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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q

þ QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended June 30, 2007

o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the transition period from                      to                     
Commission File Number: 000-50058

Portfolio Recovery Associates, Inc.

(Exact name of registrant as specified in its charter)

Delaware 75-3078675

(State or other jurisdiction of
incorporation or organization)

(I.R.S. Employer
Identification No.)

120 Corporate Boulevard, Norfolk, Virginia 23502

(Address of principal executive offices) (zip code)
(888) 772-7326

(Registrant�s telephone number, including area code)
Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.

YES þ            NO o
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated
filer. See definition of �accelerated filer and large accelerated filer� in Rule 12b-2 of the Exchange Act.

Large accelerated filer o            Accelerated filer þ            Non-accelerated filer o
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).

YES o            NO þ
The number of shares outstanding of each of the issuer�s classes of common stock, as of the latest practicable date.

Class Outstanding as of July 19, 2007
Common Stock, $0.01 par value 15,979,884
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PORTFOLIO RECOVERY ASSOCIATES, INC.
CONSOLIDATED BALANCE SHEETS

June 30, 2007 and December 31, 2006
(unaudited)

June 30, December 31,
2007 2006

Assets
Cash and cash equivalents $ 15,041,590 $ 25,100,834
Finance receivables, net 288,648,041 226,447,495
Income tax receivable 2,423,988 1,512,823
Property and equipment, net 13,510,310 11,192,974
Goodwill 18,287,511 18,287,511
Intangible assets, net 5,772,675 6,754,014
Other assets 4,353,698 4,082,780

Total assets $ 348,037,813 $ 293,378,431

Liabilities and Stockholders� Equity

Liabilities:
Accounts payable $ 2,456,073 $ 2,891,469
Accrued expenses 3,477,362 2,578,896
Accrued payroll and bonuses 4,327,308 6,244,852
Deferred tax liability 43,969,186 33,452,670
Revolving lines of credit 38,000,000 �
Long-term debt 19,325 689,892
Obligations under capital lease 173,437 242,385

Total liabilities 92,422,691 46,100,164

Commitments and contingencies (Note 11)
Stockholders� equity:
Preferred stock, par value $0.01, authorized shares, 2,000,000, issued
and outstanding shares - 0 � �
Common stock, par value $0.01, authorized shares, 30,000,000, issued
and outstanding shares - 15,979,884 at June 30, 2007, and 15,987,432
at December 31, 2006 159,799 159,874
Additional paid-in capital 114,142,020 115,527,975
Retained earnings 141,313,303 131,590,418

Total stockholders� equity 255,615,122 247,278,267

Total liabilities and stockholders� equity $ 348,037,813 $ 293,378,431

The accompanying notes are an integral part of these consolidated financial statements.
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PORTFOLIO RECOVERY ASSOCIATES, INC.
CONSOLIDATED INCOME STATEMENTS

For the Three and Six Months Ended June 30, 2007 and 2006
(unaudited)

Three Months Ended Six Months Ended
June 30, June 30,

2007 2006 2007 2006
Revenues:
Income recognized on finance
receivables, net $ 46,387,466 $ 40,393,729 $ 91,853,081 $ 79,767,138
Commissions 8,388,991 5,790,954 16,930,944 11,758,822

Total revenues 54,776,457 46,184,683 108,784,025 91,525,960

Operating expenses:
Compensation and employee services 16,681,027 14,334,711 33,115,791 28,431,288
Outside legal and other fees and
services 11,246,070 9,740,222 22,683,204 18,800,501
Communications 2,004,926 1,303,915 3,888,838 2,917,867
Rent and occupancy 739,138 559,639 1,398,372 1,120,207
Other operating expenses 1,478,283 1,204,973 2,861,543 2,281,429
Depreciation and amortization 1,361,982 1,239,800 2,656,865 2,492,440

Total operating expenses 33,511,426 28,383,260 66,604,613 56,043,732

Income from operations 21,265,031 17,801,423 42,179,412 35,482,228

Other income and (expense):
Interest income 120,765 170,967 299,691 243,861
Interest expense (339,253) (74,751) (405,760) (242,697)

Income before income taxes 21,046,543 17,897,639 42,073,343 35,483,392

Provision for income taxes 8,057,689 6,794,978 16,203,764 13,650,714

Net income $ 12,988,854 $ 11,102,661 $ 25,869,579 $ 21,832,678

Net income per common share:
Basic $ 0.81 $ 0.70 $ 1.62 $ 1.37
Diluted $ 0.80 $ 0.69 $ 1.60 $ 1.36
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Weighted average number of shares
outstanding:
Basic 16,004,797 15,896,585 15,999,003 15,884,074
Diluted 16,168,089 16,085,321 16,153,795 16,075,145
The accompanying notes are an integral part of these consolidated financial statements.
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PORTFOLIO RECOVERY ASSOCIATES, INC.
CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS� EQUITY

For the Six Months Ended June 30, 2007
(unaudited)

Additional Total
Common Paid-in Retained Stockholders�

Stock Capital Earnings Equity
Balance at December 31, 2006 $ 159,874 $ 115,527,975 $ 131,590,418 $ 247,278,267
Net income � � 25,869,579 25,869,579
Exercise of stock options and vesting
of nonvested shares 925 1,297,449 � 1,298,374
Repurchase and cancellation of
common stock (1,000) (5,189,332) � (5,190,332)
Cash dividends paid ($1.00 per
common share) � � (16,069,694) (16,069,694)
Amortization of share-based
compensation � 1,364,364 � 1,364,364
Income tax benefit from share-based
compensation � 951,564 � 951,564
Adoption of FIN 48 � 190,000 (77,000) 113,000

Balance at June 30, 2007 $ 159,799 $ 114,142,020 $ 141,313,303 $ 255,615,122

The accompanying notes are an integral part of these consolidated financial statements.
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PORTFOLIO RECOVERY ASSOCIATES, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Six Months Ended June 30, 2007 and 2006
(unaudited)

Six Months Six Months
Ended Ended

June 30, June 30,
2007 2006

Cash flows from operating activities:
Net income $ 25,869,579 $ 21,832,678
Adjustments to reconcile net income to net cash provided by operating
activities:
Amortization of share-based compensation 1,364,364 969,972
Depreciation and amortization 2,656,865 2,492,440
Deferred tax expense 10,516,516 2,773,153
Changes in operating assets and liabilities:
Other assets (270,918) 637,409
Accounts payable (435,396) (796,845)
Income taxes (721,165) (2,125,351)
Accrued expenses 821,466 2,180,242
Accrued payroll and bonuses (1,917,544) (1,476,860)

Net cash provided by operating activities 37,883,767 26,486,838

Cash flows from investing activities:
Purchases of property and equipment (3,992,862) (1,460,429)
Acquisition of finance receivables, net of buybacks (102,262,742) (41,954,209)
Collections applied to principal on finance receivables 40,062,196 38,161,176

Net cash used in investing activities (66,193,408) (5,253,462)

Cash flows from financing activities:
Dividends paid (16,069,694) �
Proceeds from exercise of options and warrants 1,298,374 1,689,744
Income tax benefit from share-based compensation 951,564 1,599,812
Proceeds from lines of credit 41,000,000 �
Principal payments on lines of credit (3,000,000) (15,000,000)
Repurchase of common stock (5,190,332) �
Principal payments on long-term debt (670,567) (230,309)
Principal payments on capital lease obligations (68,948) (72,940)

Net cash provided by/(used in) financing activities 18,250,397 (12,013,693)
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Net (decrease)/increase in cash and cash equivalents (10,059,244) 9,219,683

Cash and cash equivalents, beginning of period 25,100,834 15,984,855

Cash and cash equivalents, end of period $ 15,041,590 $ 25,204,538

Supplemental disclosure of cash flow information:
Cash paid for interest $ 210,798 $ 257,000
Cash paid for income taxes $ 5,260,000 $ 11,403,100

