a five-year $100.0 million revolving line of credit that expires June 5, 2012 and a six-year $150.0
million term loan facility that matures on June 5, 2013. If our available credit is materially reduced or the credit
agreement is terminated as a result of noncompliance with a covenant or other event of default and if we are
unable to replace it on relatively favorable terms, our revenue growth may slow and our results of operations may
be materially and adversely affected.

In addition, our credit agreement contains limitations and restrictions as to our ability to seek additional
credit from other lenders.

We may not be able to continue to satisfy the restrictive covenants in our credit agreement.

All of our receivable portfolios are pledged to secure amounts owed to our lenders under our credit
agreement. Our credit agreement imposes a number of restrictive covenants on how we operate our business.
These include financial covenants. As of December 31, 2008, we had the ability to borrow approximately an
additional $28 million, under the most restrictive of these financial covenants. Our ability to meet these financial
covenants is predicated on our ability to continue to generate revenues and other financial results at levels
sufficient to satisfy the requirements of our credit agreement. Failure to satisfy any one of these covenants could
result in all or any of the following consequences, each of which could have a materially adverse effect on our
ability to conduct business:

¢ acceleration of outstanding indebtedness;
= our inability to continue to purchase receivables needed to operate our business; or

* our inability to secure alternative financial financing on favorable terms, if at all.

Negative attention and news regarding the debt collection industry and individual debt collectors may
have a negative impact on a debtor’s willingness to pay the debt we acquire.

The following factors may cause consumers to be more reluctant to pay their debts or to pursue legal actions
against us:

* Annually the Federal Trade Commission submits a report to Congress, which summarizes the
complaints it has received regarding debt collection practices. The report contains the total number of
complaints filed, the percentage of increases or decreases from the previous year in addition to an
outline of key types of complaints.

» Print and television media, from time to time, may publish stories about the debt collection industry
which may cite specific examples of abusive collection practices. These stories are also published on
websites, which can lead to the rapid dissemination of the story adding to the level of exposure to
negative publicity about us or the industry.

« The Internet has websites where consumers list their concerns about the activities of debt collectors and
seek guidance from other website posters on how to handle the situation.
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« Advertisements by “anti-collections” attorneys and credit counseling centers are becoming more
common and add to the negative attention given to our industry.

As a result of this negative publicity, debtors may be more reluctant to pay their debts or could pursue legal
action against us regardless of whether those actions are warranted. These actions could impact our ability to
collect on the receivables we acquire and impact our ability to operate profitably.

Our ability to recover on our charged-off consumer receivables may be limited under federal and state
laws.

Federal and state consumer protection, privacy and related laws and regulations extensively regulate the
relationship between debt collectors and debtors. Federal and state laws may limit our ability to recover on our
charged-off consumer receivables regardless of any act or omission on our part. Some laws and regulations
applicable to credit card issuers may preclude us from collecting on charged-off consumer receivables we
purchase if the credit card issuer previously failed to comply with applicable law in generating or servicing those
receivables. Additional consumer protection and privacy protection laws may be enacted that would impose
additional or more stringent requirements on the enforcement of and collection on consumer receivables.

New federal, state or local laws or regulations, or changes in the ways these rules or laws are interpreted or
enforced, could limit our activities in the future or significantly increase the cost of regulatory compliance. Any
new laws, rules or regulations that may be adopted, as well as existing consumer protection and privacy
protection laws, may adversely affect our ability to collect on our charged-off consumer receivable portfolios and
may have a material adverse effect on our business and results of operations. In addition, federal and state
governmental bodies are considering, and may consider in the future, other legislative proposals that would
regulate the collection of consumer receivables. The Federal Trade Commission has proposed amendments to the
Fair Debt Collection Practices Act that, if enacted, may adversely affect our business and results of operations.
Although we cannot predict if or how any future legislation would impact our business, our failure to comply
with any current or future laws or regulations applicable to us could limit our ability to collect on our charged-off
consumer receivable portfolios, which could reduce our profitability and harm our business.

