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Explanatory Note
 

This Amendment No. 1 (this “Amendment No. 1”) amends and supplements the Tender Offer Statement on Schedule TO filed with the Securities
and Exchange Commission (“SEC”) on November 12, 2009, relating to an offer by Consumer Portfolio Services, Inc (the “Company”) to eligible employees
to exchange certain outstanding options to purchase shares of the Company’s common stock, no par value, granted under the Company’s 2006 Long-Term
Equity Incentive Plan, or its 1997 Long-Term Equity Incentive Plan, prior to November 10, 2009.
 

Pursuant to Rule 12b-15 under the Securities Exchange Act of 1934, as amended, this Amendment No. 1 amends and restates only the items and
exhibits to the Schedule TO that are being amended and restated, and unaffected items and exhibits are not included herein.
 

 

 

 
 

 



 

INTRODUCTION
 

This Tender Offer Statement on Schedule TO, as amended, relates to the offer (the “Exchange Offer”) by Consumer Portfolio Services, Inc. to
eligible employees (including our executive officers but not our non-employee directors) (“Eligible Optionholders”) the opportunity to exchange outstanding
options to purchase shares of our common stock, no par value, granted under our 2006 Long-Term Equity Incentive Plan (“2006 Stock Plan”), or our 1997
Long-Term Equity Incentive Plan (“Prior Plan”), prior to November 12, 2009, the date on which this Exchange Offer commences, that have an exercise price
of at least $2.50 per share (“Eligible Options”), in exchange for new options under the 2006 Stock Plan to purchase shares of our Common Stock, with
reduced exercise prices and modified vesting schedules as further described in this statement (“New Options”).
 

The alphabetical subsections used in the Item responses below correspond to the alphabetical subsections of the applicable items of Regulation M-A
promulgated under the Federal securities laws.
 
Item 1.    SUMMARY TERM SHEET
 

The information under the heading “Summary Term Sheet” in the Amended Offer to Exchange Certain Outstanding Stock Options for New Stock
Options, dated November 27, 2009, as amended, attached hereto as Exhibit (a)(1)(A) (the “Offer to Exchange”), is incorporated herein by reference.
 
Item 2.    SUBJECT COMPANY INFORMATION
 

(a) The name of the subject company and issuer is Consumer Portfolio Services, Inc., a California corporation (the “Company”).  The
address of the Company’s principal executive offices is 19500 Jamboree Road, Irvine, California 92612, and its telephone number is (949) 753-6800.
 

(b) The securities that are the subject of this Schedule TO are outstanding stock options for the purchase of shares of our common stock
granted under our 2006 Stock Plan or our Prior Plan prior to November 12, 2009, the date on which this Exchange Offer commenced, whether vested or
unvested, with an exercise price of at least $2.50 per share of common stock.  The actual number of shares of common stock subject to options to be
exchanged in the Offer to Exchange will depend on the number of shares of common stock subject to Eligible Options tendered by eligible employees and
accepted for exchange.  The Company is making the offer upon the terms and subject to the conditions set forth in the Offer to Exchange and in the related
accompanying Election Form, attached hereto as Exhibit (a)(1)(C).  As of November 12, 2009, there were approximately 54 Eligible Optionholders holding
Eligible Options to purchase up to 3,960,316 shares of our common stock
 

The information set forth in the Offer to Exchange under “Summary Term Sheet,” “Risk Factors,” “The Exchange Offer—Eligible Options; Eligible
Optionholders; Expiration Date of This Exchange Offer,” “The Exchange Offer—Acceptance of Eligible Options for Exchange; Issuance of New Options,”
and “The Exchange Offer—Source and Amount of Consideration; Terms of New Options” is incorporated herein by reference.
 
 

 



 
Item 4.                 TERMS OF THE TRANSACTION
 
(a)           The information set forth in the Offer to Exchange under “Summary Term Sheet” and the sections under “The Exchange Offer” titled “Eligible
Options; Eligible Optionholders; Expiration Date of This Exchange Offer,” “Procedures for Tendering Eligible Options,” “Withdrawal Rights,” “Acceptance
of Eligible Options for Exchange; Issuance of New Options,” “Conditions of this Exchange Offer,” “Information Concerning Us; Financial Information,”
“Acceptance of Eligible Options for Exchange; Issuance of New Options,” and “Extension of Exchange Offer; Termination; Amendment” is incorporated
herein by reference.
 

(b) The Company’s executive officers (but excluding its non-employee directors) will be eligible to participate in the Offer to Exchange
on the same terms and conditions as the Company’s employees. The information set forth in the Offer to Exchange under “The Exchange Offer—Procedures
for Tendering Eligible Options” and “The Exchange Offer—Interests of Directors and Executive Officers; Transactions and Arrangements Concerning Our
Options” is incorporated herein by reference.
 
Item 7.                 SOURCE AND AMOUNT OF FUNDS OR OTHER CONSIDERATION
 

(a)           The information set forth in the Offer to Exchange under “The Exchange Offer—Source and Amount of Consideration; Terms of
New Options” and “The Exchange Offer—Fees and Expenses” is incorporated herein by reference.
 

(b)           The information set forth in the Offer to Exchange under “The Exchange Offer—Conditions of The Exchange Offer” is
incorporated herein by reference.
 
(d)           Not applicable.
 
Item 10.               FINANCIAL STATEMENTS
 
(a)           The financial information set forth in the Offer to Exchange under “The Exchange Offer—Information Concerning Us; Financial Information” and
referenced in “This Exchange Offer—Additional Information” is incorporated herein by reference. The Company’s Annual Report on Form 10-K and the
Quarterly Reports on Form 10-Q can also be accessed electronically on the Securities and Exchange Commission’s website at http://www.sec.gov.
 
(b)           Not applicable.
 
Item 12.               EXHIBITS
 

The following are filed as exhibits to this Schedule TO:
 

(a)           (1)(A)(1) Form of Transmittal Letter to Eligible Optionholders.*
 

(1)(A)(2) Form of Supplemental Transmittal Letter to Eligible Optionholders.
 

(1)(B)      Amended Offer to Exchange Certain Outstanding Stock Options for New Stock Options, dated November 27, 2009.
 

 



 
(1)(C)           Election Form.

 
(1)(D)           Notice of Withdrawal.

 
(c) Not applicable.

 
(d)           (1) 2006 Long-Term Equity Incentive Plan, as amended. (incorporated herein by reference to Exhibit A to Proxy Statement

included in Schedule 14A filed by the reporting person with the U.S. Securities and Exchange Commission on June 24, 2009).
 

(2) 2006 Long-Term Equity Incentive Plan – Form of Stock Option Agreement (Incentive Stock Option)*.
 

(3) 2006 Long-Term Equity Incentive Plan – Form of Stock Option Agreement (Nonqualified Stock Option)*.
 

(g)           Not applicable.
 

(h)           Not applicable.
 
*Previously filed.
 

 
 

 



 

SIGNATURE

After due inquiry and to the best of my knowledge and belief, I certify that the information set forth in this Amendment No. 1 to Schedule TO is true,
complete and correct.
 
 CONSUMER PORTFOLIO SERVICES, INC.CORPORATION
   
   
 By: /s/ CHARLES E. BRADLEY, JR. 
 Name: Charles E. Bradley, Jr.
 Title: President and Chief Executive Officer
   
Date:           November 25, 2009   
   



Exhibit (a)(1)(A)(1)
Consumer Portfolio Services, Inc.

19500 Jamboree Road
Irvine, California 92612

November 27, 2009

To: [Employee Name]

Subject: Offer to Exchange Certain Outstanding Stock Options for New Stock Options

This letter is with reference to our one-time offer to you, as a holder of eligible outstanding stock options with exercise prices of at least $2.50
(“Eligible Options”), to exchange your Eligible Options (“Exchange Offer”) for new options with a reduced exercise price and a modified vesting schedule
(“New Options”).
 

We are revising the document entitled “Offer to Exchange Certain Outstanding Stock Options For New Stock Options” (the “Exchange Offer
Document”) that we previously furnished to you : (i) to reflect a change in the expiration time of the Exchange Offer to 9:00 pm Pacific time (midnight
Eastern time) on December 10, 2009; and (ii) to add summary financial information of our Company, including financial information as of the end of our
most recent quarterly period.
 

Accompanying this letter is important information about the Exchange Offer, as revised, including:
 

·  The revised Exchange Offer Document, describing in detail the terms and conditions of the Exchange Offer, including the new expiration
time of 9:00 pm Pacific time on December 10, 2009;

 
·  A revised personalized election form, including the new expiration 9:00 pm Pacific time on December 10, 2009, and listing your Eligible

Options; and
 

·  A revised personalized withdrawal notice, including the new expiration 9:00 pm Pacific time on December 10, 2009, and listing your
Eligible Options.

 
Except for the new expiration date, the attached election form and withdrawal forms are identical to the forms we previously sent you.  Therefore,

you may use either the old forms or the new forms to tender your Eligible Options or withdraw previously tendered Eligible Options, as applicable. However,
if you opt to use the old forms, please be aware of the new expiration 9:00 pm Pacific time on December 10, 2009.
 

We are making the Exchange Offer on the terms and subject to the conditions described in the accompanying revised Exchange Offer Document and
new election form and new withdrawal form.  If you choose to accept the Exchange Offer, the exercise price  per share of your Eligible Options will be
reduced to the greater of $1.50, or the closing sale price of our common stock as reported on The Nasdaq Global Market on the date the Exchange Offer
expires, and your options
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will be subject to a modified vesting schedule, as described in the revised Exchange Offer Document.
 
How to participate:
 

Whether or not to accept the Exchange Offer is entirely voluntary on your part.  If you prefer not to participate, you do not need to take any
action.  You will simply keep your outstanding Eligible Options with their current terms.  If you decide to participate, please read the Exchange Offer
Document carefully for details on how to properly complete and tender an election form (and, if necessary, a withdrawal form), including, but not limited to,
the discussion under “Proper Tender of Eligible Options,” and “Determination of Validity; Rejection of Eligible Options; Waiver of Defects; No Obligation to
Give Notice of Defects.”
 
