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All Needles, No Haystack

Mark Thomson says it’s “basic math” to focus on limiting downside when
trying to compound returns over time. His numbers certainly make the case.

P

ursuing the latest and greatest tends
not to occupy much of Mark Thomson’s time in overseeing C$23 billion
in equity investments for Toronto’s Beutel,
Goodman & Company. “We aren’t in the
business of buying dreams,” he says.
Thomson’s grounded approach has paid
big dividends for Beutel, Goodman investors. The Canadian-equity strategy he manages has over the past 15 years earned a net
annualized 10.0%, vs. 4.7% for the S&P/
TSX index. Over the same period the firm’s
U.S. strategy has outperformed the S&P
500 on average by 270 basis points per year.
More readily finding quality on sale in
the U.S., Thomson and U.S. co-portfolio
manager Rui Cardoso see opportunity today in such areas as credit cards, telecom,
software and industrial systems. See page 2
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Investment Focus: Seeks companies
with inherent competitive strengths and
clear – if inadequately recognized – paths
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Investor Insight: Mark Thomson
Seeing potential for “quiet victories” in such U.S. holdings as Verizon, American Express, Symantec
and Parker-Hannifin.
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Uncovering Value: Marathon
Its industry is not a value-investor
favorite, but does this oil refiner deserve an unbiased look? PAGE 17 »
Beutel, Goodman & Company
Mark Thomson [l], Rui Cardoso [r]
Investment Focus: Seek companies that
consistently generate free cash flow and
then reliably deploy it in ways that compound shareholder value over time.

“You make your profit in stocks between reality and perception,” says
Hodges Capital’s Eric Marshall, who has proven quite skilled at judging both.

Eric Marshall
Hodges Capital Management
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Finding varied sources of mispriced
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L

ightning struck when Eric Marshall
met Don Hodges as part of a twoday trip in college to meet Dallasbased money managers. While others went
on about yield curves and sector rotations,
Hodges spoke about serving clients by investing in great businesses run by high-integrity managers. “I knew right away that’s
where I wanted to work,” says Marshall.
Good call. He joined Hodges Capital
in 1997, became head of research in 1999,
and since its 2007 inception has co-managed the $2.2 billion (assets) Hodges Small
Cap Fund, which has earned a net annualized 11.8%, vs. 8.2% for the Russell 2000.
Casting a wide net, he and co-managers
Craig Hodges and Gary Bradshaw see upside today in such areas as railcars, cement,
See page 9
shoe retail and paper.
www.valueinvestorinsight.com
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A F R E S H L O O K : World Acceptance

As the Band Played On
Frustration, self-doubt and teachable lessons tend to accompany both successful and unsuccessful short positions. Here’s how I’ve so far managed my bet against predatory lender World Acceptance. By Whitney Tilson
Two years ago in these pages [VII, August 30, 2013] I recommended shorting
the stock of World Acceptance Corp., a
provider of unsecured consumer-installment loans. The shares at the time were
trading at $86.21 and now go for $36.55,
so it’s been a splendid short. But also not
an easy one.
First, some background: I first learned
about World Acceptance in May 2013
when I read an outstanding expose by
ProPublica, a nonprofit investigative journalism organization. The piece described
how World provided loans primarily to
desperate, financially unsophisticated
people with broken credit, charging usurious interest rates and trapping them
in a cycle of revolving, ever-deepening
debt. When borrowers fell behind on
the soaring monthly payments, the company hounded them in cruel and nefarious ways. The lending practices were so
predatory that anti-usury laws kept World
from operating in all but 13 U.S. states
(now 15) and Mexico. It reminded me of
the worst actors in the subprime mortgage
industry prior to 2008 – and we all know
how that ended. Even worse, at least the
mortgage lenders had collateral on their
loans – however overvalued – in the form
of houses, whereas World’s loans are completely unsecured.
All of these factors, however, didn’t
make World’s stock a good short. On
paper the company was one of the best
growth stories in the financial industry
over the previous decade, with low and
stable loan losses and superb returns on
equity and assets, even through the financial crisis. If nothing changed, the company would continue to grow and the shareprice would likely follow. Thus I needed
a catalyst, and the one I was counting on
was what I called then “the revenge of the
regulators.” My thinking was that regulators, embarrassed by how their negligence
contributed to the financial crisis, would
finally wake up and there would be major
August 31, 2015