In addition to the possibility of new laws being enacted, it is possible that regulators and litigants may
attempt to extend debtors’ rights beyond the current interpretations placed on existing statutes. These attempts
could cause us to (i) expend significant financial and human resources in either litigating these new
interpretations or (ii) alter our existing methods of conducting business to comply with these interpretations,
either of which could reduce our profitability and harm our business.

Failure to comply with government regulation could result in the suspension or termination of our ability
to conduct business and the imposition of financial penalties.

The collections industry is regulated under various federal and state laws and regulations. Many states and
several cities require that we be licensed as a debt collection company. The Federal Trade Commission, state
Attorneys General and other regulatory bodies have the ability to investigate consumer complaints against debt
collection companies and to recommend enforcement actions and seek monetary penalties. If we fail to comply
with applicable laws and regulations, it could result in significant penalties or the suspension or termination of
our ability to conduct collection operations, which could materially adversely affect us.

A significant portion of our collections relies upon our success in individual lawsuits brought against
consumers and our ability to collect on judgments in our favor.

We generate a significant portion of our revenue by collecting on judgments that are granted by courts in
lawsuits filed against debtors. A decrease in the willingness of courts to grant such judgments, a change in the
requirements for filing such cases or obtaining such judgments, or a decrease in our ability to collect on such
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judgments could have a material and adverse effect on our results of operations. As we increase our use of the
legal channel for collections, our short-term margins may decrease as a result of an increase in upfront court
costs and costs related to counter claims. We may not be able to collect on certain aged accounts because of
applicable statues of limitations and we may be subject to adverse effects of regulatory changes that we cannot
predict.

We are subject to ongoing risks of litigation, including individual and class actions under consumer credit,
collections, and other laws.

We operate in an extremely litigious climate and currently are, and may in the future, be named as
defendants in litigation, including individual and class actions under consumer credit, collections, and other laws.

Our operations could suffer from telecommunications or technology downtime or from not responding to
changes in technology. We are converting our centralized debt collection platform to a different software
system. A failure to convert our debt collection platform successfully could materially impair our ability to
conduct our business.

Our success depends in large part on sophisticated telecommunications and computer systems. The
temporary or permanent loss of our computer and telecommunications equipment and software systems, through
casualty or operating malfunction (including outside influences such as computer viruses), could disrupt our
operations. In the normal course of our business, we must record and process significant amounts of data quickly
and accurately. Any failure of our information systems or software and their backup systems would interrupt our
operations and harm our business. In addition, we rely significantly on a single vendor for the software used in
operating our current collections platform. Our business operations would be disrupted and our results of
operations may be harmed if they were to cease operations or significantly reduce their support to us. We
endeavor to deploy state-of-the-art technology across our infrastructure and, as warranted, will upgrade that
technology over time.

We are in the process of converting our centralized debt collection platform to a different software system,
supported by a different third party vendor. Failure to execute successfully the conversion to and implementation
of that new debt collection platform will exacerbate the risks identified above and could materially impair our
ability to collect our receivables and otherwise conduct our business. During times of transition, risk exists in
decommissioning existing applications and hardware and the implementation of new applications and hardware.
Failure to accurately identify and mitigate that risk could have a significant impact on our operational
capabilities.

We are subject to examinations and challenges by tax authorities.

Our industry is relatively new and unique and, as a result, there is not a set of well defined laws, regulations
or case law for us to follow that match our particular facts and circumstances for some tax positions. Therefore,
certain tax positions we take are based on industry practice, tax advice and drawing similarities of our facts and
circumstances to those in case law relating to other industries. These tax positions may relate to tax compliance,
sales and use, franchise, gross receipts, payroll, property and income tax issues, including tax base and
apportionment. Challenges made by tax authorities to our application of tax rules may result in adjustments to the
timing or amount of taxable income or deductions or the allocation of income among tax jurisdictions, as well as,
inconsistent positions between different jurisdictions on similar matters. If any such challenges are made and are
not resolved in our favor, they could have an adverse effect on our financial condition and result of operations.
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We are dependent on our management team for the adoption and implementation of our strategies and the
loss of their services could have a material adverse effect on our business.