Deadline:
 

IF YOU CHOOSE TO ACCEPT THE EXCHANGE OFFER, YOUR PROPERLY COMPLETED AND SIGNED ELECTION FORM
MUST BE RECEIVED BY US BY 9:00 P.M. PACIFIC TIME ON THURSDAY, DECEMBER 10, 2009, UNLESS THIS DEADLINE IS
EXTENDED.  If the deadline is extended, we will notify you of the extension and the new deadline.  The expiration deadline will be strictly enforced, and no
election or withdrawal form will be accepted unless it is properly completed, signed and received by us before the deadline.
 

You should read the enclosed information, and are encouraged to consult your own outside tax, financial, and legal advisors as you deem
appropriate before you make any decision whether to participate in the Exchange Offer.  Participation involves risks that are discussed in the “Risk
Factors” section of the Exchange Offer Document, as revised.  No one from our company is, or will be, authorized to provide you with advice,
recommendations or additional information in this regard.
 

You should direct questions about the Exchange Offer or requests for assistance (including requests for additional copies any documents relating to
the Exchange Offer) in writing addressed to: Attention: Corporate Secretary, Consumer Portfolio Services, Inc., 19500 Jamboree Road, Irvine, California
92612, or via email to optionoffer@consumerportfolio.com.
 
 Regards,
  
  
 Charles E. Bradley, Jr.
 President and Chief Executive Officer



CONSUMER PORTFOLIO SERVICES, INC.
 

AMENDED OFFER TO EXCHANGE CERTAIN OUTSTANDING STOCK OPTIONS
 

FOR NEW STOCK OPTIONS
 

November 27, 2009
 
This Offer to Exchange Certain Outstanding Stock Options for New Stock Options (the “Exchange Offer”) and your withdrawal rights will expire at

9:00 p.m. Pacific Time
 

on December 10, 2009, unless extended (the “Expiration Date”).
 

Consumer Portfolio Services, Inc., a California corporation (the “Company,” “CPS,” “we,” “us,” or “our”) is offering our employees (including our
executive officers but not our non-employee directors) (“Eligible Optionholders”) the opportunity to exchange (the “Exchange Offer”) outstanding options
to purchase shares of our common stock, no par value, granted under our equity incentive plans prior to November 12, 2009, the date on which this Exchange
Offer commenced, that have an exercise price of at least $2.50 per share (“Eligible Options”).  In connection with the Exchange Offer:
 

·  Each Eligible Option that is tendered will be exchanged, on a one-for-one basis, for the grant of a new option to purchase shares of our
common stock, with a reduced exercise price and a modified vesting schedule as further described in this statement (“New Options”).

 
·  Each New Option will be issued under our 2006 Long-Term Equity Incentive Plan (“2006 Stock Plan”), and will have an exercise price per

share of common stock equal to the greater of $1.50, or the last reported sale price per share of our common stock on The Nasdaq Global
Market on December 10, 2009, the Expiration Date.

 
·  Each New Option will have a term that is equal to the remaining term of the Eligible Option.

 
·  Each New Option will be subject to vesting in a manner that bars any exercise for six months after the new grant, and thereafter becomes

exercisable on the same schedule as was applicable to the tendered Eligible Option.
 

Eligible Options were issued under either our 2006 Stock Plan or under its predecessor, our 1997 Long-Term Equity Incentive Plan (“Prior Plan”).
 

A critical factor in successfully achieving our business objectives and creating long-term value for our shareholders is the ability to provide long-
term equity compensation to our key employees. Participation in our equity incentive plans rewards those employees for the Company’s success by giving
them an opportunity to participate in our growth, thereby aligning their interests with those of our shareholders. Although all of our employees are eligible for
equity compensation under our 2006 Stock Plan, we have generally limited participation in the 2006 Stock Plan to management employees, whose
performance is likely to have an effect on our
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financial results. Our direct competitors and our peer companies rely on equity compensation to attract and retain top talent in our industry and to remain
competitive. We believe that if we should fail to offer competitive levels of equity compensation in attracting and retaining important management employees
we would put ourselves at a competitive disadvantage, which may have an adverse effect on our business.
 

Like other companies in the financial services sector, and business services generally, our stock price has fallen significantly over the past 12 to 24
months.  This has caused in excess of 99% of the outstanding stock option awards issued prior to this year to be out-of-the-money, or underwater, meaning the
exercise or purchase price of the option is greater than the current market price of our common stock. As a result, these options fail to provide adequate
performance and retention incentives to our employees and do not achieve our goal of aligning employees’ interests with those of our shareholders.
 

This Exchange Offer is intended to address this situation by providing our employees with an opportunity to exchange Eligible Options for New
Options granted under the 2006 Stock Plan. By exchanging such options, we believe that we will more cost-effectively provide retention and performance
incentives to our key contributors than we would by simply issuing incremental equity or paying additional cash compensation.
 

Eligible Optionholders who elect to participate in this Exchange Offer will receive one New Option under the 2006 Stock Plan for every Eligible
Option surrendered for cancellation and exchange pursuant to this Exchange Offer. If you elect to participate in Exchange Offer, you must surrender an entire
Eligible Option that corresponds to a particular exercise price, and you will not be permitted to surrender only a portion of such outstanding Eligible Option.
Eligible Optionholders who hold more than one Eligible Option corresponding to different exercise prices will not be required to surrender every Eligible
Option he or she holds but may make a participation decision on an Eligible Option-by-Eligible Option basis.  We intend to grant New Options to Eligible
Optionholders on the same day we cancel the Eligible Options that are exchanged pursuant to this Exchange Offer (the “New Option Grant Date”), which we
expect to be December 10, 2009, the Expiration Date.
 

This Exchange Offer is not conditioned on a minimum number of Eligible Options being submitted for exchange or a minimum number of Eligible
Optionholders participating. Eligible Optionholders who opt not to participate in this Exchange Offer will continue to hold their Eligible Options on the same
terms and conditions and pursuant to the stock option agreements under which they were originally granted.
 

Shares of our common stock are traded on the Nasdaq Global Market under the symbol “CPSS.”  On November 11, 2009, the last reported sale price
per share of our common stock on The Nasdaq Global Market was $1.19 per share.  However, the current market price of our common stock is not necessarily
indicative of future stock prices, and we cannot predict what the closing sale price of our common stock will be on the Expiration Date.
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CERTAIN DEFINED TERMS USED IN THE EXCHANGE OFFER
 
Cancellation Date
 

The date when Eligible Options that are tendered to the Company and accepted by us pursuant to this Exchange Offer will be canceled. We expect
that the Cancellation Date will be the same date as the Expiration Date and the New Option Grant Date.
 
Eligible Optionholders
 

Every employee of the Company on the date we commence the Exchange Offer who holds one or more Eligible Options and who continues to be an
employee of the Company through the Expiration Date. Eligible Optionholders include our executive officers but exclude our non-employee directors.
 
Eligible Options
 

Any outstanding stock option for the purchase of shares of our common stock granted under the Prior Plan or under our 2006 Stock Plan prior to
November 12, 2009, the date on which this Exchange Offer commenced, whether vested or unvested, with an exercise price of at least $2.50 per share of
common stock.
 
Exchange Offer
 

We refer to this document as the Exchange Offer.
 
Expiration Date
 

We expect that the Expiration Date of the Offering Period will be December 10, 2009 at 9:00 p.m. Pacific Time. We may extend the Expiration Date
at our discretion. If we extend the offer, the term “Expiration Date” will refer to the time and date at which the extended offer expires.
 
Last Reported Market Price
 

The last reported sale price per share of our common stock on The Nasdaq Global Market on the Expiration Date.  Each New Option will have an
exercise price per share of common stock equal to the greater of $1.50 or the Last Reported Market Price.
 
New Options
 

New stock options issued under the 2006 Stock Plan will replace the Eligible Options tendered pursuant to this Exchange Offer. Each grant of a New
Option pursuant to this Exchange Offer will be exercisable for the same number of shares as the Eligible Option for which such New Option was exchanged.
New Options will be subject to the terms of our 2006 Stock Plan and a new stock option agreement between you and the Company.
 

In addition, each New Option will differ from Eligible Options in the following ways:
 

iii



 
 

·  The exercise price per share for each New Option will be equal to the greater of $1.50, or the Last Reported Market Price; and
 

·  Each New Option will be subject to vesting in a manner that bars any exercise for six months after the New Option Grant Date, but
thereafter becomes exercisable on the same schedule as was applicable to the tendered Eligible Option.

 
Each New Option generally will be treated as a nonqualified stock option or incentive stock option, as previously applicable to the related

surrendered Eligible Option. To retain treatment as incentive stock options, however, the New Options must comply with the other conditions generally
applicable to incentive stock options, including the limitation on the value of stock underlying incentive stock options that first become exercisable in any one
calendar year.  Because the vesting schedule of the New Options will cause an increased fraction of the New Options (as compared to the surrendered Eligible
Options) to become exercisable in the year 2010 (the year that we anticipate will include the date six months after the date of any issuance of the New
Options), Eligible Options that are incentive stock options may be replaced in part by New Options that are nonqualified stock options.  Whether and to what
extent this occurs will depend on the number and vesting schedule of the Eligible Options surrendered, and the fair market value of the Company's common
stock on the date the New Options are issued.  For more details about the 2006 Stock Plan, and the conditions generally applicable to incentive stock options,
see the discussion herein under “This Exchange Offer–The 2006 Stock Plan.”
 
New Option Grant Date
 

We expect the New Option Grant Date will be December 10, 2009, the Expiration Date of this Exchange Offer. If the Expiration Date is extended,
the Cancellation Date and the New Option Grant Date will be similarly extended.
 
Offering Period
 

The offering period for this Exchange Offer started on November 12, 2009 and will expire at 9:00 p.m. Pacific Time on the Expiration Date.
 
Schedule TO
 

Tender Offer Statement on Schedule TO filed by the Company with the Securities and Exchange Commission (“SEC”).
 
Vesting Schedule
 

Each New Option will be subject to vesting in a manner that bars any exercise for six months after the New Option Grant Date but thereafter
becomes exercisable on the same schedule as was applicable to the tendered Eligible Option.
 

See the discussion under “Risk Factors” for certain risks that you should consider before participating in this Exchange Offer.
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IMPORTANT

 
If you choose to participate in this Exchange Offer, you must submit your election as directed in this document on or before 9:00 p.m. Pacific Time

on December 10, 2009, unless we extend this date.  If you choose to not participate in this Exchange Offer, you do not need to do anything, and your Eligible
Options will continue to remain subject to their existing terms and conditions.
 