steps taken to rein in abuses across the financial industry.
Until just a few months ago, however,
I was mostly wrong about regulatory action. The Consumer Financial Protection
Bureau [CFPB] did issue World a “Civil
Investigative Demand” in March 2014,
but after a brief hit to the stock price it
recovered to above $90 earlier this year as
the CFPB took no further public action.
It would have been easy at that point to
close out the position in frustration, but
I didn’t do so for two reasons. One, I was
convinced that my thesis remained fully
intact. Two, knowing it could take time

for regulators to act, I’d kept the short
position small as I waited for some more
clarity. As I said in the original interview:
“This is actually the type of short I see
playing out over a number of years, where
I’ll be adding to the position as the challenges to the company increase. There still
should be plenty of time to get in on the
short side.”
When the various bombs eventually
started dropping on the company, they
came quickly. In April, the CFPB proposed sweeping regulations for payday
and installment lenders, requiring additional consumer protection through

INVESTMENT SNAPSHOT

World Acceptance
(Nasdaq: WRLD)
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Share Information (@8/28/15):

Price
52-Week Range

Valuation Metrics (@8/28/15):

$36.55
$30.41 – $96.23

P/E (TTM)
Forward P/E (Est.)

WRLD
3.0
n/a

Russell 2000
83.4
18.9

ORIGINAL BOTTOM LINE – August 30, 2013
Whitney Tilson believes regulators are likely to rein in abuses across the financial
industry, in particular those by the most “predatory” firms like World Acceptance. As new
rules and regulations place restrictions on certain of the company’s common practices
and threaten its bottom line, “it’s likely to be very bad news for the stock,” he says.
NEW BOTTOM LINE

The company’s shares have fallen dramatically as regulators and lenders have tightened
the screws, but Whitney Tilson recently added to his short position in the stock based on
his belief that even an optimistic run-off scenario will leave little left over for shareholders.
Sources: Company reports, other publicly available information
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A F R E S H L O O K : World Acceptance

either affordability assessments or limits on rollovers and refinancings – all of
which would be a dagger into the heart of
World’s business.
In late June, World disclosed that its
banks had placed onerous new terms on
its revolving credit facility – upon which
the company is completely dependent –
including a reduction in available credit,
an increase in the interest rates charged,
severe limitations on share buybacks and
dividends, and language that defined a variety of regulatory actions and penalties
as “events of default” that would prompt
acceleration of the debt repayment, which
could quickly force World into bankruptcy. This news dropped the stock to around
$60, but at this point I had the clarity I
was looking for and doubled my short
position in early July to nearly 3% of my
portfolio.
The most recent blow came on August
10th, when World disclosed that it had received from the CFPB what is known as a
Notice and Opportunity to Respond and
Advise [NORA] letter, which essentially
advised the company that it was about

to be indicted for violating the Consumer
Financial Protection Act of 2010. At that
point the stock plunged to around its current level.
After standing pat with my position
because the cost to borrow the stock and

ON WORLD-TYPE SHORTS:
Size the initial position small,
just to keep an eye on it, and
then be prepared to pile in if
regulators finally act.
short more was too high, I’ve recently been
able to increase my World short position
to around 2% of my portfolio. I think the
odds of a zero have risen to at least 50/50,
with the next most likely scenario being a
run-off of the existing business with low
recovery for the equity.
I’ve made my share of mistakes on the
short side, but both the good and bad experiences usually provide valuable lessons,