Our future success depends on the continued ability to recruit, hire, retain and motivate highly skilled
management. The continued growth and success of our business is particularly dependent upon the continued
services of our executive officers, including our Chief Executive Officer, our Chief Acquisitions Officer, and our
Chief Financial Officer, each of whom is integral to the development of our business. Our performance also
depends on our ability to retain and motivate our other executives. The loss of the services of one or more of our
executive officers or other key associates could disrupt our operations and seriously impair our ability to continue
to acquire or collect on portfolios of charged-off consumer receivables and to manage and expand our business.
We have employment agreements with each of our Chief Executive Officer, Chief Acquisitions Officer and
Chief Financial Officer. However, these agreements do not and will not assure the continued services of these
officers. We do not maintain key person life insurance policies for our executive officers or key associates.

If we are not able to purchase charged-off consumer receivables at appropriate prices or in sufficient
amounts, the resulting decrease in our inventory of purchased portfolios of receivables could adversely
affect our ability to generate cash and income.

If we are unable to purchase charged-off consumer receivables from credit originators in sufficient face
value amounts at appropriate prices, our business may be harmed. The availability of portfolios of consumer
receivables at prices which generate an appropriate return on our investment depends on a number of factors,
both within and outside of our control, including:

¢ our ability to borrow to fund purchases;

« continued growth in the levels of credit being extended by credit originators;

» continued growth in the levels of consumer obligations;

* charge-off rates;

¢ continued growth in the number of industries selling charged-off consumer receivable portfolios;
« continued sales of charged-off consumer receivable portfolios by credit originators;

» Federal government intervention involving financial institutions with troubled assets, which limits our
access to charged-off consumer receivables; and

« competitive factors affecting potential purchasers and credit originators of charged-off receivables,
including the number of firms engaged in the collection business and the capitalization of those firms,
as well as new entrants seeking returns, that may cause an increase in the price we are willing to pay
for portfolios of charged-off consumer receivables or cause us to overpay for portfolios of charged-off
consumer receivables.

In addition, we believe that credit originators and debt sellers are utilizing more sophisticated collection
methodologies that result in lower quality portfolios available for purchase, which may render the portfolios
available for sale less collectible.

Because of the length of time involved in collecting charged-off consumer receivables on acquired
portfolios and the volatility in the timing of our collections, we may not be able to identify trends and make
changes in our purchasing or collection strategies in a timely manner.
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We generally account for purchased receivable revenues using the interest method of accounting in
accordance with U.S. Generally Accepted Accounting Principles, which requires making reasonable
estimates of the timing and amount of future cash collections. If the timing is delayed or the actual amount
recovered by us is materially different from our estimates, it could cause us to recognize impairments and
negatively impact our earnings.

We utilize the interest method of accounting for our purchased receivables because we believe that the
purchased receivables are discounted as a result of deterioration of credit quality and that the amounts and timing
of cash collections for our purchased receivables can be reasonably estimated. This belief is predicated on our
historical results and our knowledge of the industry. The interest method is prescribed by the Accounting
Standards Executive Committee Practice Bulletin 6 (“PB 6”), “Amortization of Discounts on Certain Acquired
Loans” as well as the Accounting Standards Executive Committee Statement of Position 03-3 (“SOP 03-37),
“Accounting for Certain Loans or Debt Securities Acquired in a Transfer”.