You should direct questions about this Exchange Offer or requests for assistance (including requests for additional copies any documents relating to
this Exchange Offer) in writing addressed to Attention: Corporate Secretary, Consumer Portfolio Services, Inc., 19500 Jamboree Road, Irvine, California
92612, or via email to optionoffer@consumerportfolio.com.
 

Although our Board of Directors, acting through its Compensation Committee, has approved the Exchange Offer, consummation of the Exchange
Offer is subject to, and conditioned on, the conditions described in the section entitled “This Exchange Offer–Conditions of This Exchange Offer.” Neither the
Company, our Board of Directors nor its Compensation Committee makes any recommendation as to whether you should exchange, or refrain from
exchanging, your Eligible Options in the Exchange Offer. You must make your own decision whether to exchange your Eligible Options. You should consult
your personal outside advisors if you have questions about your financial or tax situation as it relates to this Exchange Offer.
 
THIS EXCHANGE OFFER DOCUMENT HAS NOT BEEN APPROVED OR DISAPPROVED BY THE U.S. SECURITIES AND EXCHANGE
COMMISSION, OR SEC, OR ANY STATE OR FOREIGN SECURITIES COMMISSION NOR HAS THE SEC OR ANY STATE OR FOREIGN
SECURITIES COMMISSION PASSED UPON THE FAIRNESS OR MERITS OF THIS EXCHANGE OFFER OR UPON THE ACCURACY OR
ADEQUACY OF THE INFORMATION CONTAINED IN THIS DOCUMENT. ANY REPRESENTATION TO THE CONTRARY IS A
CRIMINAL OFFENSE.
 
WE HAVE NOT AUTHORIZED ANY PERSON TO MAKE ANY RECOMMENDATION ON OUR BEHALF AS TO WHETHER OR NOT YOU
SHOULD EXCHANGE YOUR ELIGIBLE OPTIONS PURSUANT TO THIS EXCHANGE OFFER. YOU SHOULD RELY ONLY ON THE
INFORMATION CONTAINED IN THIS DOCUMENT OR IN DOCUMENTS TO WHICH WE HAVE REFERRED YOU. WE HAVE NOT
AUTHORIZED ANYONE TO GIVE YOU ANY INFORMATION OR TO MAKE ANY REPRESENTATION IN CONNECTION WITH THIS
EXCHANGE OFFER OTHER THAN THE INFORMATION AND REPRESENTATIONS CONTAINED IN THIS DOCUMENT. IF ANYONE
MAKES ANY RECOMMENDATION OR REPRESENTATION TO YOU OR GIVES YOU ANY INFORMATION, YOU SHOULD NOT RELY
UPON THAT RECOMMENDATION, REPRESENTATION OR INFORMATION AS HAVING BEEN AUTHORIZED BY US.
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SUMMARY TERM SHEET
 

Consumer Portfolio Services, Inc. is offering to exchange Eligible Options held by Eligible Optionholders for New Options to be granted under the
2006 Stock Plan.  We encourage you to read carefully this section and the remainder of this document:
 
Q1:   Why are we making this Exchange Offer?
 
A:           As part of recognizing the contributions of our employees and aligning their interests with the Company’s future success, we grant and have granted
our employees stock options under our 2006 Stock Plan and the Prior Plan as part of their compensation. However, many of these outstanding stock options
are “underwater,” which means that the stock options have an exercise price that is higher than the current market price of our common stock. This Exchange
Offer is intended to address this situation by providing our employees with an opportunity to exchange Eligible Options for New Options to be granted under
the 2006 Stock Plan. By exchanging such options, we believe that we will more cost-effectively provide retention and performance incentives to our
employees than we would by simply issuing incremental equity or paying additional cash compensation.  In addition, we believe that this Exchange Offer will
create better incentives for employees to remain at the Company and contribute to achieving our business objectives.
 
Q2:   What stock options are we offering to exchange in the Exchange Offer?
 
A:           An Eligible Option is any outstanding stock option granted under our 2006 Stock Plan or the Prior Plan prior to November 12, 2009, the date on
which this Exchange Offer commenced, whether vested or unvested, with an exercise price of at least $2.50 per share of common stock.  Outstanding stock
options with exercise prices lower than $2.50 will not be eligible to participate in this Exchange Offer.
 
Q3:   How will this Exchange Offer work?
 
A:           At any time before the Expiration Date, Eligible Optionholders may exchange, or tender, all or a portion of their existing options on a one-for-one
basis for new options to be issued at a new exercise price equal to the greater of $1.50 or the Last Reported Market Price.  If you choose to participate in this
Exchange Offer, you must deliver an election form (or withdrawal form, if applicable) to Attention: Corporate Secretary, Consumer Portfolio Services, Inc.,
19500 Jamboree Road, Irvine, California 92612.  Alternatively, you may email a scanned copy of the election form (or withdrawal form, if applicable) to
optionoffer@consumerportfolio.com.  Your election to participate in or withdraw from this Exchange Offer must be made on or before 9:00 p.m. Pacific Time
on December 10, 2009, the Expiration Date. To make this election, you will need to agree to all of the terms and conditions of the offer as set forth in the offer
documents.
 
Your Eligible Options will not be considered exchanged until we confirmed your participation in, or withdrawal from, the Exchange Offer upon receipt of
your tendered election or withdrawal form, as directed in this document. We do not have any plans at this time to offer another option exchange program in
the future, and we will strictly enforce the deadline by which you must decide whether to participate in this Exchange Offer. We will not accept requests for
participation in, or withdrawal from, the Exchange Offer delivered by any other means. You are responsible for making sure that, if you wish to participate in
the Exchange Offer, you follow the appropriate steps as directed in this document.  You do not need to return your stock option agreements relating to any
tendered Eligible Options, as they will be automatically canceled if you exchange all your Eligible Options or, in the case where you decide to exchange only
a portion of your Eligible Options, that portion will be automatically canceled.
 
The Company reserves the right to reject any or all tenders of Eligible Options that we determine at our sole discretion are not appropriate or would be
unlawful to accept. See “This Exchange Offer–Procedures for Tendering Eligible Options” for more information.  We expect to accept all properly tendered
Eligible Options no later than the end of the Offering Period, subject to our right to extend, amend, withdraw, or terminate this Exchange Offer.
 
Q4:   How should I decide whether or not to exchange my Eligible Options for New Options?
 
A:           Please review the information set forth in this document, including the discussion under “Risk Factors” that appear after this Summary Term Sheet.
We are not making any recommendation as to whether you should or should not participate in the Exchange Offer. You should speak to your own outside
legal counsel, accountant or financial advisor for further advice.  No one from CPS is, or will be, authorized to provide you with additional information in this
regard.
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Q5:   What is the expected timeline of this Exchange Offer?
 
A:           We currently expect the timeline of this Exchange Offer to be:
 
DATE  EVENT

November 12, 2009  Commencement of Exchange Offer
December 10, 2009  Offering Period ends at 9:00 p.m. Pacific Time (this date may be extended at our sole discretion, though we do

not intend to do so).  The exercise price of New Options will be equal to the greater of $1.50, or the Last
Reported Market Price.

 
Q6:   How many New Options will I get if I choose to participate and how many shares will they be exercisable for?
 
A:           The exchange ratio in this Exchange Offer is one-for-one. For example, if you elect to exchange an Eligible Option to purchase 100 shares of our
common stock, you will receive a New Option to purchase 100 shares of our common stock.  The number of shares that may be purchased upon exercise of
the New Options will be the same as the number of shares that could be purchased upon exercise of the surrendered Eligible Options.
 
Q7:   Can I exchange only a portion of an Eligible Option?
 
A:           No.  An Eligible Optionholder who desires to participate in the Exchange Program must surrender an entire Eligible Option that corresponds to a
particular exercise price and will not be given the opportunity to surrender only a portion of such outstanding Eligible Option. However, Eligible
Optionholders who hold more than one Eligible Option with different exercise prices will not be required to surrender every Eligible Option they hold but
may make a participation decision on an Eligible Option-by-Eligible Option basis.
 
Q8:   What are the new vesting terms for New Options?
 
A:           Each New Option will be subject to vesting in a manner that bars any exercise for six months after the New Option Grant Date.  Thereafter,
however, each New Option will be exercisable on the same vesting schedule as was applicable to the tendered Eligible Option.  For example, if an Eligible
Option were previously to become exercisable in five annual increments on the first of August of the years 2008 through 2012, so that such option was 40%
exercisable at present, then the corresponding New Option would not be exercisable at all upon issuance, would become exercisable as to 40% of the
underlying shares six months after issuance, and would become exercisable as to three further increments of 20% each on the originally applicable dates (that
is, on August 1, 2010, August 1, 2011, and August 1, 2012).
 
Q9:   Will the New Options be nonstatutory stock options or incentive stock options for U.S. tax purposes?
 
A:           Each New Option generally will be treated as a nonqualified stock option or incentive stock option, as previously applicable to the related
surrendered Eligible Option. To retain treatment as incentive stock options, however, the New Options must comply with the other conditions generally
applicable to incentive stock options, including the limitation on the value of stock underlying incentive stock options that first become exercisable in any one
calendar year.  
 
Q10:   Are you expecting the Exchange Offer to be a one-time event?
 
A:           Yes.  We do not currently anticipate offering our employees another opportunity to exchange “underwater” options for new options in the future.
 
Q11:   Can you extend or shorten the length of this Exchange Offer?
 
 

2



 
A:           While the Company has the discretion to extend the length of the Exchange Offer, we do not intend to do so. If we extend this Exchange Offer, we
will notify you about the new Expiration Date.  We may not shorten the length of this Exchange Offer.
 
Q12:   What if I have questions about this Exchange Offer or I need additional copies of this Exchange Offer or any documents attached to or
referred to in this Exchange Offer?
 
A:           You should direct questions about this Exchange Offer (including requests for additional copies of any Exchange Offer documents) in writing to
Attention: Corporate Secretary, Consumer Portfolio Services, Inc., 19500 Jamboree Road, Irvine, California 92612, or via email to
optionoffer@consumerportfolio.com.
 
Q13:   Who can participate in the Exchange Offer?
 