Noncash investing and financing activities:
SFAS 123R adoption reclass of payroll liability to additional paid-in
capital $ � $ 426,752
The accompanying notes are an integral part of these consolidated financial statements.
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PORTFOLIO RECOVERY ASSOCIATES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)
1. Organization and Business:
     Portfolio Recovery Associates, LLC (�PRA�) was formed on March 20, 1996. Portfolio Recovery Associates, Inc.
(�PRA Inc�) was formed in August 2002. On November 8, 2002, PRA Inc completed its initial public offering (�IPO�) of
common stock. As a result, all of the membership units and warrants of PRA were exchanged on a one to one basis for
warrants and shares of a single class of common stock of PRA Inc. PRA Inc owns all outstanding membership units of
PRA, PRA Holding I, LLC (�PRA Holding I�), PRA Holding II, LLC (�PRA Holding II�), PRA Receivables
Management, LLC (d/b/a Anchor Receivables Management) (�Anchor�), PRA Location Services, LLC (d/b/a IGS
Nevada) (�IGS�) and PRA Government Services, LLC (d/b/a Alatax and RDS) (�RDS�). One of PRA Inc�s wholly owned
subsidiaries, Thomas West Associates, LLC (�TWA�), was dissolved as an entity on May 8, 2006. PRA Inc, a Delaware
corporation, and its subsidiaries (collectively, the �Company�) are full-service providers of outsourced receivables
management and related services. The Company is engaged in the business of purchasing, managing and collecting
portfolios of defaulted consumer receivables as well as offering a broad range of accounts receivable management
services. The majority of the Company�s business activities involve the purchase, management and collection of
defaulted consumer receivables. These are purchased from sellers of finance receivables and collected by a highly
skilled staff whose purpose is to locate and contact customers and arrange payment or resolution of their debts. The
Company, through its Legal Recovery Department, collects accounts judicially, either by using its own attorneys, or
by contracting with independent attorneys throughout the country through whom the Company takes legal action to
satisfy consumer debts. The Company also services receivables on behalf of clients on either a commission or
transaction-fee basis. Clients include entities in the financial services, auto, retail, utility, health care and government
sectors. Services provided to these clients include standard collection services on delinquent accounts, obtaining
location information for clients in support of their collection activities (known as skip tracing), and the management of
both delinquent and non-delinquent tax receivables for government entities.
     The consolidated financial statements of the Company include the accounts of PRA Inc, PRA, PRA Holding I,
PRA Holding II, Anchor, IGS and RDS.
     The accompanying unaudited consolidated financial statements of the Company have been prepared in accordance
with Rule 10-01 of Regulation S-X promulgated by the Securities and Exchange Commission (�SEC�) and, therefore,
do not include all information and disclosures required by U.S. generally accepted accounting principles for complete
financial statements. In the opinion of the Company, however, the accompanying unaudited consolidated financial
statements contain all adjustments, consisting only of normal recurring adjustments, necessary for a fair presentation
of the Company�s balance sheet as of June 30, 2007, its income statements for the three and six months ended June 30,
2007 and 2006, its statement of changes in stockholders� equity for the six months ended June 30, 2007 and its
statements of cash flows for the six months ended June 30, 2007 and 2006. The income statements of the Company
for the three and six months ended June 30, 2007 and 2006 may not be indicative of future results. These unaudited
consolidated financial statements should be read in conjunction with the audited consolidated financial statements and
notes thereto included in the Company�s Annual Report on Form 10-K, as filed for the year ended December 31, 2006.
2. Finance Receivables, net:
     The Company�s principal business consists of the acquisition and collection of accounts that have experienced
deterioration of credit quality between origination and the Company�s acquisition of the accounts. The amount paid for
an account reflects the Company�s determination that it is probable the Company will be unable to collect all amounts
due according to the account�s contractual terms. At acquisition, the Company reviews the portfolio both by account
and aggregate pool to determine whether there is evidence of deterioration of credit quality since origination and if it
is probable that the Company will be unable to collect all amounts due according to the account�s contractual terms. If
both conditions exist, the Company determines whether each such account is to be accounted for individually or
whether such accounts will be assembled into pools based on common risk characteristics. The Company considers
expected prepayments and estimates the amount and timing of undiscounted expected principal, interest and other
cash flows for each acquired portfolio and subsequently aggregated pools of accounts. The Company determines the
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excess of the pool�s scheduled contractual principal and contractual interest payments over all cash flows expected at
acquisition as an amount that should not be accreted (nonaccretable difference) based on the Company�s proprietary
acquisition models. The remaining amount, representing the excess of the account�s cash flows expected to be
collected over the amount paid, is accreted into income recognized on finance receivables over the remaining life of
the account or pool (accretable yield).
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PORTFOLIO RECOVERY ASSOCIATES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)
     Prior to January 1, 2005, the Company accounted for its investment in finance receivables using the interest
method under the guidance of Practice Bulletin 6, �Amortization of Discounts on Certain Acquired Loans.� Effective
January 1, 2005, the Company adopted and began to account for its investment in finance receivables using the
interest method under the guidance of American Institute of Certified Public Accountants (�AICPA�) Statement of
Position (�SOP�) 03-3, �Accounting for Loans or Certain Securities Acquired in a Transfer.� For loans acquired in fiscal
years beginning prior to December 15, 2004, Practice Bulletin 6 is still effective; however, Practice Bulletin 6 was
amended by SOP 03-3 as described further in this note. For loans acquired in fiscal years beginning after
December 15, 2004, SOP 03-3 is effective. Under the guidance of SOP 03-3 (and the amended Practice Bulletin 6),
static pools of accounts may be established. These pools are aggregated based on certain common risk criteria. Each
static pool is recorded at cost, which includes certain direct costs of acquisition paid to third parties, and is accounted
for as a single unit for the recognition of income, principal payments and loss provision. Once a static pool is
established for a quarter, individual receivable accounts are not added to the pool (unless replaced by the seller) or
removed from the pool (unless sold or returned to the seller). SOP 03-3 (and the amended Practice Bulletin 6) requires
that the excess of the contractual cash flows over expected cash flows not be recognized as an adjustment of revenue
or expense or on the balance sheet. SOP 03-3 initially freezes the internal rate of return, referred to as IRR, estimated
when the accounts receivable are purchased as the basis for subsequent impairment testing. Significant increases in
actual, or expected future cash flows may be recognized prospectively through an upward adjustment of the IRR over
a portfolio�s remaining life. Any increase to the IRR then becomes the new benchmark for impairment testing.
Effective for fiscal years beginning after December 15, 2004 under SOP 03-3 (and the amended Practice Bulletin 6),
rather than lowering the estimated IRR if the collection estimates are not received or projected to be received, the
carrying value of a pool would be written down to maintain the then current IRR and is shown as a reduction in
revenue in the consolidated income statements with a corresponding valuation allowance offsetting the finance
receivables, net, on the balance sheet. Income on finance receivables is accrued quarterly based on each static pool�s
effective IRR. Quarterly cash flows greater than the interest accrual will reduce the carrying value of the static pool.
Likewise, cash flows that are less than the accrual will accrete the carrying balance. The IRR is estimated and
periodically recalculated based on the timing and amount of anticipated cash flows using the Company�s proprietary
collection models. A pool can become fully amortized (zero carrying balance on the balance sheet) while still
generating cash collections. In this case, all cash collections are recognized as revenue when received. Additionally,
the Company uses the cost recovery method when collections on a particular pool of accounts cannot be reasonably
predicted. These pools are not aggregated with other portfolios. Under the cost recovery method, no revenue is
recognized until the Company has fully collected the cost of the portfolio, or until such time that the Company
considers the collections to be probable and estimable and begins to recognize income based on the interest method as
described above. At June 30, 2007 and 2006, the Company had unamortized purchased principal (purchase price) in
pools accounted for under the cost recovery method of $5,142,887 and $2,547,355, respectively.
     The Company establishes valuation allowances for all acquired accounts subject to SOP 03-3 to reflect only those
losses incurred after acquisition (that is, the present value of cash flows initially expected at acquisition that are no
longer expected to be collected). Valuation allowances are established only subsequent to acquisition of the accounts.
At June 30, 2007 and 2006, the Company had an allowance against its finance receivables of $1,755,000 and
$575,000, respectively. Prior to January 1, 2005, in the event that a reduction of the yield to as low as zero in
conjunction with estimated future cash collections that were inadequate to amortize the carrying balance, an allowance
charge would be taken with a corresponding write-off of the receivable balance.