and this case is no exception. I’ve learned
once again that sleazy companies can keep
doing sleazy things far longer than I could
ever imagine, in part because regulators –
even the rare well-intentioned ones like the
CFPB – can take far longer than I could
ever imagine to rein in even the most-obvious bad actors. I’ve also seen yet again
how bullish investors and Wall Street analysts will ignore terrible news and keep a
stock elevated far longer than it should be.
When the CFPB issued its new regulations
in April, one analyst put out a report casting it as a positive for World and putting a
$100 target on the stock. Whoops!
The implication of such lessons are
clear: if you think you’ve found a great
short in the mold of World, be patient.
Size the initial position small, just to keep
an eye on it, and then be prepared to pile
in if regulators finally act. There will usually be time to do so, as these stocks are
often like the Titanic: they suffer a blow
that some basic analysis will show is likely
to be mortal, yet things initially appear
normal, most people remain unaware, and
the band keeps playing. VII
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The Bad with the Good

Smart investing often hinges as much on knowing what to avoid than on
what to pursue – especially when the bulls appear to be running the show.

V

alue investors tend to be an agreeable lot, at least up to a point. As
Spencer Davidson, the long-time
CEO of General American Investors, puts it:
“An early mentor of mine used to always say
we were in the rejection business – that we’re
paid to be cynical and that a big part of success in investing is knowing how to say no.
I’m a big believer in that.”
With markets in recent months hitting a
series of new highs, we thought it an opportune time to ask seven top investors to get
in touch with their negative sides and describe generally what worries them in today’s
market and specifically what they’re betting
against. They’re finding risk in such diverse
areas as cell towers, specialty chemicals, consumer lending, medical diagnostics, electric
See page 2
utilities, apparel and donuts.

John Gillespie (l), Kevin O’Brien (r)

Investment Focus: Seek companies with
safety-ﬁrst balance sheets and relatively
predictable cash ﬂows, with leadership
that is uniquely adept at managing both.

Investor Insight: Risk Aware
Seven top investors describe what
they’re actively avoiding or actually
betting against in a market that has
been hitting new highs.
PAGE 1 »

Uncovering Value: City National
Examining the potential of a bank
that “actually has a sustainable
competitive advantage.” PAGE 22 »
Uncovering Value: SuperInvestors
Where the best investors in the business mined their portfolios for opportunity last quarter.
PAGE 23 »
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Sticking to what they know – and knowing it exceedingly well – has been a
simple but winning investment formula for John Gillespie and Kevin O’Brien.

Prospector Partners

FEATURES

Investor Insight: Prospector
Prospecting for less-obvious bargains and finding them today in
Symantec, Aspen Insurance, Infinity
P&C and OceanFirst.
PAGE 1 »

Bright Prospector
INVESTOR INSIGHT

Inside this Issue

H

aving set up his Prospector Partners investment firm in sleepy
Guilford, CT, John Gillespie has
never much worried about being out of
touch. “I’d rather we’re visiting companies
or talking to them by phone than swapping
stories with eight other buy-siders over
lunch,” he says.
Now managing $2.4 billion, Gillespie
and his independent streak have produced
excellent results for investors. His flagship
Prospector Partners hedge fund over 16
years has returned a net annualized 9.8%,
vs. 5.5% for the S&P 500.
With a circle of competence geared toward financials, Gillespie and co-manager
Kevin O’Brien see select upside in property
and casualty insurance, big and small banks
See page 14
and computer security.
www.valueinvestorinsight.com
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I N V E S T O R I N S I G H T : Uncovering Risk

Do you think the market is overvalued?
Whitney Tilson: If you’re talking about
big, high-quality companies like WalMart, Pfizer and General Electric, I
wouldn’t say they’re overvalued or undervalued. In general, though, I consider this
a complacent, picked-over market where
it’s hard to find things to get really excited
about on the long side. On the short side,
just about everywhere I look there are fantastic ideas. The problem is I thought the
same thing a year ago, which has made it
kind of brutal on the short side.
Can you generalize about where you’re
seeing the best short ideas?
WT: All-time-low interest rates have
caused investors to almost desperately
reach for yield, which has set a lot of
what I call dividend traps. One example in
my short portfolio is StoneMor Partners
[STON], which runs cemeteries and funeral homes. The company is chronically
cash-flow negative but has maintained a
10% dividend yield for years, funded primarily by issuing stock at 3x book value
to yield-hungry retail investors. It has elements of a pyramid scheme to it and can
go on for years, until it can’t. Were the
dividend to be cut, it wouldn’t be pretty
for the stock.
Is the presence of a catalyst like a dividend
cut essential in your shorts?