A:           Only Eligible Optionholders may participate in this Exchange Offer.  You are an Eligible Optionholder if you meet ALL of the following criteria:
 

·  You are an employee of the Company on the date this Exchange Offer commences;
 

·  You hold one or more Eligible Options; and
 

·  You remain an employee of the Company through the end of the Offering Period.
 
Q14:   What happens to my Eligible Options if my employment with the Company ends before the end of the Offering Period?
 
A:           If you participate in the Exchange Offer and your employment ends before the end of the Exchange Offer, your participation in the Exchange Offer
will be canceled and you will not be able to exchange your Eligible Options.  In addition, your Eligible Options will remain subject to their existing terms and
conditions.
 
Q15:   What happens to my New Options if my employment with the Company ends after the end of the Offering Period?
 
A:           Generally, if your employment ends after the end of the Offering Period of the Exchange Offer (other than because of your disability or death), any
New Options will not continue to vest and any unvested portion will be canceled as of the date of termination.  Any vested and unexercised portion of the
New Options will generally be exercisable for 90 days after termination (or one year if your termination was on account of your disability or death). You
should not view this Exchange Offer or CPS’ acceptance of your election to voluntarily participate in the Exchange Offer as a promise by the Company to
continue your employment.
 
Q16:   When is the period during which employees can exchange their options?
 
A:           The Exchange Offer will be open during the Offering Period from November 12, 2009 until 9:00 p.m. Pacific Time on December 10, 2009, unless
this period is extended by us.
 
Q17:   How long do I have to decide whether to participate in this Exchange Offer?
 
A:           Currently, this Exchange Offer expires at 9:00 p.m. Pacific Time on December 10, 2009.  Although we do not currently intend to do so, we may, in
our sole discretion, extend the Offering Period of this Exchange Offer at any time.  If we extend this Exchange Offer, we will publicly announce the extension
and the new Expiration Date no later than 9:00 a.m. Eastern Time on the next business day after the last previously scheduled or announced Expiration Date.
Once we confirm the Expiration Date, no exceptions will be made.  See “This Exchange Offer–Extension of Exchange Offer; Termination; Amendment” for
more information.
 
Q18:   Are there any differences between New Options and previously granted Eligible Options?
 
A:           Yes.  Each New Option will differ from Eligible Options in the following ways:
 

·  The exercise price per share for each New Option will be equal to the greater of $1.50, or the Last Reported Market Price; and
 

·  Each New Option will be subject to vesting in a manner that bars any exercise for six months after the New Option Grant Date but
thereafter becomes exercisable on the same schedule as was applicable to the tendered Eligible Option.

 
Q19:   Does this Exchange Offer include both vested and unvested options?
 
A:           Yes.  This Exchange Offer includes all Eligible Options, whether vested or unvested.
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Q20:   Can I exchange stock options that I have already exercised?
 
A:           No.  This Exchange Offer applies only to outstanding Eligible Options. A stock option that has been fully exercised is no longer outstanding.
 
Q21:   Will this Exchange Offer result in dilution?
 
A:           The Company's book value was approximately $4.37 per share as of September 30, 2009. The Exchange Offer itself will not result in dilution, but
the ultimate exercise of the New Options, if exercised at a price per share less than the Company's book value per share at the time of exercise, would result in
dilution of other shareholders' interests.
 
Q22:   What happens if, after the New Option Grant Date, my New Options end up being “underwater”?
 
A:           We can provide no assurance as to the possible price of our common stock at any time in the future. We do not anticipate offering our employees
another opportunity to exchange “underwater” options for new options in the future.
 
Q23:   Do I have to participate in this Exchange Offer?
 
A:           No.  Your participation in this Exchange Offer is completely voluntary.  If you choose not to participate, you will keep any Eligible Options, you will
not receive any New Options under the Exchange Offer, and no changes will be made to the terms of your Eligible Options as a result of this Exchange Offer.
 
Q24:   What happens to my Eligible Options if I elect not to participate in this Exchange Offer or if they are not accepted for exchange in this
Exchange Offer?
 
A:           This Exchange Offer will have no effect on your Eligible Options if you elect not to participate in this Exchange Offer or if your Eligible Options are
not accepted for exchange in this Exchange Offer.
 
Q25:   If I exchange my Eligible Options for New Options, am I giving up my rights to the Eligible Options?
 
A:           Yes.  When we accept your Eligible Options for exchange, they will be canceled and you will no longer have any rights to them. They will be
replaced with the New Options.
 
Q26:   Can I exchange the remaining portion of an Eligible Option that I have already partially exercised?
 
A:           Yes. If you previously partially exercised an Eligible Option, you may elect to exchange the remaining unexercised portion of the Eligible Option
under this Exchange Offer. If you have fully exercised a particular option, it is no longer outstanding, and it is not eligible.
 
Q27:   May I change my mind after electing to participate in or withdraw from this Exchange Offer?
 
A:           Yes.  Up until 9:00 p.m. Pacific Time on December 10, 2009, you may change your mind after you have submitted an election to participate in or a
withdrawal from the Exchange Offer. To do this, before 9:00 p.m. Pacific Time on December 10, 2009, you should email a scanned or PDF copy of the
election form or withdrawal form to optionoffer@consumerportfolio.com, or deliver your original completed forms to Attention: Corporate Secretary,
Consumer Portfolio Services, Inc., 19500 Jamboree Road, Irvine, California 92612. You may change your mind as many times as you wish, but you will be
bound by the last properly submitted election form or withdrawal form we receive before the end of the Offering Period, which is scheduled for December 10,
2009, at 9:00 p.m. Pacific Time.  If we extend the Offering Period, you may submit an election form or withdrawal form at any time until the extended offer
expires.
 
Q28:   May I change my mind about how many Eligible Options I want to exchange?
 
A:           Yes. Up until 9:00 p.m. Pacific Time on December 10, 2009, you may change your mind about how many Eligible Options you want to exchange
after you have submitted an election to participate in the Exchange Offer. To do so, before 9:00 p.m. Pacific Time on December 10, 2009, you should email a
scanned or PDF copy of the election form to optionoffer@consumerportfolio.com, or deliver your original completed forms to Attention: Corporate Secretary,
Consumer Portfolio Services, Inc., 19500 Jamboree Road, Irvine, California 92612. You may change your mind as many times as you wish, but you will be
bound by the last properly submitted election form or withdrawal form we receive before the end of the Offering Period, which is scheduled for December 10,
2009, at 9:00 p.m. Pacific Time.  If we extend the Offering Period, you may submit an election form or withdrawal form at any time until the extended offer
expires.
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Q29:   What will happen if I do not make a valid election to participate in the Exchange Offer by the deadline?
 
A:           If we do not receive your election to participate in the Exchange Offer by the deadline, then all your Eligible Options will remain outstanding at their
original exercise price and subject to their original terms. If you prefer not to exchange your Eligible Options, you do not need to do anything.
 
Q30:   What happens if I do nothing?
 
A:           If you do not elect to participate in the Exchange Offer by the deadline, then all your Eligible Options will remain outstanding at their original
exercise price and subject to their original terms. Nothing will change.
 
Q31:   Will I owe taxes if I exchange my Eligible Options in this Exchange Offer?
 
A:           Based on current U.S. law, you will not be required to recognize income for U.S. federal income tax purposes at the time of the exchange or on the
New Option Grant Date.  However, as is the case with existing options, you may have taxable income upon exercise of your New Options, at which time the
Company will also generally have a tax withholding obligation. You may also have taxable income when you sell the shares issued upon exercise of the New
Options. State income taxes may also apply. You should consult with your tax advisor to determine the personal tax consequences to you of participating in
this Exchange Offer.
 
Q32:   If I participate in this Exchange Offer, when will I receive the New Options?
 
A:           We will issue new stock option agreements as soon as we can, following the date that your option grants are accepted for exchange and canceled. We
expect the New Option Grant Date will be December 10, 2009.
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RISK FACTORS
 

Participation in this Exchange Offer involves a number of potential risks and uncertainties, including those described below. This list highlights the
material risks of participating in this Exchange Offer. You should also review the discussion under “Risk Factors” in our Quarterly Report on Form 10-Q for
the quarter ended September 30, 2009, and our Annual Report on Form 10-K and Form 10-K/A for the fiscal year ended December 31, 2008. You should
carefully consider these risks and we encourage you to speak with your financial, legal and tax advisors as necessary before deciding whether to participate in
this Exchange Offer. In addition, we strongly urge you to read the sections in this Exchange Offer discussing the tax consequences of participating in this
Exchange Offer.
 

In addition, this Exchange Offer and our SEC reports referred to above include “forward-looking statements.” These forward-looking statements
include all statements other than statements of historical facts and current status contained or incorporated by reference in this Exchange Offer, including
statements regarding our future financial position, our business strategy, and the plans and objectives of management for future operations.  The words
“believe,” “may,” “will,” “estimate,” “continue,” “anticipate,” “intend,” “expect” and similar expressions are intended to identify forward-looking statements.
 

We have based these forward-looking statements largely on our current expectations and projections about future events and financial trends that we
believe may affect our financial condition, results of operations, business strategy, short-term and long-term business operations and objectives, and financial
needs. These forward-looking statements involve risks, uncertainties and assumptions related to our operations and the market generally, including, risks,
uncertainties and assumptions included in our periodic reports and in other documents that we file with the SEC. The following discussion should be read in
conjunction with the financial statements and notes to the financial statements included in our most recent Forms 10-K, 10-K/A and 10-Q. We caution you not
to place undue reliance on the forward-looking statements contained in this Exchange Offer, which speak only as of the date hereof.
 
 
Risks Related to This Exchange Offer
 

If you exchange Eligible Options for New Options in the Exchange Offer and your employment with us terminates before the New Options fully
vest, you will forfeit any unvested portion of your New Options.
 

If you elect to participate in this Exchange Offer, each New Option will have a term that is equal to the remaining term of the Eligible Option. Each
New Option will also have the same vesting schedule as the tendered Eligible Option, except that no New Options will be exercisable earlier than six months
after the New Option Grant Date. Generally, if you cease to be an employee of the Company, your New Option will cease to vest and any unvested portion of
your New Option will be canceled as of the date you ceased to be an employee of the Company. Accordingly, if you exchange Eligible Options for New
Options and you cease to be an employee of the Company before the New Options fully vest, you will forfeit any unvested portion of your New Options.
Nothing in this Exchange Offer should be construed to confer on you the right to remain an employee of the Company. The terms of your employment or
service with us remain unchanged. We cannot guarantee or provide you with any assurance that you will not be subject to involuntary termination or that you
will otherwise remain in our employ or service until the New Option Grant Date or after that date.
 