8
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PORTFOLIO RECOVERY ASSOCIATES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)
     The Company capitalizes certain fees paid to third parties related to the direct acquisition of a portfolio of
accounts. These fees are added to the acquisition cost of the portfolio and accordingly are amortized over the life of
the portfolio using the interest method. The balance of the unamortized capitalized fees at June 30, 2007 and 2006 was
$1,798,722 and $1,208,011, respectively. During the three and six months ended June 30, 2007, the Company
capitalized $549,937 and $793,709, respectively, of these direct acquisition fees. During the three and six months
ended June 30, 2006, the Company capitalized $365,414 and $463,457, respectively, of these direct acquisition fees.
During the three and six months ended June 30, 2007, the Company amortized $165,106 and $317,708, respectively,
of these direct acquisition fees. During the three and six months ended June 30, 2006, the Company amortized
$136,830 and $283,516, respectively, of these direct acquisition fees.
     The agreements to purchase the aforementioned receivables include general representations and warranties from
the sellers covering account holder death or bankruptcy and accounts settled or disputed prior to sale. The
representation and warranty period permitting the return of these accounts from the Company to the seller is typically
90 to 180 days. Any funds received from the seller of finance receivables as a return of purchase price are referred to
as buybacks. Buyback funds are simply applied against the finance receivable balance received and are not included in
the Company�s cash collections from operations. In some cases, the seller will replace the returned accounts with new
accounts in lieu of returning the purchase price. In that case, the old account is removed from the pool and the new
account is added.
     Changes in finance receivables, net for the three and six months ended June 30, 2007 and 2006 were as follows:

Three Months
Ended

Three Months
Ended

Six Months
Ended

Six Months
Ended

June 30, 2007 June 30, 2006 June 30, 2007 June 30, 2006
Balance at beginning of
period $ 243,568,411 $ 189,847,379 $ 226,447,495 $ 193,644,670
Acquisitions of finance
receivables, net of buybacks 63,298,532 26,635,403 102,262,742 41,954,209

Cash collections (64,606,368) (59,438,808) (131,915,277) (117,928,314)
Income recognized on finance
receivables, net 46,387,466 40,393,729 91,853,081 79,767,138

Cash collections applied to
principal (18,218,902) (19,045,079) (40,062,196) (38,161,176)

Balance at end of period $ 288,648,041 $ 197,437,703 $ 288,648,041 $ 197,437,703

     At the time of acquisition, the life of each pool is generally estimated to be between 72 to 96 months based on
projected amounts and timing of future cash receipts using the proprietary models of the Company. As of June 30,
2007, the Company had $288,648,041 in net finance receivables. Based upon current projections, cash collections
applied to principal are estimated to be as follows for the twelve months in the periods ending:

June 30, 2008 $ 69,188,178
June 30, 2009 63,699,454
June 30, 2010 58,069,963
June 30, 2011 49,760,381
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June 30, 2012 34,124,917
June 30, 2013 13,805,148

$ 288,648,041

     During the three and six months ended June 30, 2007, the Company purchased approximately $2.54 billion and
$4.84 billion, respectively, of face value of charged-off consumer receivables. During the three and six months ended
June 30, 2006 the Company purchased approximately $1.66 billion and $5.53 billion of face value of charged-off
consumer receivables. At June 30, 2007, the estimated remaining collections on the receivables purchased in the three
and six months ended June 30, 2007 were $134,263,918 and $218,987,962, respectively. At June 30, 2007, the
estimated remaining collections on the receivables purchased in the three and six months ended June 30, 2006 were
$44,975,328 and $60,708,166, respectively.

9
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PORTFOLIO RECOVERY ASSOCIATES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)
     Accretable yield represents the amount of income recognized on finance receivables the Company can expect to
generate over the remaining life of its existing portfolios based on estimated future cash flows as of June 30, 2007 and
2006. Reclassifications from nonaccretable difference to accretable yield primarily result from the Company�s increase
in its estimate of future cash flows. Changes in accretable yield for the three and six months ended June 30, 2007 and
2006 were as follows:

Three Months
Ended

Three Months
Ended

Six Months
Ended

Six Months
Ended

June 30, 2007 June 30, 2006 June 30, 2007 June 30, 2006
Balance at beginning of period $ 354,526,078 $ 288,460,943 $ 326,775,399 $ 299,280,328
Income recognized on finance
receivables, net (46,387,466) (40,393,729) (91,853,081) (79,767,138)
Additions 74,374,619 33,017,181 126,589,182 49,033,696
Reclassifications from
nonaccretable difference 28,329,279 28,059,880 49,331,010 40,597,389

Balance at end of period $ 410,842,510 $ 309,144,275 $ 410,842,510 $ 309,144,275

     During the three and six months ended June 30, 2007, the Company recorded $90,000 and $700,000, respectively,
in allowance charges on pools that had recently underperformed expectations. During the six months ended June 30,
2007, the Company also reversed $245,000 of allowance charges recorded in prior periods. During the three and six
months ended June 30, 2006, the Company recorded $200,000 and $375,000, respectively, in allowance charges. The
change in the valuation allowance for the three and six months ended June 30, 2007 and 2006 is as follows:

Three Months
Ended

Three Months
Ended

Six Months
Ended

Six Months
Ended

June 30, 2007 June 30, 2006 June 30, 2007 June 30, 2006
Balance at beginning of period $ 1,665,000 $ 375,000 $ 1,300,000 $ 200,000
Allowance charges recorded 90,000 200,000 700,000 375,000
Reversal of previously recorded
allowance charges � � (245,000) �

Change in allowance charge 90,000 200,000 455,000 375,000

Balance at end of period $ 1,755,000 $ 575,000 $ 1,755,000 $ 575,000

3. Revolving Lines of Credit:
     On November 29, 2005, the Company entered into a Loan and Security Agreement for a revolving line of credit
jointly offered by Bank of America, N. A. and Wachovia Bank, National Association. The agreement was amended on
May 9, 2006 to include RBC Centura Bank as an additional lender and again on May 4, 2007 to increase the line of
credit to $150,000,000 and incorporate a $50,000,000 non-revolving fixed rate sub-limit. The agreement is a revolving
line of credit in an amount equal to the lesser of $150,000,000 or 30% of the Company�s estimated remaining
collections of all its eligible asset pools. Borrowings under the revolving credit facility bear interest at a floating rate
equal to the LIBOR Market Index Rate plus 1.40% and the facility expires on May 4, 2010. The loan is collateralized
by substantially all the tangible and intangible assets of the Company. The agreement provides as follows:

� monthly borrowings may not exceed 30% of estimated remaining collections;
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� funded debt to EBITDA ratio must be less than 2.0 to 1.0 calculated on a rolling twelve-month
average;

� tangible net worth must be at least 100% of prior quarter tangible net worth plus 25% of cumulative
positive net income since the end of such fiscal quarter, plus 100% of the net proceeds from any
equity offering without giving effect to reductions in tangible net worth due to repurchases of up to
$100,000,000 of the Company�s common stock; and

� restrictions on change of control.
     Outstanding borrowings under the facility totaled $38,000,000 as of June 30, 2007. As of June 30, 2007, the
Company is in compliance with all of the covenants of the agreement.

10
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PORTFOLIO RECOVERY ASSOCIATES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)
4. Long-Term Debt:
     On February 20, 2002, the Company completed the construction of a satellite parking lot at its Norfolk, Virginia
location. The parking lot was financed with a commercial loan for $500,000 with a fixed rate of 6.47%. The loan is
collateralized by the parking lot. The loan required only interest payments during the first six months. Monthly
payments on the loan are $9,797 and the loan matures on September 1, 2007.
     The loan is collateralized by the related asset and is subject to the following covenants:

� net worth greater than $20,000,000, and;

� a cash flow coverage ratio of at least 1.5 to 1 calculated on a rolling twelve-month average.
     As of June 30, 2007, the Company is in compliance with these covenants.
     On May 1, 2003, the Company secured financing for its computer equipment purchases related to the Hampton,
Virginia office opening. The computer equipment was financed with a commercial loan for $975,000 with a fixed rate
of 4.25%. This loan was collateralized by computer equipment. Monthly payments were $18,096 and the loan was
paid in full on May 4, 2007.
     On January 9, 2004, the Company entered into a commercial loan agreement in the amount of $750,000 to finance
equipment purchases at one of its leased Norfolk facilities. This loan bears interest at a fixed rate of 4.45% and was
collateralized by the purchased equipment. Monthly payments were $13,975 and the loan was paid in full on May 4,
2007.
5. Property and Equipment, net:
     Property and equipment, at cost, consist of the following as of the dates indicated:

