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Low interest rates fuel spiralling credit card debt
Credit card debt in the UK hit a record £67.3bn in Q1 2017 surpassing pre-2008 levels. The increase in
credit card debt has been mainly attributed to a greater range of interest free offers enticing
consumers to borrow without the need to repay as quickly.

While the Bank of England is currently holding interest rates at 0.25% it is anticipated that the rate
could increase to as high as 3% by 2018. A rise in interest rates along with an anticipated increase in
inflation is likely to mean an increased strain on the consumer's finances and their ability to meet their
obligations.
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Outstanding UK Credit Card Debt (£bn)Continued consolidation in the enforcement market
The enforcement market and the companies within it have
been attracting significant interest from all manner of
acquirers including UK based trade, overseas parties and UK
private equity. This has resulted from the changes to fee
income and the standardisation of fees following TCE (Part 3)
which has driven efficiency and profits in the sector.

There are a number of deals in progress already with some
expected to conclude in Q3 this year. Marston itself has
acquired five companies in the last 18 months and is now
diversifying away from enforcement only businesses, with
ambitions to become one of the leading outsourcing
company's to the public sector.
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The above chart shows Orbis’ analysis of the largest debt purchase and debt collection companies over the last nine years by
revenue and profitability. The 2017 estimate has been calculated using Q1 published figures where available. Cabot Financial
Limited has driven growth in the industry with their Q1 2017 EBITDA up 18% on the same period in 2016. This is driven by a focus
on non-paying portfolios in the UK which has improved their margins significantly.

Financial Performance Of The UK’s Largest Debt Collection Companies 
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The debt purchase sub-sector saw reasonable growth in H1 2017, with 13%
of the total number of completed deals falling within this category.

Debt purchase has been a significant part of the industry for some time
having returned to growth following the recession several years ago with
both volumes purchased and prices paid increasing beyond pre-crisis levels
in the past few years. As certain international markets have begun to
mature several leading players have looked to other areas to obtain
growth. This includes expansion through other European markets as well as
delving into new asset classes such as utility and telecom debts.

The debt recovery sub-sector showed slight growth in H1 2017 with 25% of
completed transactions falling in this space. An increase in consumer
borrowing has only benefitted debt recovery businesses and is a key reason
for growth in the industry. Furthermore, in the financial sector, many banks
are using agencies not only to improve the recovery process but to also
meet stricter capital ratio requirements.
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M&A activity for 2017 Q1 has been above the levels seen in previous years and up 12.5% for the same period last year. Orbis
expect deal volumes to remain at current levels throughout the rest of the year leading up to a nine year high in M&A in the
industry driven by consolidation in the enforcement market.

Debt Collection Deal Volumes
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Orbis is a mid-market corporate finance boutique advising on
a wide range of M&A transactions covering the business
services sector in addition to technology, media and telecoms;
industrials; food and consumer; and healthcare. Orbis also has
an active investment portfolio held through its investment
vehicle Intrinsic Equity.

If you are considering your strategic options for enhancing the
value of your business or your client’s business, please contact
either Gary or Steve.
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The most notable transaction in the market is the acquisition of 1st Credit by Intrum Justitia for
£130m in February 2017. This acquisition marks the first deal for Intrum in the UK market which is
one of the largest markets within developed Europe.

1st Credit is a debt purchaser and collection agency with a turnover of £32.3m in 2016 and an EBITDA
of £14.8m giving an EV/EBITDA value of 8.78x.

Intrum Justitia, which is listed on the Stockholm Nasdaq, has more than 19 offices across Europe and
an international network covering 160 additional countries. In November it announced plans to
merge with fellow credit management business Lindorff, creating an industry-leading credit
management services business with around 8,000 employees.
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CCS is a leading Debt Collection
Agency. Established in 1975, CCS
specialises in consumer and
commercial debt collection, and is
trusted to act on behalf of a wide
range of public and private sector
clients including Central & Local
Government, Banking & Finance,
Utilities, Mail Order and
Telecoms.

CCS was sold to the management
team in a vendor led MBO.
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Debt Collection M&A Activity In H1 2017
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2017 Selected Debt Collection Transactions

South African listed financial services group, Transaction
Capital, entered the Australian debt recovery market in H1
2017 through the acquisition of Recoveries Corporation Group
for £26m. The acquisition provides Transaction Capital with a
strong entry point into the Australian market as well as the
opportunity to expand geographically into a developed, English
speaking economy.

Arrow Global Group, one of Europe’s leading purchasers and
managers of debt, marked their entry into the Italian
structured finance market through the acquisition of Zenith
Service SpA for £14.4m. With Italy being one of Europe's
fastest growing potential markets for debt recovery, the deal
will help further strengthen Arrow’s presence on the continent
by increasing the scale of their operations.

In light of the noted desire from several clients for more mid-
size alternatives to the very large outsourcers, Marston
completed the acquisition of an enforcement company and
outsourced service provider NSL. Although the two businesses
will continue to operate as separate entities, Marston will
provide continued investment and support.
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https://marstongroup.co.uk/
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