There can be no assurance that the New Options will not become “underwater” in the future.
 

This Exchange Offer is intended to address the problem of outstanding options granted under the 2006 Stock Plan and the Prior Plan being
“underwater.”  By realigning the exercise price of the New Options relative to the current market price of our common stock, we hope to create better
incentives for employees to remain at the Company and contribute to achieving our business objectives.  However, we cannot guarantee that, subsequent to
the Expiration Date, the per share market price of our common stock will increase to a price that is greater than the exercise price of the New Options.
 

The Exchange Offer is expected to remain open for 20 business days. However, if we extend the Exchange Offer so that it remains open for 30 or
more calendar days, Eligible Optionholders will be required to restart the measurement periods necessary to qualify incentive stock options for favorable
tax treatment, even if they choose not to exchange their Eligible Options in the Exchange Offer.
 

Generally, an Eligible Option that is an incentive stock option qualifies for favorable tax treatment if held for more than 2 years after the grant date
and for more than 1 year after the date of exercise. We do not expect that

 
 

6



 
the Exchange Offer will affect the character of Eligible Options that are incentive stock options that are not tendered for exchange for favorable tax treatment
under U.S. tax laws. Thus, if you do not tender your Eligible Options that are incentive stock options, the holding periods will continue to be measured from
your original grant date. This Exchange Offer is expected to remain open for 20 business days. However, if we extend this Exchange Offer and it is open for
30 calendar days or more, then any Eligible Options that are incentive stock options that you have not exchanged will be deemed modified, and the holding
period for such options will restart. As a result, in order to qualify for favorable tax treatment, you would not be able to sell or otherwise dispose of any shares
received upon exercise of such options until more than 2 years from the date this Exchange Offer commenced on November 12, 2009, and more than 1 year
after the date you exercise such options, whichever date is later.
 
 
Risks Related to Our Business and Industry
 

We Require a Substantial Amount of Cash to Service Our Substantial Debt.
 

To service our existing substantial indebtedness, we require a significant amount of cash. Our ability to generate cash depends on many factors,
including our successful financial and operating performance. Our financial and operational performance depends upon a number of factors, many of which
are beyond our control. These factors include, without limitation:
 

·  the economic and competitive conditions in the asset-backed securities market;
 

·  the performance of our current and future automobile contracts;
 

·  the performance of our residual interests from our securitizations and warehouse credit facilities;
 

·  any operating difficulties or pricing pressures we may experience;
 

·  our ability to obtain credit enhancement for our securitizations;
 

·  our ability to establish and maintain dealer relationships;
 

·  our ability to establish and maintain dealer relationships;
 

·  the passage of laws or regulations that affect us adversely;
 

·  our ability to compete with our competitors; and
 

·  our ability to acquire and finance automobile contracts.
 

Depending upon the outcome of one or more of these factors, we may not be able to generate sufficient cash flow from operations or obtain
sufficient funding to satisfy all of our obligations. We presently find that funding in the asset-backed securities market is difficult to secure, that the credit
performance of our automobile contracts has been adversely affected by general economic conditions, and that adverse effects on performance of our
automobile contracts held in securitization pools result in an adverse effect on performance of residual interests.  Such factors may result in our being unable
to pay our debts timely or as agreed.  If we were unable to pay our debts, we would be required to pursue one or more alternative strategies, such as selling
assets, refinancing or restructuring our indebtedness or selling additional equity capital. These alternative strategies might not be feasible at the time, might
prove inadequate or could require the prior consent of our lenders.
 

We Need Substantial Liquidity to Operate Our Business.
 

We have historically funded our operations principally through internally generated cash flows, sales of debt and equity securities, including through
securitizations and warehouse credit facilities, borrowings under senior subordinated debt agreements and sales of subordinated notes. However, we may not
be able to obtain sufficient funding for our future operations from such sources. As of the date of this report, we have one warehouse credit facility available
to us.  If we are unable to access the capital markets or obtain other acceptable financing, our results of operations, financial condition and cash flows would
be materially and adversely affected.  We require a substantial amount of cash liquidity to operate our business. Among other things, we use such cash
liquidity to:
 

·  acquire automobile contracts;
 

·  fund over-collateralization in warehouse credit facilities and securitizations;
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·  pay securitization fees and expenses;

 
·  fund spread accounts in connection with securitizations;

 
·  satisfy working capital requirements and pay operating expenses;

 
·  pay taxes; and

 
·  pay interest expense.

 
We have to date matched our liquidity needs to our available sources of funding by reducing to nominal levels our acquisition of new automobile

contracts.  There can be no assurance that we will continue to be successful with that strategy.
 

Our Results of Operations Will Depend on Our Ability to Secure and Maintain Adequate Credit and Warehouse Financing on Favorable Terms.
 

We have historically depended on warehouse credit facilities to finance our purchases of automobile contracts. As of the date of this document, we
have available to us one warehouse credit facility.  Our business strategy requires that warehouse credit facilities be available in order to purchase significant
volumes of receivables.
 

Historically, our primary sources of day-to-day liquidity have been our warehouse credit facilities, in which we sell and contributed automobile
contracts, as often as twice a week, to special-purpose subsidiaries, where they were “warehoused” until they were securitized, at which time funds advanced
under one or more warehouse credit facilities were repaid from the proceeds of the securitizations.  The special-purpose subsidiaries obtain the funds to
purchase these contracts by pledging the contracts to a trustee for the benefit of senior warehouse lenders, who advance funds to our special-purpose
subsidiaries based on the dollar amount of the contracts pledged.
 

In addition, we have observed adverse changes in the market for securitized pools of automobile contracts.  If we are unable to arrange new
warehousing on acceptable terms, our results of operations, financial condition and cash flows could be materially and adversely affected.
 

Our Results of Operations Will Depend on Our Ability to Securitize Our Portfolio of Automobile Contracts.
 

Historically we have depended upon our ability to obtain permanent financing for pools of automobile contracts by conducting term securitization
transactions. By “permanent financing” we mean financing that extends to cover the full term during which the underlying contracts are outstanding and
requires repayment as the underlying contracts are repaid or charged off. By contrast, our warehouse credit facilities permitted us to borrow against the value
of such receivables only for limited periods of time. Our past practice and future plan has been and is to repay loans made to us under our warehouse credit
facilities with the proceeds of securitizations. There can be no assurance that any securitization transaction will be available on terms acceptable to us, or at
all. The timing of any securitization transaction is affected by a number of factors beyond our control, any of which could cause substantial delays, including,
without limitation:
 

·  market conditions;
 

·  the approval by all parties of the terms of the securitization;
 

·  the availability of credit enhancement on acceptable terms; and
 

·  our ability to acquire a sufficient number of automobile contracts for securitization.
 

In addition, we have observed adverse changes in the market for securitized pools of automobile contracts, which has made permanent financing in
the form of securitization transactions difficult to obtain and more costly than in prior periods.  These changes include reduced liquidity and reduced demand
for asset-backed securities, particularly for securities carrying a financial guaranty or for securities backed by sub-prime automobile receivables.  Should we
chose not to securitize automobile contracts in the future or do so on more costly terms prevalent in current market conditions, we could expect a further
material adverse effect on our results of operations.
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Our Results of Operations Will Depend on Cash Flows from Our Residual Interests in Our Securitization Program and Our Warehouse Credit

Facilities.
 

When we finance our automobile contracts through securitizations and warehouse credit facilities, we receive cash and a residual interest in the
assets financed. Those financed assets are owned by the special-purpose subsidiary that is formed for the related securitization. This residual interest
represents the right to receive the future cash flows to be generated by the automobile contracts in excess of (i) the interest and principal paid to investors on
the indebtedness issued in connection with the financing, (ii) the costs of servicing the contracts and (iii) certain other costs incurred in connection with
completing and maintaining the securitization or warehouse credit facility. We sometimes refer to these future cash flows as “excess spread cash flows.”
 

Under the financial structures we have used to date in our securitizations and warehouse credit facilities, excess spread cash flows that would
otherwise be paid to the holder of the residual interest are first used to increase over-collateralization or are retained in a spread account within the
securitization trusts or the warehouse facility to provide liquidity and credit enhancement for the related securities.
 

While the specific terms and mechanics vary among transactions, our securitization and warehousing agreements generally provide that we will
receive excess spread cash flows only if the amount of over-collateralization and spread account balances have reached specified levels and/or the
delinquency, defaults or net losses related to the contracts in the automobile contract pools are below certain predetermined levels. In the event delinquencies,
defaults or net losses on contracts exceed these levels, the terms of the securitization or warehouse credit facility:
 

·  may require increased credit enhancement, including an increase in the amount required to be on deposit in the spread account to be
accumulated for the particular pool;

 
·  may restrict the distribution to us of excess spread cash flows associated with other securitized or warehoused pools; and

 
·  certain circumstances, may permit affected parties to require the transfer of servicing on some or all of the securitized or warehoused

contracts from us to an unaffiliated servicer.
 

We typically retain residual interests or use them as collateral to borrow cash. In any case, the future excess spread cash flow received in respect of
the residual interests is integral to the financing of our operations. The amount of cash received from residual interests depends in large part on how well our
portfolio of securitized and warehoused automobile contracts performs. If our portfolio of securitized and warehoused automobile contracts has higher
delinquency and loss ratios than expected, then the amount of money realized from our retained residual interests, or the amount of money we could obtain
from the sale or other financing of our residual interests, would be reduced. Such higher than expected losses have been incurred, which has had an adverse
effect on our operations, financial condition and cash flows. Should losses continue to rise, we would expect further material adverse effects on our results of
operations, financial condition and cash flows.
 

If We Are Unable to Obtain Credit Enhancement for Our Securitizations Upon Favorable Terms, Our Results of Operations Would Be Impaired.
 