June 30, December 31,
2007 2006

Software $ 5,204,371 $ 5,007,449
Computer equipment 5,143,334 4,467,524
Furniture and fixtures 3,872,667 2,716,723
Equipment 4,191,278 3,802,427
Leasehold improvements 2,201,422 1,842,402
Building and improvements 4,449,865 3,282,620
Land 939,263 930,263
Accumulated depreciation and amortization (12,491,890) (10,856,434)

Property and equipment, net $ 13,510,310 $ 11,192,974

     Depreciation and amortization expense for the three and six months ended June 30, 2007 was $871,312 and
$1,675,526, respectively. Depreciation and amortization expense for the three and six months ended June 30, 2006
was $672,637 and $1,358,113, respectively.
     Beginning in July 2006 upon initiation of certain internally developed software projects, in accordance with the
provisions of SOP 98-1, �Accounting for the Costs of Computer Software Developed or Obtained for Internal Use,� the
Company began capitalizing qualifying computer software costs incurred during the application development stage
and amortizing them over their estimated useful life of three years on a straight-line basis beginning when the project
is completed. Costs associated with preliminary project stage activities, training, maintenance and all other post
implementation stage activities are expensed as incurred. The Company�s policy provides for the capitalization of
certain direct payroll costs for employees who are directly associated with internal use computer software projects, as
well as external direct costs of services associated with developing or obtaining internal use software. Capitalizable
personnel costs are limited to the time directly spent on such projects. As of June 30, 2007, the Company has incurred
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and capitalized $314,142 of these direct payroll costs related to software developed for internal use. Of these costs,
$247,890 are for projects that are in the development stage and, therefore. are a component of Other Assets. Once the
projects are completed, the costs will be transferred to Software and amortized over their estimated useful life of three
years. Amortization expense for the three and six months ended June 30, 2007 was $3,313 and $6,625, respectively
and the remaining unamortized costs relating to this internally developed software at June 30, 2007 is $57,418.
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(unaudited)
6. Intangible Assets, net:
     With the acquisition of IGS on October 1, 2004 and RDS on July 29, 2005, the Company purchased certain
tangible and intangible assets. Intangible assets purchased included client and customer relationships, non-compete
agreements and goodwill. In accordance with the Financial Accounting Standards Board (�FASB�) Statement of
Financial Accounting Standard (�SFAS�) No. 142, �Goodwill and Other Intangible Assets� (�SFAS 142�), the Company is
amortizing the IGS client relationships over seven years, the RDS customer relationships over ten years and the
non-compete agreements over three years for both the IGS and RDS acquisitions, with a combined original weighted
average amortization period of 7.54 years. The Company reviews these relationships at least annually for impairment.
Total amortization expense was $490,670 and $981,339 for the three and six months ended June 30, 2007,
respectively. Total amortization expense was $567,163 and $1,134,326 for the three and six months ended June 30,
2006, respectively. In addition, goodwill, pursuant to SFAS 142, is not amortized but rather is reviewed at least
annually for impairment. During the fourth quarter of 2006, the Company underwent its annual review of goodwill.
Based upon the results of this review, which was conducted as of October 1, 2006, no impairment charges to goodwill
or the other intangible assets were necessary as of the date of this review. The Company believes that nothing has
occurred since the review was performed through June 30, 2007 that would necessitate an impairment charge to
goodwill or the other intangible assets. At June 30, 2007 and December 31, 2006, the carrying value of goodwill was
$18,287,511.
7. Share-Based Compensation:
     The Company has a stock option and nonvested share plan. The Amended and Restated Portfolio Recovery
Associates 2002 Stock Option Plan and 2004 Restricted Stock Plan was approved by the Company�s shareholders at its
Annual Meeting of Shareholders on May 12, 2004, enabling the Company to issue to its employees and directors
nonvested shares of stock, as well as stock options. Also, in connection with the IPO, all existing PRA warrants that
were owned by certain individuals and entities were exchanged for an equal number of PRA Inc warrants. Prior to
2002, the Company accounted for stock compensation issued under the recognition and measurement provisions of
the Accounting Principles Board Opinion No. 25 (�APB 25�), �Accounting for Stock Issued to Employees,� and related
Interpretations.
     Effective January 1, 2002, the Company adopted the fair value recognition provisions of SFAS No. 123 (�SFAS
123�), �Accounting for Stock-Based Compensation,� prospectively to all employee awards granted, modified, or settled
after January 1, 2002. All stock-based compensation measured under the provisions of APB 25 became fully vested
during 2002. All stock-based compensation expense recognized thereafter was derived from stock-based
compensation based on the fair value method prescribed in SFAS 123. Effective January 1, 2006, the Company
adopted SFAS No. 123R (�SFAS 123R�), �Share-Based Payment� using the modified prospective approach. The adoption
of SFAS 123R had no material impact on the Company�s Consolidated Income Statement or on previously reported
interim periods. As of June 30, 2007, total future compensation costs related to nonvested awards of stock options and
nonvested shares (not including nonvested shares granted under the Long-Term Incentive Program) were $215,359
and $5,029,091, respectively, with a weighted average remaining life of 2.5 years for stock options and 3.3 years for
nonvested shares (not including nonvested shares granted under the Long-Term Incentive Program). Based upon
historical data, the Company used an annual forfeiture rate of 12.6% for stock options and 16.4% for nonvested shares
for most of the employee grants. Grants made to key employee hires and directors of the Company were assumed to
have no forfeiture rates associated with them due to the historically low turnover among this group. In addition,
commensurate with the adoption of SFAS 123R, all previous references to �restricted� stock are now referred to as
�nonvested� shares.
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     Total share-based compensation expense was $837,758 and $1,364,364 for the three and six months ended June 30,
2007, respectively. Total share-based compensation expense was $538,153 and $969,972 for the three and six months
ended June 30, 2006, respectively. Tax benefits resulting from tax deductions in excess of share-based compensation
expense recognized under the fair value recognition provisions of SFAS 123R (windfall tax benefits) are credited to
additional paid-in capital in the Company�s Consolidated Balance Sheets. Realized tax shortfalls are first offset against
the cumulative balance of windfall tax benefits, if any, and then charged directly to income tax expense. The total tax
benefit realized from share-based compensation was approximately $1.2 million and $1.3 million for the three and six
months ended June 30, 2007, respectively. The total tax benefit realized from share-based compensation was
approximately $0.3 million and $1.7 million for the three and six months ended June 30, 2006, respectively.
Stock Options
     The Company created the 2002 Stock Option Plan (the �Plan�) on November 7, 2002. The Plan was amended in
2004 (the �Amended Plan�) to enable the Company to issue nonvested shares of stock to its employees and directors.
The Amended Plan was approved by the Company�s shareholders at its Annual Meeting on May 12, 2004. Up to
2,000,000 shares of common stock may be issued under the Amended Plan. The Amended Plan expires November 7,
2012. With the exception of the Long-Term Incentive Program, all options and nonvested shares issued under the
Amended Plan vest ratably over five years. Granted options expire seven years from grant date. Expiration dates range
between November 7, 2009 and January 16, 2011. Options granted to a single person cannot exceed 200,000 in a
single year. As of June 30, 2007, 895,000 options have been granted under the Amended Plan, of which 115,615 have
been cancelled.
     Prior to January 1, 2006, options were expensed under SFAS 123 and were included in operating expenses as a
component of compensation. Effective January 1, 2006, the Company adopted and began expensing options under
SFAS 123R. The expense is included in operating expenses as a component of compensation. The Company granted
no options during the three months ended June 30, 2007 and 2006. All of the stock options which have been granted
under the Amended Plan were granted to employees of the Company except for 40,000 which were granted to
non-employee directors. The total intrinsic value of options exercised during the three and six months ended June 30,
2007 was approximately $2.4 million and $2.6 million, respectively. The total intrinsic value of options exercised
during the three and six months ended June 30, 2006 was approximately $0.7 million and $4.3 million, respectively.
     The following summarizes all option related transactions from December 31, 2005 through June 30, 2007:

Weighted- Weighted-
Options Average Average

Outstanding
Exercise

Price
Fair

Value
December 31, 2005 504,509 $ 15.12 $ 3.1
Exercised (188,475) 13.19 2.8
Cancelled (15,015) 13.00 2.7

December 31, 2006 301,019 16.43 3.3
Exercised (77,152) 16.83 3.5
Cancelled (6,445) 13.00 2.7

June 30, 2007 217,422 $ 16.39 $ 3.2
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     The following information is as of June 30, 2007:

Options Outstanding Options Exercisable
Average Weighted- Weighted-

Remaining Average Average
Exercise Number Contractual Exercise Aggregate Number Exercise Aggregate