The provisions of SOP 03-3 were adopted by us in January 2005 and apply to purchased receivables
acquired after December 31, 2004. The provisions of SOP 03-3 that relate to decreases in expected cash flows
amend PB 6 for consistent treatment and apply prospectively to receivables acquired before January 1, 2005.
Purchased receivables acquired before January 1, 2005 will continue to be accounted for under PB 6, as
amended, for provisions related to decreases in expected cash flows. The cost recovery method prescribed by
SOP 03-3 is used when collections on a particular portfolio cannot be reasonably predicted. When appropriate,
the cost recovery method may be used for pools that previously had a yield assigned. Under the cost recovery
method, no revenue is recognized until we have fully collected the carrying value of the portfolio.

Each static pool of receivables is modeled to determine its projected cash flows based on historical cash
collections for pools with similar characteristics. An internal rate of return (“IRR”) is calculated for each static
pool of receivables based on the projected cash flows. The IRR is applied to the remaining balance of each static
pool of accounts to determine the revenue recognized. Each static pool is analyzed at least quarterly to assess the
actual performance compared to the expected performance. To the extent there are differences in actual
performance versus expected performance, the IRR may be adjusted prospectively to reflect the revised estimate
of cash flows over the remaining life of the static pool. Effective January 2005, under SOP 03-3, if revised cash
flow estimates are less than the original estimates, the IRR remains unchanged and an impairment is recognized.
If cash flow estimates increase subsequent to recording an impairment, reversal of the previously recognized
impairment is made prior to any increases to the IRR.

Application of the interest method of accounting requires the use of estimates, primarily estimated
remaining collections, to calculate a projected IRR for each pool. These estimates are primarily based on
historical cash collections. If future cash collections are materially different in amount or timing than the
remaining collections estimate, earnings could be affected, either positively or negatively. Higher collection
amounts or cash collections that occur sooner than projected cash collections will have a favorable impact on
reversal of impairments, yields and revenues. Lower collection amounts or cash collections that occur later than
projected cash collections will have an unfavorable impact and result in an impairment being recorded.
Impairments may cause reduced earnings or volatility in earnings.

We may not be able to collect sufficient amounts on our charged-off consumer receivables, which would
adversely affect our results of operations.

Our business consists of acquiring and collecting receivables that consumers have failed to pay and that the
credit originator has deemed uncollectible and has charged-off. The credit originators or other debt sellers
generally make numerous attempts to recover on their charged-off consumer receivables before we purchase such
receivables, often using a combination of in-house recovery and third party collection efforts. Since there
generally have been multiple efforts to collect on these portfolios of charged-off consumer receivables before we
attempt to collect on them (three or more efforts on more than 50% of the face value of our portfolios), our
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attempts to collect on these portfolios may not be successful. Therefore, we may not collect a sufficient amount
to cover our investment associated with purchasing the charged-off consumer receivable portfolios and the costs
of running our business, which would adversely affect our results of operations.

There can be no assurance that our success in generating collections in the past will be indicative of our
ability to be successful in generating collections in the future.

We experience high turnover rates for our account representatives. We may not be able to hire and retain
enough sufficiently trained account representatives to support our operations.

Our ability to collect on new and existing portfolios and to acquire new portfolios is substantially dependent
on our ability to hire and retain qualified associates. The consumer accounts receivables management industry is
labor intensive and, similar to other companies in our industry, we experience a high rate of associate turnover.
For 2008, our annual turnover rate was 51.4% and our collection department associate turnover rate was 67.5%.
Based on our experience, account representatives who have been with us for more than one year are generally
more productive than account representatives who have been with us for less than one year. In 2008, our turnover
rate for all associates employed by us for at least one year was 28.7% and 32.8% for collection department
associates. We compete for qualified associates with companies in our industry and in other industries. Our
operations require that we continually hire, train and, in particular, retain account representatives. In addition, we
believe the level of training we provide to our associates makes our associates attractive to other collection
companies, which may attempt to recruit them. A higher turnover rate among our account representatives will
increase our recruiting and training costs, may require us to increase associate compensation levels and will limit
the number of experienced collection associates available to service our charged-off consumer receivables. If this
were to occur, we would not be able to service our charged-off consumer receivables effectively, which would
reduce our ability to operate profitably.