In our securitizations, we historically have utilized credit enhancement in the form of one or more financial guaranty insurance policies issued by
financial guaranty insurance companies. Each of these policies unconditionally and irrevocably guarantees certain interest and principal payments on the
senior classes of the securities issued in our securitizations. These guarantees enabled these securities to achieve the highest credit rating available. This form
of credit enhancement reduced the costs of our securitizations relative to alternative forms of credit enhancement available to us at the time. Such financial
guaranty insurance policies are not at present available to us.  Due to significantly reduced investor demand for securities carrying such a financial guaranty, it
is likely that this form of credit enhancement, even if it were again to become available to us, would not be economic for us in the future. As we pursue future
securitizations, we may not be able to obtain:
 

·  credit enhancement in any form on terms acceptable to us, or at all; or
 

·  similar ratings for senior classes of securities to be issued in future securitizations.
 

Based on indications from market participants as to reduced investor comfort with credit ratings and financial guarantees, we believe that even if we
were unable to obtain such enhancements or such ratings, we would
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expect to incur increased interest expense.  Such increased interest expense would adversely affect our results of operations.
 

If We Are Unable to Successfully Compete With Our Competitors, Our Results of Operations May Be Impaired.
 

The automobile financing business is highly competitive. We compete with a number of national, regional and local finance companies. In addition,
competitors or potential competitors include other types of financial services companies, such as commercial banks, savings and loan associations, leasing
companies, credit unions providing retail loan financing and lease financing for new and used vehicles and captive finance companies affiliated with major
automobile manufacturers such as General Motors Acceptance Corporation and Ford Motor Credit Corporation. Many of our competitors and potential
competitors possess substantially greater financial, marketing, technical, personnel and other resources than we do, including greater access to capital markets
for unsecured commercial paper and investment grade rated debt instruments, and to other funding sources which may be unavailable to us. Moreover, our
future profitability will be directly related to the availability and cost of our capital relative to that of our competitors. Many of these companies also have
long-standing relationships with automobile dealers and may provide other financing to dealers, including floor plan financing for the dealers' purchases of
automobiles from manufacturers, which we do not offer. There can be no assurance that we will be able to continue to compete successfully and, as a result,
we may not be able to purchase contracts from dealers at a price acceptable to us, which could result in reductions in our revenues or the cash flows available
to us.
 

If Our Dealers Do Not Submit a Sufficient Number of Suitable Automobile Contracts to Us for Purchase, Our Results of Operations May Be
Impaired.
 

We are dependent upon establishing and maintaining relationships with a large number of unaffiliated automobile dealers to supply us with
automobile contracts. During the year ended December 31, 2008, no dealer accounted for more than 1.0% of the contracts we purchased. The agreements we
have with dealers to purchase contracts do not require dealers to submit a minimum number of contracts for purchase. The failure of dealers to submit
contracts that meet our underwriting criteria could result in reductions in our revenues or the cash flows available to us, and, therefore, could have an adverse
effect on our results of operations.
 

If a Significant Number of Our Automobile Contracts Experience Defaults, Our Results of Operations May Be Impaired.
 

We specialize in the purchase and servicing of contracts to finance automobile purchases by sub-prime customers, those who have limited credit
history, low income, or past credit problems.  Such contracts entail a higher risk of non-performance, higher delinquencies and higher losses than contracts
with more creditworthy customers. While we believe that our pricing of the automobile contracts and the underwriting criteria and collection methods we
employ enable us to control, to a degree, the higher risks inherent in contracts with sub-prime customers, no assurance can be given that such pricing, criteria
and methods will afford adequate protection against such risks. We have experienced increases in the delinquency of, and credit losses on, our contracts.
 

If automobile contracts that we purchase and hold experience defaults to a greater extent than we have anticipated, this could materially and
adversely affect our results of operations, financial condition, cash flows and liquidity. Our results of operations, financial condition, cash flows and liquidity,
depend, to a material extent, on the performance of automobile contracts that we purchase, warehouse and securitize. A portion of the automobile contracts
acquired by us will default or prepay. In the event of payment default, the collateral value of the vehicle securing an automobile contract realized by us in a
repossession will most likely not cover the outstanding principal balance on that contract and the related costs of recovery. We maintain an allowance for
credit losses on automobile contracts held on our balance sheet, which reflects our estimates of probable credit losses that can be reasonably estimated for
securitizations that are accounted for as financings and warehoused contracts. If the allowance is inadequate, then we would recognize the losses in excess of
the allowance as an expense and our results of operations could be adversely affected.  In addition, under the terms of our warehouse credit facilities, we are
not able to borrow against defaulted automobile contracts, including contracts that are, at the time of default, funded under our warehouse credit facilities,
which will reduce the over-collateralization of those warehouse credit facilities and possibly reduce the amount of cash flows available to us.
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If We Lose Servicing Rights on Our Portfolio of Automobile Contracts, Our Results of Operations Would Be Impaired.

 
We are entitled to receive servicing fees only while we act as servicer under the applicable sale and servicing agreements governing our warehouse

facilities and securitizations. Under such agreements, we may be terminated as servicer upon the occurrence of certain events, including:
 

·  our failure generally to observe and perform covenants and agreements applicable to us;
 

·  certain bankruptcy events involving us; or
 

·  the occurrence of certain events of default under the documents governing the facilities.
 

We have received waivers regarding the potential breach of certain covenants relating to minimum net worth and maintenance of active warehouse
credit facilities.  Without such waivers, certain credit enhancement providers would have had the right to terminate us as servicer with respect to certain of
outstanding securitization pools.  Although such rights have been waived, such waivers are temporary, and there can be no assurance as to their future
extension. We do, however, believe that we will obtain such future extensions because it is generally not in the interest of any party to the securitization
transaction to transfer servicing.  Nevertheless, there can be no assurance as to our belief being correct.  The loss of our servicing rights could materially and
adversely affect our results of operations, financial condition and cash flows. Our results of operations, financial condition and cash flows, would be
materially and adversely affected if we were to be terminated as servicer with respect to a material portion of the automobile contracts for which we are
receiving servicing fees.
 

If We Lose Key Personnel, Our Results of Operations May Be Impaired.
 

Our senior management team averages thirteen years of service with us.  Charles E. Bradley, Jr., our President and CEO, has been our President
since our formation in 1991.  Our future operating results depend in significant part upon the continued service of our key senior management personnel, none
of whom is bound by an employment agreement.  Our future operating results also depend in part upon our ability to attract and retain qualified management,
technical, sales and support personnel for our operations. Competition for such personnel is intense. We cannot assure you that we will be successful in
attracting or retaining such personnel. Reductions in force implemented in 2008 and 2009 may have reduced employee loyalty, which may in turn result in
decreased employee performance.  Conversely, adverse general economic conditions may have had a countervailing effect.  The loss of any key employee, the
failure of any key employee to perform in his or her current position or our inability to attract and retain skilled employees, as needed, could materially and
adversely affect our results of operations, financial condition and cash flows.
 

If We Fail to Comply with Regulations, Our Results of Operations May Be Impaired.
 

Failure to materially comply with all laws and regulations applicable to us could materially and adversely affect our ability to operate our business.
Our business is subject to numerous federal and state consumer protection laws and regulations, which, among other things:
 

·  require us to obtain and maintain certain licenses and qualifications;
 

·  limit the interest rates, fees and other charges we are allowed to charge;
 

·  limit or prescribe certain other terms of our automobile contracts;
 

·  require specific disclosures to our customers;
 

·  define our rights to repossess and sell collateral; and
 

·  maintain safeguards designed to protect the security and confidentiality of customer information.
 

We believe that we are in compliance in all material respects with all such laws and regulations, and that such laws and regulations have had no
material adverse effect on our ability to operate our business. However, we may be materially and adversely affected if we fail to comply with:
 

·  applicable laws and regulations;
 

·  changes in existing laws or regulations;
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·  changes in the interpretation of existing laws or regulations; or

 
·  any additional laws or regulations that may be enacted in the future.

 
If We Experience Unfavorable Litigation Results, Our Results of Operations May Be Impaired.

 
Unfavorable outcomes in any of our current or future litigation proceedings could materially and adversely affect our results of operations, financial

conditions and cash flows. As a consumer finance company, we are subject to various consumer claims and litigation seeking damages and statutory penalties
based upon, among other things, disclosure inaccuracies and wrongful repossession, which could take the form of a plaintiff's class action complaint. We, as
the assignee of finance contracts originated by dealers, may also be named as a co-defendant in lawsuits filed by consumers principally against dealers. We
are also subject to other litigation common to the automobile industry and businesses in general. The damages and penalties claimed by consumers and others
in these types of matters can be substantial. The relief requested by the plaintiffs varies but includes requests for compensatory, statutory and punitive
damages. While we intend to vigorously defend ourselves against such proceedings, there is a chance that our results of operations, financial condition and
cash flows could be materially and adversely affected by unfavorable outcomes.
 

If We Experience Problems with Our Originations, Accounting or Collection Systems, Our Results of Operations May Be Impaired.
 

We are dependent on our receivables originations, accounting and collection systems to service our portfolio of automobile contracts. Such systems
are vulnerable to damage or interruption from natural disasters, power loss, telecommunication failures, terrorist attacks, computer viruses and other events. A
significant number of our systems are not redundant, and our disaster recovery planning is not sufficient for every eventuality. Our systems are also subject to
break-ins, sabotage and intentional acts of vandalism by internal employees and contractors as well as third parties. Despite any precautions we may take,
such problems could result in interruptions in our services, which could harm our reputation and financial condition. We do not carry business interruption
insurance sufficient to compensate us for losses that may result from interruptions in our service as a result of system failures. Such systems problems could
materially and adversely affect our results of operations, financial conditions and cash flows.
 

We Have Substantial Indebtedness.
 

We have and will continue to have a substantial amount of indebtedness. At September 30, 2009 and December 31, 2008, we had approximately
$1,119.9 million and $1,527.3 million, respectively, of debt outstanding. Such debt consisted, as of December 31, 2008, primarily of $1,404.2 million of
securitization trust debt, and also included $9.9 million of warehouse indebtedness, $67.3 million of residual interest financing, $20.1 million of senior
secured related party debt and $25.7 million owed under a subordinated notes program. At September 30, 2009, such debt consisted primarily of $1,012.8
million of securitization trust debt, and also included $5.2 million of warehouse indebtedness, $59.9 million of residual interest financing, $20.8 million of
senior secured related party debt, and $21.2 million owed under a subordinated notes program. We are currently offering the subordinated notes to the public
on a continuous basis, and such notes have maturities that range from three months to ten years.
 