Prices Outstanding Life Price
Intrinsic
Value Exercisable Price

Intrinsic
Value

$13.00 162,922 2.4 $ 13.00 $ 7,660,592 38,367 $ 13.00 $ 1,804,016
$16.16 7,500 2.4 16.16 328,950 5,500 16.16 241,230

$27.77-$29.79 47,000 3.2 28.18 1,496,430 19,000 28.30 602,610

Total as of
June 30, 2007 217,422 2.5 $ 16.39 $ 9,485,972 62,867 $ 17.90 $ 2,647,856

     The Company utilizes the Black-Scholes option pricing model to calculate the value of the stock options when
granted. This model was developed to estimate the fair value of traded options, which have different characteristics
than employee stock options. In addition, changes to the subjective input assumptions can result in materially different
fair market value estimates. Therefore, the Black-Scholes model may not necessarily provide a reliable single measure
of the fair value of employee stock options. There were no options granted during 2006 or 2007.
Nonvested Shares
     Prior to the approval of the Amended Plan, nonvested shares were permitted to be issued as an incentive to attract
new employees and, effective commensurate with the adoption of the Amended Plan at the meeting of shareholders
held on May 12, 2004, are permitted to be issued to directors and existing employees. With the exception of the
awards made pursuant to the Long-Term Incentive Program, the terms of the nonvested share awards are similar to
those of the stock option awards, wherein the nonvested shares vest ratably over five years and are expensed over their
vesting period.
     The following summarizes all nonvested share transactions from December 31, 2005 through June 30, 2007:

Weighted
Nonvested Average

Shares Price at

Outstanding
Grant
Date

December 31, 2005 135,337 $ 34.96
Granted 82,700 46.88
Vested (27,764) 33.88
Cancelled (19,165) 37.75

December 31, 2006 171,108 40.59
Granted 2,510 44.09
Vested (15,300) 45.56
Cancelled (8,230) 39.66

June 30, 2007 150,088 $ 40.20
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     The total fair value of shares vested during the three and six months ended June 30, 2007 was $566,105 and
$727,990, respectively. The total fair value of shares vested during the three and six months ended June 30, 2006 was
$9,124 and $55,134, respectively.
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Long-Term Incentive Program
     On March 30, 2007, the Compensation Committee approved the grant of 96,550 shares of performance based
nonvested shares pursuant to the Amended Plan. The shares were granted to key employees of the Company. The
grant is performance based and cliff vests after the requisite service period of three years if certain financial goals are
met. The goals are based upon cumulative diluted earnings per share (�EPS�) totals for the 2007, 2008 and 2009 fiscal
years as well as the return on invested capital for the same period. The number of shares granted can double if the
financial goals are exceeded or no shares can be granted if the financial goals are not met. The Company is expensing
the nonvested shares over the requisite service period of three years beginning January 1, 2007. If the Company
believes that the number of shares granted will be more or less than originally projected, an adjustment to the expense
will be made at that time based on the probable outcome. The weighted average price per share at grant date was
$44.65. As of June 30, 2007, total future compensation costs related to nonvested share awards granted under the
Long-Term Incentive Program are estimated to be approximately $3,239,000. The Company assumed a 10.0%
forfeiture rate for this grant and the shares have a weighted average life of 2.50 years as of June 30, 2007.
8. Income Taxes � FIN 48:
     On July 13, 2006, the FASB issued Interpretation No. 48 (�FIN 48�), �Accounting for Uncertainty in Income Taxes�an
interpretation of FASB Statement No. 109.� FIN 48 clarifies the accounting for uncertainty in income taxes recognized
in an enterprise�s financial statements in accordance with SFAS No. 109, �Accounting for Income Taxes.� FIN 48
prescribes a recognition threshold and measurement attribute for the financial statement recognition and measurement
of a tax position taken or expected to be taken in a tax return. FIN 48 also provides guidance on derecognition,
classification, interest and penalties, accounting in interim periods, disclosure and transition. The evaluation of a tax
position in accordance with FIN 48 is a two-step process. The first step is recognition: the enterprise determines
whether it is more-likely-than-not that a tax position will be sustained upon examination, including resolution of any
related appeals or litigation processes, based on the technical merits of the position. In evaluating whether a tax
position has met the more-likely-than-not recognition threshold, the enterprise should presume that the position will
be examined by the appropriate taxing authority that would have full knowledge of all relevant information. The
second step is measurement: a tax position that meets the more-likely-than-not recognition threshold is measured to
determine the amount of benefit to recognize in the financial statements. The tax position is measured as the largest
amount of benefit that is greater than 50 percent likely of being realized upon ultimate settlement. Tax positions that
previously failed to meet the more-likely-than-not recognition threshold should be recognized in the first subsequent
financial reporting period in which that threshold is met. Previously recognized tax positions that no longer meet the
more-likely-than-not recognition threshold should be derecognized in the first subsequent financial reporting period in
which that threshold is no longer met.
     The Company adopted the provisions of FIN 48 with respect to all of its tax positions as of January 1, 2007. The
total amount of unrecognized tax benefits as of June 30, 2007 and the date of adoption was $388,000 and $379,000,
respectively. Included in the balance at June 30, 2007 are $208,000 of tax positions for which the ultimate
deductibility is highly certain but for which there is uncertainty about the timing of such deductibility. The remaining
balance of unrecognized tax benefits relate to items that when recognized would result in an adjustment to additional
paid-in capital and, therefore, would not affect the annual effective tax rate. Because of the impact of deferred tax
accounting, other than interest and penalties, the disallowance of the shorter deductibility period for temporary
differences would not affect the annual effective tax rate but would accelerate the payment of cash to the taxing
authority to an earlier period. During the next twelve months, the approval of a recently filed application for a change
in accounting method would reduce unrecognized tax benefits by $208,000. Such unrecognized tax benefits are
focused on the timing of deductibility for certain expenses, the ultimate deductibility of which is highly certain.
     The Company was notified on June 21, 2007 that it is currently being examined by the Internal Revenue Service
for the 2005 calendar year. As of January 1, 2007, the tax years that remain subject to examination by the major taxing
jurisdictions, including the Internal Revenue Service, are 2002 and subsequent years. The 2002 and 2003 tax years are
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still open to examination because of net operating losses that originated in those years but were not fully utilized until
the 2004 and 2005 tax years.

15

Edgar Filing: PORTFOLIO RECOVERY ASSOCIATES INC - Form 10-Q

25



PORTFOLIO RECOVERY ASSOCIATES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)
     FIN 48 requires the recognition of interest, if the tax law would require interest to be paid on the underpayment of
taxes, and recognition of penalties, if a tax position does not meet the minimum statutory threshold to avoid payment
of penalties. Penalties and interest may be classified as either penalties and interest expense or income tax expense.
Management has elected to classify penalties and interest as income tax expense. Accrued penalties and interest as of
January 1, 2007, in the amount of $77,000, were recorded to beginning of year retained earnings. As of June 30, 2007,
there were no material changes to the amount of accrued interest and penalties.
9. Earnings per Share:
     Basic EPS are computed by dividing income available to common shareholders by weighted average common
shares outstanding. Diluted EPS are computed using the same components as basic EPS with the denominator
adjusted for the dilutive effect of stock warrants, stock options and nonvested share awards. Share-based awards that
are contingent upon the attainment of performance goals are not included in the computation of diluted EPS until the
performance goals have been attained. The following tables provide a reconciliation between the computation of basic
EPS and diluted EPS for the three and six months ended June 30, 2007 and 2006:

For the three months ended June 30,
2007 2006

Weighted
Average

Weighted
Average

Net Income
Common

Shares EPS Net Income
Common

Shares EPS

Basic EPS $12,988,854 16,004,797 $0.81 $11,102,661 15,896,585 $0.70
Dilutive effect of
stock warrants,
options and
nonvested share
awards 163,292 188,736

Diluted EPS $12,988,854 16,168,089 $0.80 $11,102,661 16,085,321 $0.69

For the six months ended June 30,
2007 2006

Weighted
Average

Weighted
Average

Net Income
Common

Shares EPS Net Income
Common

Shares EPS

Basic EPS $25,869,579 15,999,003 $1.62 $21,832,678 15,884,074 $1.37
Dilutive effect of
stock warrants,
options and
restricted stock
awards 154,792 191,071

Diluted EPS $25,869,579 16,153,795 $1.60 $21,832,678 16,075,145 $1.36
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     There were no antidilutive options or nonvested shares outstanding as of June 30, 2007 or 2006.
10. Stockholders� Equity:
Cash Dividends Paid on Common Stock:
     On April 23, 2007, the Company�s Board of Directors authorized a special one-time cash dividend of $1.00 per
share with a record date of May 9, 2007. The cash dividends were paid on June 8, 2007 and totaled $16,069,694.
Share Repurchase Program:
     On April 23, 2007, the Company�s Board of Directors authorized a share repurchase program to buyback one
million of the Company�s outstanding shares of common stock on the open market. The timing and volume of share
purchases are dependent on several factors, including market conditions. During the three months ended June 30,
2007, the Company purchased 100,000 shares of its common stock at an average per share price of $51.90.