tion in macro catalysts in the U.S. There
are plenty of things that could roil the
markets – Congress failing to raise the
debt ceiling, the housing market slowing
down, rising interest rates – but I don’t
have high conviction around any of that.
That makes the company-specific catalysts
more important than ever.
Describe why installment lender World
Acceptance [WRLD] meets your criteria
for a promising short.
WT: World Acceptance operates around
1,200 offices in 13 U.S. states and Mexico,

through which it makes short-term, unsecured installment loans to mostly low-income and financially unsophisticated customers. The average loan has an original
term of one to two years and a principal
balance of $1,200 to $1,300. The interest
rates are high, often 40%-plus, so people
typically take these loans out only when
they have no alternative, say when the
brakes go out on their car or they’re hit
with a big medical bill.
I should stipulate upfront that the company has been one of the best growth stories in the financial industry over the last
decade. It has great returns on equity and

INVESTMENT SNAPSHOT

World Acceptance

Valuation Metrics

(Nasdaq: WRLD)

(@8/29/13):

Business: Provider of unsecured consumer
installment loans through more than 1,200
company-owned ofﬁces located in 13 U.S.
states as well as in Mexico.

P/E (TTM)
Forward P/E (Est.)
EV/EBITDA (TTM)

Share Information

Largest Institutional Owners

86.21

52-Week Range
Dividend Yield
Market Cap
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Prescott General Part
Columbia Wanger Asset Mgmt
Fidelity Mgmt & Research
Vanguard
Manufacturers Life Ins
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Revenue
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Net Profit Margin
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Price
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17.5%

% Owned
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Short Interest (as of 7/31/13):

Shares Short/Float

44.5%

WRLD PRICE HISTORY
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WT: One painful lesson on the short side
has been that mere absurd overvaluation is
not sufficient reason to be short. I have bet
against things like Lululemon or Michael
Kors or Salesforce.com, and even though
they were by any measure ridiculously
and unsustainably overvalued, they also
were riding hot streaks in revenue and/or
earnings and the stocks just kept going up.
Standing in front of a freight train holding up a sign saying “You’re overvalued”
doesn’t keep you from getting run over.
So I need to have conviction in all my
shorts about either a company-specific
catalyst or a macro catalyst. One issue
today is that I don’t have a lot of convicAugust 30, 2013
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THE BOTTOM LINE

Whitney Tilson believes regulators are likely to rein in abuses across the financial industry, in particular those by the most “predatory” firms like World Acceptance. As new rules
and regulations place restrictions on certain of the company’s common practices and
threaten its bottom line, “it’s likely to be very bad news for the stock,” he says.
Sources: Company reports, other publicly available information
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I N V E S T O R I N S I G H T : Uncovering Risk