Our substantial indebtedness could adversely affect our financial condition by, among other things:
 

·  increasing our vulnerability to general adverse economic and industry conditions;
 

·  requiring us to dedicate a substantial portion of our cash flow from operations to payments on our indebtedness, thereby reducing amounts
available for working capital, capital expenditures and  other general corporate purposes;

 
·  limiting our flexibility in planning for, or reacting to, changes in our business and the industry in which we operate;

 
·  placing us at a competitive disadvantage compared to our competitors that have less debt; and;

 
·  limiting our ability to borrow additional funds.

 
Although we believe we are able to service and repay such debt, there is no assurance that we will be able to do so. If we do not generate sufficient

operating profits, our ability to make required payments on our debt would be impaired. Failure to pay our indebtedness when due could have a material
adverse effect.
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Because We Are Subject to Many Restrictions in Our Existing Credit Facilities and Securitization Transactions, Our Ability to Pay Dividends or

Engage in Specified Transactions May Be Impaired.
 

The terms of our existing credit facility, term securitizations and our other outstanding debt impose significant operating and financial restrictions on
us and our subsidiaries and require us to meet certain financial tests. These restrictions may have an adverse effect on our business activities, results of
operations and financial condition. These restrictions may also significantly limit or prohibit us from engaging in certain transactions, including the following:
 

·  incurring or guaranteeing additional indebtedness;
 

·  making capital expenditures in excess of agreed upon amounts;
 

·  paying dividends or other distributions to our stockholders or redeeming, repurchasing or retiring our capital stock or subordinated
obligations;

 
·  making investments;

 
·  creating or permitting liens on our assets or the assets of our subsidiaries;

 
·  issuing or selling capital stock of our subsidiaries;

 
·  transferring or selling our assets;

 
·  engaging in mergers or consolidations;

 
·  permitting a change of control of our company;

 
·  liquidating, winding up or dissolving our company;

 
·  changing our name or the nature of our business, or the names or nature of the business of our subsidiaries; and

 
·  engaging in transactions with our affiliates outside the normal course of business.

 
These restrictions may limit our ability to obtain additional sources of capital, which may limit our ability to generate earnings. In addition, the

failure to comply with any of the covenants of  one or more of our debt agreements could cause a default under other debt agreements that may be outstanding
from time to time. A default, if not waived, could result in acceleration of the related indebtedness, in which case such debt would become immediately due
and payable. A continuing default or acceleration of one or more of our credit facilities or any other debt agreement, would likely cause a default under other
debt agreements that otherwise would not be in default, in which case all such related indebtedness could be accelerated. If this occurs, we may not be able to
repay our debt or borrow sufficient funds to refinance our indebtedness. Even if any new financing is available, it may not be on terms that are acceptable to
us or it may not be sufficient to refinance all of our indebtedness as it becomes due.
 

In addition, the transaction documents for our securitizations restrict our securitization subsidiaries from declaring or making payment to us of (i)
any dividend or other distribution on or in respect of any shares of their capital stock, or (ii) any payment on account of the purchase, redemption, retirement
or acquisition of any option, warrant or other right to acquire shares of their capital stock unless (in each case) at the time of such declaration or payment (and
after giving effect thereto) no amount payable under any transaction document with respect to the related securitization is then due and owing, but
unpaid.  These restrictions may limit our ability to receive distributions in respect of the residual interests from our securitization facilities, which may limit
our ability to generate earnings.
 
 
Risks Related to General Factors
 

If The Economy of All or Certain Regions of the United States Continues to Slow Down or the Current Recession Worsens, Our Results of
Operations May Be Impaired.
 

Our business is directly related to sales of new and used automobiles, which are sensitive to employment rates, prevailing interest rates and other
domestic economic conditions. Delinquencies, repossessions and losses generally increase during economic slowdowns or recessions. Because of our focus
on sub-prime customers, the
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actual rates of delinquencies, repossessions and losses on our automobile contracts could be higher under adverse economic conditions than those experienced
in the automobile finance industry in general, particularly in the states of Texas, California, Ohio, Florida, Pennsylvania and Louisiana, states in which our
automobile contracts are geographically concentrated.  Any sustained period of economic slowdown or recession could adversely affect our ability to acquire
suitable contracts, or to securitize pools of such contracts. The timing of any economic changes is uncertain, and weakness in the economy could have an
adverse effect on our business and that of the dealers from which we purchase contracts and result in reductions in our revenues or the cash flows available to
us.
 

Our Results Of Operations May Be Impaired As a Result of Natural Disasters.
 

Our automobile contracts are geographically concentrated in the states of Texas, California, Ohio, Florida, Pennsylvania, and Louisiana. Several of
such states are particularly susceptible to natural disasters: earthquake in the case of California, and hurricanes and flooding in the states of Florida, Texas and
Louisiana.  Natural disasters, in those states or others, could cause a material number of our vehicle purchasers to lose their jobs, or could damage or destroy
vehicles that secure our automobile contracts.  In either case, such events could result in our receiving reduced collections on our automobile contracts, and
could thus result in reductions in our revenues or the cash flows available to us.
 

If an Increase in Interest Rates Results in a Decrease in Our Cash Flow from Excess Spread, Our Results of Operations May Be Impaired.
 

Our profitability is largely determined by the difference, or "spread," between the effective interest rate received by us on the automobile contracts
that we acquire and the interest rates payable under our warehouse credit facilities and on the asset-backed securities issued in our securitizations. Recent
disruptions in the market for asset-backed securities are likely to result in an increase in the interest rates we would pay on asset-backed securities that we
may issue in future securitizations.  Although we have the ability to partially offset increases in our cost of funds by increasing fees we charge to dealers when
purchasing contracts, or by demanding higher interest rates on contracts we purchase, there is no assurance that such actions will materially offset increases in
interest we pay to finance our managed portfolio.
 

Several factors affect our ability to manage interest rate risk. Specifically, we are subject to interest rate risk during the period between when
automobile contracts are purchased from dealers and when such contracts are sold and financed in a securitization. Interest rates on our warehouse credit
facilities are adjustable while the interest rates on the automobile contracts are fixed. Therefore, if interest rates increase, the interest we must pay to the
lenders under our warehouse credit facilities is likely to increase while the interest realized by us from those warehoused automobile contracts remains the
same, and thus, during the warehousing period, the excess spread cash flow received by us would likely decrease. Additionally, contracts warehoused and
then securitized during a rising interest rate environment may result in less excess spread cash flow realized by us under those securitizations as, historically,
our securitization facilities pay interest to security holders on a fixed rate basis set at prevailing interest rates at the time of the closing of the securitization,
which may be several months after the securitized contracts were originated and entered the warehouse, while our customers pay fixed rates of interest on the
contracts, set at the time they purchase the underlying vehicles. A decrease in excess spread cash flow could adversely affect our earnings and cash flow.
 

To mitigate, but not eliminate, the short-term risk relating to interest rates payable by us under the warehouse facilities, we have historically held
automobile contracts in the warehouse credit facilities for less than four months. To mitigate, but not eliminate, the long-term risk relating to interest rates
payable by us in securitizations, we have in the past, and intend to continue to, structure some of our securitization transactions to include pre-funding
structures, whereby the amount of securities issued exceeds the amount of contracts initially sold into the securitization. In pre-funding, the proceeds from the
pre-funded portion are held in an escrow account until we sell the additional contracts into the securitization in amounts up to the balance of the pre-funded
escrow account. In pre-funded securitizations, we effectively lock in our borrowing costs with respect to the contracts we subsequently sell into the
securitization. However, we incur an expense in pre-funded securitizations equal to the difference between the money market yields earned on the proceeds
held in escrow prior to subsequent delivery of contracts and the interest rate paid on the securities issued in the securitization.  The amount of such expense
may vary.  Despite these mitigation strategies, an increase in prevailing interest rates would cause us to receive less excess spread cash flows on automobile
contracts, and thus could adversely affect our earnings and cash flows.
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The Effects Of Terrorism And Military Action May Impair Our Results of Operations.

 
The long-term economic impact of the events of September 11, 2001, possible future terrorist attacks or other incidents and related military action, or

current or future military action by United States forces in Iraq and other regions, could have a material adverse effect on general economic conditions,
consumer confidence, and market liquidity in the United States. No assurance can be given as to the effect of these events on the performance of our
automobile contracts. Any adverse effect resulting from these events could materially affect our results of operations, financial condition and cash flows. In
addition, activation of a substantial number of U.S. military reservists or members of the National Guard may significantly increase the proportion of
contracts whose interest rates are reduced by the application of the Servicemembers’ Civil Relief Act, which provides, generally, that an obligor who is
covered by that act may not be charged interest on the related contract in excess of 6% annually during the period of the obligor's active duty.
 
 
Risks Related to Our Common Stock
 

Our Common Stock Is Thinly Traded.
 

Our stock is thinly traded, which means investors will have limited opportunities to sell their shares of common stock in the open market.  Limited
trading of our common stock also contributes to more volatile price fluctuations.  Because there historically has been low trading volume in our common
stock, there can be no assurance that our stock price will not decline as additional shares are sold in the public market.  
 

We Do Not Intend to Pay Dividends on Our Common Stock.
 

We have never declared or paid any cash dividends on our common stock. We currently intend to retain any future earnings and do not expect to pay
any dividends in the foreseeable future.
 

 
THE EXCHANGE OFFER

 
A. Eligible Options; Eligible Optionholders; Expiration Date

 
We are making an offer to Eligible Optionholders to exchange their Eligible Options that are properly tendered in accordance with the discussion

herein under “Procedures for Tendering Eligible Options” and not validly withdrawn in accordance with the discussion herein under “Withdrawal Rights”
before the Expiration Date of this Exchange Offer in exchange for New Options. The New Options will have an exercise price per share equal to the greater
of $1.50, or the Last Reported Market Price, which will be last reported sale price per share of our common stock on The Nasdaq Global Market on the
Expiration Date.
 

The following terms are used in connection with this Exchange Offer:
 
Cancellation Date
 

The date when Eligible Options that are tendered to the Company and accepted by us pursuant to this Exchange Offer will be canceled. We expect
that the Cancellation Date will be the same date as the Expiration Date and the New Option Grant Date.
 