16

Edgar Filing: PORTFOLIO RECOVERY ASSOCIATES INC - Form 10-Q

27



PORTFOLIO RECOVERY ASSOCIATES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)
11. Commitments and Contingencies:
Employment Agreements:
     The Company has employment agreements with all of its executive officers and with several members of its senior
management group, most of which expire on December 31, 2008. Such agreements provide for base salary payments
as well as bonus entitlement, based on the attainment of specific personal and Company goals. Estimated future
compensation under these agreements is approximately $6,629,000 and is expected to be paid through December 31,
2008. The agreements also contain confidentiality and non-compete provisions.
Leases:
     The Company is party to various operating and capital leases with respect to its facilities and equipment. For
further discussion of these leases please refer to the Company�s audited consolidated financial statements and notes
thereto included in the Company�s Annual Report on Form 10-K, as filed for the year ended December 31, 2006.
Forward Flow Agreements:
     The Company is party to several forward flow agreements that allow for the purchase of defaulted consumer
receivables at pre-established prices. The maximum remaining amount to be purchased under forward flow
agreements at June 30, 2007 is approximately $76,200,000.
Litigation:
     The Company is from time to time subject to routine litigation incidental to its business. The Company believes
that the results of any pending legal proceedings will not have a material adverse effect on the financial condition,
results of operations or liquidity of the Company.
12. Recent Accounting Pronouncements:
     On September 15, 2006, the FASB issued SFAS No. 157, �Fair Value Measurements� (�SFAS 157�). SFAS 157
establishes a framework for measuring fair value and expands disclosures about fair value measurements. The changes
to current practice resulting from the application of SFAS 157 relate to the definition of fair value, the methods used
to measure fair value, and the expanded disclosures about fair value measurements. SFAS 157 is effective for fiscal
years beginning after November 15, 2007 and interim periods within those fiscal years. The Company is currently
evaluating the impact SFAS 157 will have on its consolidated financial statements.
     In February 2007, the FASB issued SFAS No. 159, �The Fair Value Option for Financial Assets and Financial
Liabilities� (�SFAS 159�). SFAS 159 is effective for fiscal years beginning after November 15, 2007. SFAS 159 allows
entities to choose, at specified election dates, to measure eligible financial assets and liabilities at fair value that are
not otherwise required to be measured at fair value. If a company elects the fair value option for an eligible item,
changes in that item�s fair value in subsequent reporting periods must be recognized in current earnings. SFAS 159
also establishes presentation and disclosure requirements designed to draw comparison between entities that elect
different measurement attributes for similar assets and liabilities. The Company is currently evaluating the impact
SFAS 159 will have on its consolidated financial statements.
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Item 2. Management�s Discussion and Analysis of Financial Condition and Results of Operations.
Cautionary Statements Pursuant to Safe Harbor Provisions of the Private Securities Litigation Reform Act of
1995:
     This report contains forward-looking statements within the meaning of the federal securities laws. These
forward-looking statements involve risks, uncertainties and assumptions that, if they never materialize or prove
incorrect, could cause our results to differ materially from those expressed or implied by such forward-looking
statements. All statements, other than statements of historical fact, are forward-looking statements, including
statements regarding overall trends, gross margin trends, operating cost trends, liquidity and capital needs and other
statements of expectations, beliefs, future plans and strategies, anticipated events or trends, and similar expressions
concerning matters that are not historical facts. The risks, uncertainties and assumptions referred to above may include
the following:
� our ability to purchase defaulted consumer receivables at appropriate prices;

� changes in the business practices of credit originators in terms of selling defaulted consumer receivables or
outsourcing defaulted consumer receivables to third-party contingent fee collection agencies;

� changes in government regulations that affect our ability to collect sufficient amounts on our acquired or
serviced receivables;

� changes in income tax laws or challenges by taxing authorities could have an adverse effect on our financial
condition and results of operations;

� changes in bankruptcy laws that could negatively affect our business;

� our ability to employ and retain qualified employees, especially collection and information technology
personnel;

� changes in the credit or capital markets, which affect our ability to borrow money or raise capital to purchase or
service defaulted consumer receivables;

� the degree and nature of our competition;

� our future ability to comply with the provisions of the Sarbanes-Oxley Act of 2002 and the rules and regulations
promulgated thereunder;

� our ability to successfully integrate IGS and Alatax/RDS businesses into our business operations;

� our ability to secure sufficient levels of placements for our fee-for-service businesses;

� the sufficiency of our funds generated from operations, existing cash and available borrowings to finance our
current operations; and

� the risk factors listed from time to time in our filings with the SEC.
     You should assume that the information appearing in this quarterly report is accurate only as of the date it was
issued. Our business, financial condition, results of operations and prospects may have changed since that date.
     For a discussion of the risks, uncertainties and assumptions that could affect our future events, developments or
results, you should carefully review the following �Management�s Discussion and Analysis of Financial Condition and
Results of Operations� as well as the discussion of �Business� and �Risk Factors� described in our Annual Report on Form
10-K, filed on March 1, 2007.
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     Our forward-looking statements could be wrong in light of these and other risks, uncertainties and assumptions.
The future events, developments or results described in this report could turn out to be materially different. We have
no obligation to publicly update or revise our forward-looking statements after the date of this report and you should
not expect us to do so.
     Investors should also be aware that while we do, from time to time, communicate with securities analysts and
others, we do not, by policy, selectively disclose to them any material nonpublic information or other confidential
commercial information. Accordingly, stockholders should not assume that we agree with any statement or report
issued by any analyst regardless of the content of the statement or report. We do not, by policy, confirm forecasts or
projections issued by others. Thus, to the extent that reports issued by securities analysts contain any projections,
forecasts or opinions, such reports are not our responsibility.
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Results of Operations
     The following table sets forth certain operating data as a percentage of total revenues for the periods indicated:

For the Three Months For the Six Months
Ended June 30, Ended June 30,

2007 2006 2007 2006
Revenues:
Income recognized on finance receivables, net 84.7% 87.5% 84.4% 87.2%
Commissions 15.3% 12.5% 15.6% 12.8%

Total revenues 100.0% 100.0% 100.0% 100.0%
Operating expenses:
Compensation and employee services 30.5% 31.0% 30.4% 31.1%
Outside legal and other fees and services 20.5% 21.1% 20.9% 20.5%
Communications 3.7% 2.8% 3.6% 3.2%
Rent and occupancy 1.3% 1.2% 1.3% 1.2%
Other operating expenses 2.7% 2.6% 2.6% 2.5%
Depreciation and amortization 2.5% 2.6% 2.4% 2.7%

Total operating expenses 61.2% 61.5% 61.2% 61.2%

Income from operations 38.8% 38.5% 38.8% 38.8%
Other income and (expense):
Interest income 0.2% 0.4% 0.3% 0.3%
Interest expense (0.6%) (0.2%) (0.4%) (0.3%)

Income before income taxes 38.4% 38.7% 38.7% 38.8%
Provision for income taxes 14.7% 14.7% 14.9% 14.9%