assets, low and stable loan losses, didn’t
miss a beat during the financial crisis and
buys back a ton of stock. At first glance
you’re blown away by the financials – and
it’s only trading for 10-11x earnings.
So what’s not to like?
WT: Putting aside the reliance of the business model on charging high interest rates
that – due to limits set on these types of
loans – are effectively outlawed in 37
states, the really predatory elements of
this business come after the initial loan.
The company aggressively sells add-on
credit insurance that is extremely high
priced and generally unnecessary. It refinances three-quarters of its existing loans,
typically adding to the loan balance and
taking another round of fees and insurance charges. Even the way it allocates the
share of each loan payment to principal
and interest – using what’s called the Rule
of 78 – results in higher principal amounts
being rolled over upon re-financing.
Why hasn’t that all blown up in the form
of huge loan losses?
WT: The first answer is that a rolling loan
gathers no loss. My guess is that if World
Acceptance stopped making new loans
and tried to collect its existing loan book,
it would collect maybe 50 cents on the
dollar. But you won’t see that fully as long
as the loans keep getting rolled and minimum payments are being made.
The second answer is that if you read
ProPublica’s investigative report on the
company, it appears it stops at nothing to
harass and intimidate customers into paying. Loan applicants have to provide a list
of references, including relatives and their
employers – not exactly the people you
want to be called when a payment is late.
This is quite a well-known short. Why get
in front of the freight train now?
WT: I’m counting on what I’ll call the revenge of the regulators. Regulators in the
U.S. and elsewhere have a well-deserved
sense of embarrassment over how their
August 30, 2013

negligence contributed to the financial crisis. I think they’re finally waking up and
there are likely to be major steps to rein
in abuses across the financial industry in
particular.
I don’t believe there is going to be a
sudden directive or piece of legislation
that puts World Acceptance out of business overnight. My best analogy would be
what’s happened in the for-profit education industry. The Department of Education recognized a number of abuses that
resulted in students with worthless degrees
being saddled with incredible debts. What
it did was impose a series of rules and regulations that reined in the most outrageous
practices and destroyed a great deal of the
profitability of the business, particularly
for the most egregious abusers. For World
Acceptance, it could be new interest-rate
caps in the states in which it operates. It
could be restrictions on serial refinancing.
It could be better disclosure or restrictions
on the sale of add-on credit insurance.
As any of that makes its way to the bottom line, it’s likely to be very bad news for
the stock. This is actually the type of short
I see playing out over a number of years,
where I’ll be adding to the position as the
challenges to the company increase. There
still should be plenty of time to get in on
the short side.
Given how brutal the shorting environment can be, do you ever think about
just throwing in the towel and going long
only?
WT: I did that very seriously in October
2007 and went so far as to start going
through my short book to plan how I was
going to start covering each of the positions. I looked at things like Allied Capital at $30 and MBIA at $72 and couldn’t
bring myself to cover a single share of any
of them. I thought they were fantastic
shorts even though I’d been taking nothing but pain on them for years and I just
emotionally wanted to be out of that side
of the business.
It turns out that was a great time to be
short. Today I’d say I feel pretty much the
same way.
www.valueinvestorinsight.com
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Tucker Golden
Solas Capital
“Companies with less-than-pristine
balance sheets are priced as if low-cost
credit will remain abundantly available.”

Before we talk about shorting, what are
you just avoiding in today’s market?
Tucker Golden: One manifestation of the
complacency we see in the market is investors recognizing but then readily dismissing obvious risks. That’s resulted in
companies with less-than-pristine balance
sheets often being priced as if low-cost
credit will remain abundantly available.
Given the heightened risk we see of that
changing quickly, companies too reliant
on access to credit make us leery. If you
look at our top five long positions, net
cash on average is just over 35% of the
total market cap. Under almost any operating scenario these companies won’t need
to depend on the kindness of strangers or
of the credit markets.
Open-ended growth stories would appear
to have particularly captured the market’s
fancy. Is that a fertile area for shorts?
TG: In anything we’re short we want to
understand the business and the range of
potential outcomes. For us that’s usually
too difficult for the more open-ended stories. For example, I may think the valuation of Tesla [TSLA] makes zero sense,
but the bull case is just too hard for us to
completely disprove or to model. In addition, given the opportunity for short-term
traders to squeeze shorts, we try to avoid
anything like this with significant short inValue Investor Insight 5

World Acceptance: A Battleground Stock I'm
Short
Sep. 13, 2013 9:38 AM ET | 30 comments | About: World Acceptance Corporation (WRLD)
http://seekingalpha.com/article/1690342-world-acceptance-a-battleground-stock-im-short