We face intense competition that could impair our ability to grow and achieve our goals.

The consumer debt collection industry is highly competitive and fragmented. We compete with a wide range
of other purchasers of charged-off consumer receivables, third party collection agencies, other financial service
companies and credit originators and other owners of debt that manage their own charged-off consumer
receivables. Some of these companies may have substantially greater numbers of associates and financial
resources and may experience lower account representative turnover rates than we do. Furthermore, some of our
competitors may obtain alternative sources of financing, the proceeds from which may be used to fund expansion
and to increase their number of charged-off portfolio purchases. Barriers to entry into the consumer debt
collection industry are low. Companies with greater financial resources than we have may elect at a future date to
enter the consumer debt collection business. Competitive pressures affect the availability and pricing of
receivable portfolios as well as the availability and cost of qualified debt collection account representatives. In
addition, some of our competitors have signed forward flow contracts under which consumer credit originators
have agreed to transfer a steady flow of charged-off receivables to them in the future, which could restrict those
credit originators from selling receivables to us.

We face bidding competition in our acquisition of charged-off consumer receivable portfolios. We believe
successful bids generally are awarded based predominantly on price and to a lesser extent based on service and
relationships with the debt sellers. Some of our current competitors, and possible new competitors, may have
more effective pricing and collection models, greater adaptability to changing market needs and more established
relationships in our industry than we have. Moreover, our competitors may elect to pay prices for portfolios that
we determine are not reasonable and, in that event, our volume of portfolio purchases may be diminished. There
can be no assurance that our existing or potential sources will continue to sell their charged-off consumer
receivables at recent levels or at all, or that we will continue to offer competitive bids for charged-off consumer
receivable portfolios. In addition, there continues to be a consolidation of issuers of credit cards, which have been
a principal source of our receivable purchases. This consolidation has decreased the number of sellers in the
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market and, consequently, could over time, give the remaining sellers increasing market strength in the price and
terms of the sale of charged-off credit card accounts and could cause us to accept lower returns on our investment
in that paper than we have historically achieved.

If we are unable to develop and expand our business or adapt to changing market needs as well as our
current or future competitors, we may experience reduced access to portfolios of charged-off consumer
receivables in sufficient face-value amounts at appropriate prices. As a result, we may experience reduced
profitability which, in turn, may impair our ability to achieve our goals.

Our strategy includes acquiring charged-off receivable portfolios in industries in which we may have little
or no experience. If we do not successfully acquire and collect on these portfolios, revenue may decline and
our results of operations may be materially and adversely affected.

We may acquire portfolios of charged-off consumer receivables in industries in which we have limited
experience. Some of these industries may have specific regulatory restrictions with which we have no experience.
Our limited experience in these industries may impair our ability to effectively and efficiently collect on these
portfolios. Furthermore, we need to develop appropriate pricing models for these markets, and there is no
assurance that we will do so effectively. When pricing charged-off consumer receivables for industries in which
we have limited experience, we attempt to adjust our models for expected or known differences from our
traditional models. However, our pricing models are primarily based on historical data for industries in which we
do have experience. This may cause us to overpay for these portfolios, and consequently, our profitability may
suffer as a result of these portfolio acquisitions.

Our operating results and cash collections may vary from quarter to quarter.

Our business depends on the ability to collect on our portfolios of charged-off consumer receivables.
Collections within portfolios tend to be seasonally higher in the first and second quarters of the year, due to
consumers’ receipt of tax refunds and other factors. Conversely, collections within portfolios tend to be lower in
the third and fourth quarters of the year, due to consumers’ spending in connection with summer vacations, the
holiday season and other factors. Operating expenses are seasonally higher during the first and second quarters of
the year due to expenses necessary to process the increase in cash collections. However