Net income 23.7% 24.0% 23.8% 23.9%

     We use the following terminology throughout our reports: �Cash Receipts� refers to all collections of cash, regardless
of the source. �Cash Collections� refers to collections on our owned portfolios only, exclusive of commission income
and sales of finance receivables. �Cash Sales of Finance Receivables� refers to the sales of our owned portfolios.
�Commissions� refers to fee income generated from our wholly-owned contingent fee and fee-for-service subsidiaries.
Three Months Ended June 30, 2007 Compared To Three Months Ended June 30, 2006
Revenues
     Total revenues were $54.8 million for the three months ended June 30, 2007, an increase of $8.6 million or 18.6%
compared to total revenues of $46.2 million for the three months ended June 30, 2006.
Income Recognized on Finance Receivables, net
     Income recognized on finance receivables, net was $46.4 million for the three months ended June 30, 2007, an
increase of $6.0 million or 14.9% compared to income recognized on finance receivables, net of $40.4 million for the
three months ended June 30, 2006. The majority of the increase was due to an increase in our cash collections on our
owned defaulted consumer receivables to $64.6 million from $59.4 million, an increase of 8.8%. Our amortization
rate, including the allowance charge, on our owned portfolio for the three months ended June 30, 2007 was 28.2%
while for the three months ended June 30, 2006 it was 32.0%. During the three months ended June 30, 2007, we
acquired defaulted consumer receivables portfolios with an aggregate face value amount of $2.54 billion at a cost of
$63.4 million. During the three months ended June 30, 2006, we acquired defaulted consumer receivable portfolios
with an aggregate face value of $1.66 billion at a cost of $27.9 million. In any period, we acquire defaulted consumer
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receivables that can vary dramatically in their age, type and ultimate collectibility. We may pay significantly different
purchase rates for purchased receivables within any period as a result of this quality fluctuation. In addition, market
forces can drive pricing rates up or down in any period, irrespective of other quality fluctuations. As a result, the
average purchase rate paid for any given period can fluctuate dramatically based on our particular buying activity in
that period. However, regardless of the average purchase price, we intend to target a similar internal rate of return in
pricing our portfolio acquisitions; therefore, the absolute rate paid is not necessarily relevant to estimated profitability
of a period�s buying.
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     Income recognized on finance receivables, net is shown net of valuation allowances recognized under SOP 03-3,
which requires that a valuation allowance be taken for decreases in expected cash flows or change in timing of cash
flows which would otherwise require a reduction in the stated yield on a pool of accounts. For the three months ended
June 30, 2007 and 2006, we recorded allowance charges of $90,000 and $200,000, respectively.
Commissions
     Commissions were $8.4 million for the three months ended June 30, 2007, an increase of $2.6 million or 44.8%
compared to commissions of $5.8 million for the three months ended June 30, 2006. Commissions grew as a result of
increases in revenue generated by our IGS fee-for-service business and RDS government processing and collection
business offset by a decrease in our ARM contingent fee business compared to the prior year period.
Operating Expenses
     Total operating expenses were $33.5 million for the three months ended June 30, 2007, an increase of $5.1 million
or 18.0% compared to total operating expenses of $28.4 million for the three months ended June 30, 2006. Total
operating expenses, including compensation and employee services expenses, were 45.9% of cash receipts for the
three months ended June 30, 2007 compared to 43.5% for the same period in 2006.
Compensation and Employee Services
     Compensation and employee services expenses were $16.7 million for the three months ended June 30, 2007, an
increase of $2.4 million or 16.8% compared to compensation and employee services expenses of $14.3 million for the
three months ended June 30, 2006. Compensation and employee services expenses increased as total employees grew
19.0% to 1,441 as of June 30, 2007 from 1,211 as of June 30, 2006. Compensation and employee services expenses as
a percentage of cash receipts increased to 22.9% for the three months ended June 30, 2007 from 22.0% of cash
receipts for the same period in 2006, mainly due to the addition of our Jackson, Tennessee office as well as a slight
decrease in collector productivity when compared to the prior year period.
Outside Legal and Other Fees and Services
     Outside legal and other fees and services expenses were $11.2 million for the three months ended June 30, 2007, an
increase of $1.5 million or 15.5% compared to outside legal and other fees and services expenses of $9.7 million for
the three months ended June 30, 2006. Of the $1.5 million increase, $0.9 million was attributable to increases in
agency fees mainly incurred by our IGS subsidiary and the remaining $0.6 million of the increase was attributable to
the increased cash collections resulting from the increased number of accounts referred to independent contingent fee
attorneys. This increase is consistent with the growth we experienced in our portfolio of defaulted consumer
receivables and a portfolio management strategy shift implemented in mid-2002. This strategy resulted in our
referring to the legal suit process more previously unsuccessfully liquidated accounts that have an identified means of
repayment but that are nearing their legal statute of limitations, than had been referred historically. Legal cash
collections represented 28.7% of total cash receipts for the three months ended June 30, 2007 compared to 29.2% for
the three months ended June 30, 2006. Legal cash collections represented 32.4% of total cash collections for the three
months ended June 30, 2007 compared to 32.1% for the three months ended June 30, 2006. Total legal expenses for
the three months ended June 30, 2007 were 36.6% of legal cash collections compared to 37.0% for the three months
ended June 30, 2006. Legal fees and costs increased from $7.1 million for the three months ended June 30, 2006 to
$7.6 million, an increase of 7.0%, for the three months ended June 30, 2007.
Communications
     Communications expenses were $2.0 million for the three months ended June 30, 2007, an increase of $0.7 million
or 53.8% compared to communications expenses of $1.3 million for the three months ended June 30, 2006. The
increase was attributable to growth in mailings and higher telephone expenses incurred to collect on a greater number
of defaulted consumer receivables owned and serviced as well as the addition of our new call center in Jackson,
Tennessee. Mailing expenses were responsible for 58.9% of this increase, while the remaining 41.1% was attributable
to higher telephone expenses.
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Rent and Occupancy
     Rent and occupancy expenses were $739,000 for the three months ended June 30, 2007, an increase of $179,000 or
32.0% compared to rent and occupancy expenses of $560,000 for the three months ended June 30, 2006. The increase
was primarily due to the addition of our new RDS facility, the addition of our new Norfolk, Virginia administrative
and executive facility as well as increased utility charges.
Other Operating Expenses
     Other operating expenses were $1,478,000 for the three months ended June 30, 2007, an increase of $273,000 or
22.7% compared to other operating expenses of $1,205,000 for the three months ended June 30, 2006. The increase
was due to increases in travel and meals, repairs and maintenance, taxes (non-income), fees and licenses and other
miscellaneous expenses, offset by decreases in hiring expense and insurance. Travel and meals expenses increased by
$128,000, repairs and maintenance expenses increased by $24,000, taxes (non-income), fees and licenses increased by
$64,000 and other miscellaneous expenses increased by $78,000. These were offset by hiring expenses which
decreased by $5,000 and insurance expenses which decreased by $16,000.
Depreciation and Amortization
     Depreciation and amortization expenses were $1.4 million for the three months ended June 30, 2007, an increase of
$0.2 million or 16.7% compared to depreciation and amortization expenses of $1.2 million for the three months ended
June 30, 2006. The increase is mainly due to capital purchases for the addition of our new RDS facility, our new call
center in Jackson, Tennessee, and our new administrative and executive facility in Norfolk, Virginia.
Interest Income
     Interest income was $121,000 for the three months ended June 30, 2007, a decrease of $50,000 compared to
interest income of $171,000 for the three months ended June 30, 2006. This decrease is the result of lower invested
cash and cash equivalents balances during the three months ended June 30, 2007 compared to the same period in
2006.
Interest Expense
     Interest expense was $339,000 for the three months ended June 30, 2007, an increase of $264,000 compared to
interest expense of $75,000 for the three months ended June 30, 2006. The increase is due to a higher average
outstanding balance on our revolving line of credit during the three months ended June 30, 2007 compared to the same
period in 2006.
Provision for Income Taxes
     Income tax expense was $8.1 million for the three months ended June 30, 2007, an increase of $1.3 million or
19.1% compared to income tax expense of $6.8 million for the three months ended June 30, 2006. The increase is
mainly due to a 17.3% increase in pre-tax income, up from $17.9 million in 2006, to $21.0 million in 2007 as well as
an increase in the effective tax rate to 38.3% for the three months ended June 30, 2007, as compared to 38.0% for the
three months ended June 30, 2006.
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Six Months Ended June 30, 2007 Compared To Six Months Ended June 30, 2006
Revenues
     Total revenues were $108.8 million for the six months ended June 30, 2007, an increase of $17.3 million or 18.9%