Whitney Tilson
Following ▾ (3,982 followers)
I'm going to stick my neck out and share my view on a battleground stock that is among my
largest short positions: World Acceptance Corp. (NASDAQ:WRLD).
World Acceptance is an installment lender that makes small, unsecured loans to subprime
borrowers via 1,210 offices in 13 states and Mexico. It has highly attractive financial
characteristics and has grown strongly for many years, leading to exceptional stock performance.
Keep in mind, however, that these statements also characterized subprime mortgage lenders like
Countrywide up to the peak of the housing bubble -- just before it collapsed. Like them, I believe
that World Acceptance is a truly predatory company, victimizing and exploiting its customers
with usurious interest rates, outrageous fees and overpriced, unnecessary credit insurance. This
business is so shady and exploitative that it is effectively outlawed in all but the 13 states World
Acceptance operates in.
I became aware of the company by reading an expose published by ProPublica, which has won
two Pulitzer Prizes for its investigative journalism. Its series of articles on World Acceptance is
an extraordinary piece of work that lays out in detail the many ways in which the company
deceives and defrauds its customers. Here are the highlights (lowlights) from the series:

Repeat Refinancing of Delinquent Borrowers
• In every World office, employees say, there were loan files that had grown inches thick after
dozens of renewals. "That's (World's) favorite phrase: 'pay and renew, pay and renew, pay and
renew,'" Simmons said. "It was drilled into us." It's a tempting offer: Instead of just scrambling
for the money to make that month's payment, the borrower gets some money back. And the
renewal pushes the loan's next due date 30 days into the future, buying time."
• "For Sutton, making her monthly payments was always a struggle. She remembered that when
she called World to let them know she was going to be late with a payment, they insisted that she
come in and renew the loan instead."

• World's credit quality is a fiction, a substantial number of customers can't repay and are
repeatedly refinanced. "At World, a normal month begins with about 30 percent of customers late
on their payments, former employees recalled."

Comments on Deceptive Sales of Credit Insurance
• "Former World employees say they were instructed not to tell customers the insurance is
voluntary."
• "World can legally understate the true cost of credit because of loopholes in federal law that
allow lenders to package nearly useless insurance products with their loans and omit their cost
when calculating the annual rate."
• "As part of her loan, Sutton purchased credit life insurance, credit disability insurance,
automobile insurance and non-recording insurance. She, like other borrowers ProPublica
interviewed, cannot tell you what any of them are for: 'They talk so fast when you get that loan.
They go right through it, real gibberish.'"
• "'Every new person who came in, we always hit and maximized with the insurance,' said
Matthew Thacker, who worked as an assistant manager at a World branch in Tifton, Ga., from
2006 to 2007. 'That was money that went back to the company.'"
• "When insurance products are optional - meaning the borrower can deny coverage but still get
the loan - borrowers must sign a form saying they understand that. 'We were told not to point that
out,' said Thacker, the former Tifton, Ga., assistant manager."
• "'You were supposed to tell the customer you could not do the loan without them purchasing all
of the insurance products, and you never said 'purchase,''' Buys recalled. 'You said they are
'included with the loan' and focused on how wonderful they are.'"
• A regional supervisor threatened to discipline a sales person for advising customers that the
insurance was voluntary.
• World's systems don't let a customer decline the optional insurance: "But World soon made it
harder to remove the insurance premiums,' Buys said. She couldn't remove them herself but
instead had to submit a form, along with a letter from the customer, to World's central office.
That office, she said, sometimes required borrowers to purchase the insurance in order to get the
loans."

Threatening Customers in Violation of FTC Rules
• "If the phone calls don't work, the next step is to visit the customer at home, 'chasing,' in the
company lingo. 'If somebody hung up on us, we would go chase their house,' said Kristin from
Texas. The experience can be intimidating for customers, especially when coupled with threats to
seize their possessions, but the former employees said they dreaded it, too. 'That was the scariest
part,' recalled Thacker, a former Marine, who as part of his job at World often found himself
driving, in the evening, deep into the Georgia countryside to knock on a borrower's door."

• "Visits to the borrower's workplace are also common. The visits and calls at work often
continue even after borrowers ask the company to stop, according to complaints from World
customers to the Federal Trade Commission. Some borrowers complained the company's
harassment risked getting them fired."
• World also threatened to collect personal possessions pledged as collateral even though the FTC
bars pledging "household goods" such as a TV and furniture.

The Consumer Financial Protection Bureau was established precisely to combat practices like
World's. As the ProPublica article notes:
The Consumer Financial Protection Bureau ... has the power to sue non-bank lenders for violating
federal laws. It could also make larger installment lenders subject to regular examinations, but it
hasn't yet done so. Installment companies have supported Republican efforts to weaken the
agency, echoing concerns raised by the lending industry as a whole.

Will the CFPB act to rein in World and its ilk? I think it's likely, as it's already acting against
payday lenders, which utilize similar techniques to victimize consumers. In April, the CFPB
released a report entitled Payday Loans & Deposit Advance Products, which the Wall Street
Journal covered in an article entitled, U.S. Regulators to Warn Against Payday-Style Loans:
Federal regulators are preparing to crack down on short-term payday loans and similar products
offered by banks after concluding they trap consumers into taking on debt that they can't repay.
The Office of the Comptroller of the Currency and Federal Deposit Insurance Corp., in an effort
to prevent so-called direct deposit advance loans, plan to warn banks against offering such
products and erect hurdles for those that continue doing so, said people familiar with the matter.
The regulators plan to issue guidance mandating that banks evaluate consumers' ability to repay
such loans and limit how often they can make repeated loans to the same customer.
Meanwhile, the Consumer Financial Protection Bureau said it also intends to throw up roadblocks
to payday loans, suggesting it could limit the number of consecutive loans to discourage
consumers from taking on too much debt.
The CFPB, in a report to be released Wednesday, said it expects to use its authority to provide
consumer protections to loans issued by nonbank lenders.
Dennis Shaul, chief executive of the Community Financial Services Association of America,
which represents payday lenders, said his industry would "work with the CFPB to ensure payday
loans are a safe, reliable option for the millions of consumers who need access" to short-term
loans.
The crackdown comes amid criticism of short-term loans that are intended to help consumers
through a financial rough patch but can quickly trap them in a cycle of debt, in which they need to
take out subsequent loans to pay debts they have already incurred.

In late July the company finally issued its 10K, which was delayed, and dropped these bombs
(which are most definitely not boilerplate):

Management's assessment of the Company's internal control over financial reporting identified a
material weakness related to the documentation of the establishment and assumptions underlying
the adequacy of the allowance for loan losses and the documentation of management's assessment
of renewals that may be considered loan modifications as of March 31, 2013…
…The material weakness resulted from the aggregation of the following deficiencies:
• The Company did not have a documented policy that addressed the establishment of the
allowance for loan losses, including the assumptions underlying the allowance for loan losses and
how management would review and conclude on the appropriateness of the allowance for loan
losses; and,
• The Company did not have a control to assess whether the accounting treatment of renewals
was in accordance with U.S. generally accepted accounting principles and what impact, if any,
renewals would have on the estimate of the allowance for loan losses

So I guess it shouldn't be surprising that the company released the news this week that its CFO,
Kelly Malson, "retired" (at the age of 43???), which was obviously very sudden given that the
company hasn't even begun a search for a new CFO. (In an unrelated note: Malson is Chair of
the audit committee at CONN, another highly questionable company.)
What's the proper price for the stock of a highly levered financial company doing unsecured
lending to subprime customers, which admits to material weaknesses in calculating loan losses
and determining if a loan has been modified, that suddenly and unexpectedly lost its CFO, facing
potentially crippling regulatory action? I'd argue that 1x book value would be generous,
especially in light of questionable loss reserves. Yet World's shares trade at nearly 3x book
value, so I think the stock has at least 67% downside -- and I wouldn't rule out a zero. Simply
put, this business should not exist.