compared to total revenues of $91.5 million for the six months ended June 30, 2006.
Income Recognized on Finance Receivables, net
     Income recognized on finance receivables, net was $91.9 million for the six months ended June 30, 2007, an
increase of $12.1 million or 15.2% compared to income recognized on finance receivables, net of $79.8 million for the
six months ended June 30, 2006. The majority of the increase was due to an increase in our cash collections on our
owned defaulted consumer receivables to $131.9 million from $117.9 million, an increase of 11.9%. Our amortization
rate, including the allowance charge, on our owned portfolio for the six months ended June 30, 2007 was 30.4% while
for the six months ended June 30, 2006 it was 32.4%. During the six months ended June 30, 2007, we acquired
defaulted consumer receivables portfolios with an aggregate face value amount of $4.84 billion at a cost of
$103.0 million. During the six months ended June 30, 2006, we acquired defaulted consumer receivable portfolios
with an aggregate face value of $5.53 billion at a cost of $44.0 million. In any period, we acquire defaulted consumer
receivables that can vary dramatically in their age, type and ultimate collectibility. We may pay significantly different
purchase rates for purchased receivables within any period as a result of this quality fluctuation. In addition, market
forces can drive pricing rates up or down in any period, irrespective of other quality fluctuations. As a result, the
average purchase rate paid for any given period can fluctuate dramatically based on our particular buying activity in
that period. However, regardless of the average purchase price, we intend to target a similar internal rate of return in
pricing our portfolio acquisitions; therefore, the absolute rate paid is not necessarily relevant to estimated profitability
of a period�s buying.
     Income recognized on finance receivables, net is shown net of valuation allowances recognized under SOP 03-3,
which requires that a valuation allowance be taken for decreases in expected cash flows or change in timing of cash
flows which would otherwise require a reduction in the stated yield on a pool of accounts. For the six months ended
June 30, 2007, we recorded allowance charges of $700,000 and reversals of previously recorded allowance charges of
$245,000. For the six months ended June 30, 2006, we recorded allowance charges of $375,000.
Commissions
     Commissions were $16.9 million for the six months ended June 30, 2007, an increase of $5.1 million or 43.2%
compared to commissions of $11.8 million for the six months ended June 30, 2006. Commissions grew as a result of
increases in revenue generated by our IGS fee-for-service business and RDS government processing and collection
business offset by a decrease in our ARM contingent fee business compared to the prior year period.
Operating Expenses
     Total operating expenses were $66.6 million for the six months ended June 30, 2007, an increase of $10.6 million
or 18.9% compared to total operating expenses of $56.0 million for the six months ended June 30, 2006. Total
operating expenses, including compensation and employee services expenses, were 44.8% of cash receipts for the six
months ended June 30, 2007 compared to 43.2% for the same period in 2006.
Compensation and Employee Services
     Compensation and employee services expenses were $33.1 million for the six months ended June 30, 2007, an
increase of $4.7 million or 16.5% compared to compensation and employee services expenses of $28.4 million for the
six months ended June 30, 2006. Compensation and employee services expenses increased as total employees grew
19.0% to 1,441 as of June 30, 2007 from 1,211 as of June 30, 2006. Compensation and employee services expenses as
a percentage of cash receipts increased to 22.3% for the six months ended June 30, 2007 from 21.9% of cash receipts
for the same period in 2006, mainly due to the addition of our Jackson, Tennessee office.
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Outside Legal and Other Fees and Services
     Outside legal and other fees and services expenses were $22.7 million for the six months ended June 30, 2007, an
increase of $3.9 million or 20.7% compared to outside legal and other fees and services expenses of $18.8 million for
the six months ended June 30, 2006. Of the $3.9 million increase, $0.1 million was attributable to increases in outside
fees and services, $2.0 million was attributable to increases in agency fees mainly incurred by our IGS subsidiary and
the remaining $1.8 million of the increase was attributable to the increased cash collections resulting from the
increased number of accounts referred to independent contingent fee attorneys. This increase is consistent with the
growth we experienced in our portfolio of defaulted consumer receivables and a portfolio management strategy shift
implemented in mid-2002. This strategy resulted in our referring to the legal suit process more previously
unsuccessfully liquidated accounts that have an identified means of repayment but that are nearing their legal statute
of limitations, than had been referred historically. Legal cash collections represented 28.0% of total cash receipts for
the six months ended June 30, 2007 compared to 28.3% for the six months ended June 30, 2006. Legal cash
collections represented 31.7% of total cash collections for the six months ended June 30, 2007 compared to 31.1% for
the six months ended June 30, 2006. Total legal expenses for the six months ended June 30, 2007 were 36.4% of legal
cash collections compared to 36.6% for the six months ended June 30, 2006. Legal fees and costs increased from
$13.4 million for the six months ended June 30, 2006 to $15.2 million, an increase of 13.4%, for the six months ended
June 30, 2007.
Communications
     Communications expenses were $3.9 million for the six months ended June 30, 2007, an increase of $1.0 million or
34.5% compared to communications expenses of $2.9 million for the six months ended June 30, 2006. The increase
was attributable to growth in mailings and higher telephone expenses incurred to collect on a greater number of
defaulted consumer receivables owned and serviced as well as the addition of our new call center in Jackson,
Tennessee. Mailing expenses were responsible for 59.6% of this increase, while the remaining 40.4% was attributable
to higher telephone expenses.
Rent and Occupancy
     Rent and occupancy expenses were $1.4 million for the six months ended June 30, 2007, an increase of
$0.2 million or 18.2% compared to rent and occupancy expenses of $1.1 million for the six months ended June 30,
2006. The increase was primarily due to the addition of our new RDS facility, the addition of our new Norfolk,
Virginia administrative and executive facility as well as increased utility charges.
Other Operating Expenses
     Other operating expenses were $2,862,000 for the six months ended June 30, 2007, an increase of $581,000 or
25.5% compared to other operating expenses of $2,281,000 for the six months ended June 30, 2006. The increase was
due to increases in travel and meals, repairs and maintenance, taxes (non-income), fees and licenses and other
miscellaneous expenses, as well as decreases in hiring expense and insurance. Travel and meals expenses increased by
$266,000, repairs and maintenance expenses increased by $77,000, taxes (non-income), fees and licenses increased by
$132,000 and other miscellaneous expenses increased by $181,000. These were offset by hiring expenses which
decreased by $50,000 and insurance expenses which decreased by $25,000.
Depreciation and Amortization
     Depreciation and amortization expenses were $2.7 million for the six months ended June 30, 2007, an increase of
$0.2 million or 8.0% compared to depreciation and amortization expenses of $2.5 million for the six months ended
June 30, 2006. The increase is mainly due to capital purchases for the addition of our new RDS facility, our new call
center in Jackson, Tennessee, and our new administrative and executive facility in Norfolk, Virginia.
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Interest Income
     Interest income was $300,000 for the six months ended June 30, 2007, an increase of $56,000 compared to interest
income of $244,000 for the six months ended June 30, 2006. This increase is the result of larger invested cash and
cash equivalents balances during the six months ended June 30, 2007 compared to the same period in 2006.
Interest Expense
     Interest expense was $406,000 for the six months ended June 30, 2007, an increase of $163,000 compared to
interest expense of $243,000 for the six months ended June 30, 2006. The increase is due to a higher average
outstanding balance on our revolving line of credit during the six months ended June 30, 2007 compared to the same
period in 2006.
Provision for Income Taxes
     Income tax expense was $16.2 million for the six months ended June 30, 2007, an increase of $2.5 million or
18.2% compared to income tax expense of $13.7 million for the six months ended June 30, 2006. The increase is
mainly due to an 18.6% increase in pre-tax income, up from $35.5 million in 2006, to $42.1 million in 2007. The
effective tax rate was 38.5% for both the six month periods ended June 30, 2007 and 2006.
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Supplemental Performance Data
Owned Portfolio Performance:
     The following tables show certain data related to our owned portfolio. These tables describe the purchase price,
cash collections and related multiples. Further, these tables disclose our entire portfolio, the portfolio of purchased
bankrupt accounts only and our entire portfolio less the impact of our purchased bankrupt accounts. The accounts
represented in the purchased bankruptcy tables are those accounts that were bankrupt at the time of purchase. This
contrasts with accounts that file bankruptcy after we purchase them.
Entire Portfolio ($ in thousands)

Unamortized Percentage
Actual
Cash

Purchase
Price

of Purchase
Price Collections Estimated

Total
Estimated

Purchase Purchase Balance at
Remaining

Unamortized
Including

Cash Remaining
Total

Estimated
Collections

to

Period Price(1)
June 30,
2007 (2)

at June 30,
2007 (3) Sales

Collections
(4)

Collections
(5)

Purchase
Price (6)

1996 $3,080 $ 0
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