Eligible Optionholders
 

You are an Eligible Optionholder if you meet ALL of the following criteria:
 

·  You are an employee of the Company on the date this Exchange Offer commences;
 

·  You hold one or more Eligible Options; and
 

·  You remain an employee of the Company through the end of the Offering Period.
 

Eligible Optionholders include our executive officers but not our non-employee directors.
 

As of November 12, 2009, there were approximately 54 Eligible Optionholders with Eligible Options to purchase up to 3,960,316 shares of our
common stock.
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Eligible Options
 

Any outstanding stock option for the purchase of shares of our common stock granted under our 2006 Stock Plan or the Prior Plan prior to November
12, 2009, the date on which this Exchange Offer commenced, whether vested or unvested, with an exercise price of at least $2.50 per share of common
stock.  As of November 12, 2009, there were approximately 54 Eligible Optionholders with Eligible Options to purchase up to 3,960,316 shares of our
common stock.
 
Exchange Offer
 

We refer to this document as the Exchange Offer.
 
Expiration Date
 

We expect that the Expiration Date of the Offering Period will be December 10, 2009 at 9:00 p.m. Pacific Time. We may extend the Expiration Date
at our discretion. If we extend the offer, the term “Expiration Date” will refer to the time and date at which the extended offer expires.
 
Last Reported Market Price
 

The last reported sale price per share of our common stock on the Nasdaq Global Market on the Expiration Date, which is currently expected to be
December 10, 2009.  Each New Option will have an exercise price per share of common stock equal to the greater of $1.50, or the Last Reported Market
Price.
 
New Options
 

New stock options issued under the 2006 Stock Plan will replace the Eligible Options tendered pursuant to this Exchange Offer. Each grant of a New
Option pursuant to this Exchange Offer will be exercisable for the same number of shares as the Eligible Option for which such New Option was exchanged.
New Options will be subject to the terms of our 2006 Stock Plan and a new stock option agreement between you and the Company.
 

In addition, each New Option will differ from Eligible Options in the following ways:
 

·  The exercise price per share for each New Option will be equal to the greater of $1.50, or the Last Reported Market Price; and
 

·  Each New Option will be subject to vesting in a manner that bars any exercise for six months after the New Option Grant Date but
thereafter becomes exercisable on the same schedule as was applicable to the tendered Eligible Option.

 
Each New Option generally will be treated as a nonqualified stock option or incentive stock option, as previously applicable to the related

surrendered Eligible Option. To retain treatment as incentive stock options, however, the New Options must comply with the other conditions generally
applicable to incentive stock options, including the limitation on the value of stock underlying incentive stock options that first become exercisable in any one
calendar year.  Because the vesting schedule of the New Options will cause an increased fraction of the New Options (as compared to the surrendered Eligible
Options) to become exercisable in the year 2010 (the year that we anticipate will include the date six months after the date of any issuance of the New
Options), Eligible Options that are incentive stock options may be replaced in part by New Options that are nonqualified stock options.  Whether and to what
extent this occurs will depend on the number and vesting schedule of the Eligible Options surrendered, and the fair market value of the Company's common
stock on the date the New Options are issued.  For more details about the 2006 Stock Plan, and the conditions generally applicable to incentive stock options,
see the discussion herein under “This Exchange Offer–The 2006 Stock Plan.”
 
New Option Grant Date
 

We expect the New Option Grant Date will be December 10, 2009, the Expiration Date of this Exchange Offer. If the Expiration Date is extended,
the Cancellation Date and the New Option Grant Date will be similarly extended.
 
Offering Period
 

The offering period for this Exchange Offer started on November 12, 2009 and will expire at 9:00 p.m. Pacific Time on the Expiration Date.
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Vesting Schedule
 

Each New Option will be subject to vesting in a manner such that the New Options will not be exercisable for six months after the New Option Grant
Date but will thereafter become exercisable on the same schedule as was applicable to the tendered Eligible Option.  For example, if an Eligible Option were
previously to become exercisable in five annual increments on the first of August of the years 2008 through 2012, so that such option was 40% exercisable at
present, then the corresponding New Option would not be exercisable at all upon issuance, would become exercisable as to 40% of the underlying shares six
months after issuance, and would become exercisable as to three further increments of 20% each on the originally applicable dates (that is, on August 1, 2010,
August 1, 2011, and August 1, 2012).
 

WE DO NOT MAKE ANY RECOMMENDATION AS TO WHETHER YOU SHOULD EXCHANGE YOUR ELIGIBLE OPTIONS. WE
HAVE NOT AUTHORIZED ANY PERSON TO MAKE ANY SUCH RECOMMENDATION. YOU SHOULD EVALUATE CAREFULLY ALL OF
THE INFORMATION IN THIS DOCUMENT AND CONSULT YOUR OWN FINANCIAL, LEGAL AND TAX ADVISORS. YOU MUST MAKE
YOUR OWN DECISION WHETHER TO EXCHANGE YOUR ELIGIBLE OPTIONS.
 

NOTHING IN THIS DOCUMENT SHOULD BE CONSTRUED TO CONFER UPON YOU THE RIGHT TO REMAIN AN EMPLOYEE
OF THE COMPANY. THE TERMS OF YOUR EMPLOYMENT OR SERVICE WITH US REMAIN UNCHANGED. WE CANNOT
GUARANTEE OR PROVIDE YOU WITH ANY ASSURANCE THAT YOU WILL NOT BE SUBJECT TO INVOLUNTARY TERMINATION OR
THAT YOU WILL OTHERWISE REMAIN IN OUR EMPLOY OR SERVICE UNTIL THE NEW OPTION GRANT DATE OR AFTER THAT
DATE.
 

IF YOU EXCHANGE ELIGIBLE OPTIONS FOR NEW OPTIONS AND YOU CEASE TO BE AN EMPLOYEE OF THE COMPANY
BEFORE THE NEW OPTIONS ARE FULLY VESTED, YOU WILL FORFEIT ANY UNVESTED PORTION OF YOUR NEW OPTIONS.
 

B. Reasons for the Exchange Offer
 

We believe that an effective and competitive employee incentive program is imperative for the future growth and success of our business. We rely on
highly skilled and educated managerial employees to implement our strategic initiatives, expand and develop our business and satisfy our customers.
Competition for these types of employees is intense, and many companies use equity awards, including stock options and restricted stock, as a means of
attracting, motivating and retaining their employees. The Compensation Committee (“Compensation Committee”) of our Board of Directors (“Board”)
believes that equity compensation encourages employees to act like owners of the business, motivating them to work toward our success and rewarding their
contributions by allowing them to benefit from increases in the value of our shares. In the past, stock options have constituted an important part of our
incentive and retention programs.
 

As a result of the recent global credit and liquidity crisis and the subsequent sharp economic slowdown, the stock prices of financial companies,
including ours, have declined. Because of this decline in price over the past 24 months, many of our employees now hold stock options with exercise prices
significantly higher than the current market price of our common stock.  For example, on November 11, 2009, the closing price of our common stock on the
Nasdaq Global Market was $1.19 per share and the weighted average exercise price of Eligible Options was $4.99 per share. As of that date, substantially all
(over 99%) of the outstanding stock options issued prior to 2009 and held by Eligible Optionholders were out-of-the-money.
 

This circumstance has caused our Board and its Compensation Committee to conclude that we may be at risk of losing key contributors across our
workforce because, in the absence of an effective equity component, we do not currently have sufficient compensation programs in place to incentivize, retain
and ensure the continued commitment of many of our employees. Additionally, the Compensation Committee considered the following in determining to
approve the Exchange Offer:
 

·  Reasonable, Balanced and Meaningful Incentives. Under the Exchange Offer, Eligible Optionholders would be able to surrender Eligible
Options for New Options, with exercise prices at least equal to the Last Reported Market Price. Employees who no longer have an equity
stake due to underwater stock options might seek employment with another company. The cost of
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  replacing a significant fraction of our management employees, or even certain key contributors, could be substantial. Our Compensation
Committee believes that if we do not take steps in the near future to properly incentivize our key employees, it could adversely affect our
business, results of operations and thus our future stock price.

 
·  Enhanced Long-Term Shareholder Value. We believe that ultimately the Exchange Offer will enhance long-term shareholder value by

restoring competitive incentives to the participants so they are further motivated to achieve our strategic, operational and financial goals, as
grant prices significantly in excess of the market price of our stock undermine the effectiveness of stock options as employee performance
and retention incentives.

 
·  Reduced Pressure for Additional Grants. If we are unable to implement the Exchange Offer, we may be forced to issue additional equity

awards to our employees at current market prices, increasing the total number of shares to be issued upon the exercise of equity awards, or
our equity award “overhang. Any such additional grants also would more quickly exhaust the current pool of shares available for future
grant of options or other equity awards under the 2006 Stock Plan.

 
·  Equity Award Overhang Unchanged. Not only do the underwater options have little or no retention value, they cannot be removed from our

equity award overhang until they are exercised, expire or the employee who holds them leaves our employment. An exchange, such as the
Exchange Offer, will offer meaningful incentives to option plan participants while eliminating the ineffective options that are currently
outstanding. All Eligible Options that are not exchanged will remain outstanding and in effect in accordance with their existing terms.

 
·  Participation by Our Executive Officers. Our executive officers are expected to be among the primary drivers of the strategic and

operational initiatives we have implemented to advance the creation of long-term shareholder value. As a result, the retention and
motivation of our executive officers are critical to our long-term success. Accordingly, we have elected to include executive officers (but
not our non-employee directors) as Eligible Optionholders in the Exchange Offer.

 
·  Restore value from compensation costs that we have already incurred and will continue to incur with respect to outstanding underwater

stock options.  Eligible Options for the Exchange Offer were granted at the then fair market value of our common stock in accordance with
our policies for such grants. Under applicable accounting rules, we have already recognized $2.7 million in compensation expense for these
options.  Moreover, we are obligated to recognize approximately $3.8 million in additional future compensation expense, even if these
options are never exercised.  We believe it is an inefficient use of the shares made available under our 2006 Stock Plan to recognize
compensation expense on options that are not perceived as having value by our employees. The Exchange Offer will result in some
additional compensation expense.  However, we believe the amount of additional compensation expense is small relative to the amount of
compensation expense already incurred and committed to for the underwater options that are eligible for the Exchange Offer and that the
additional expense is justified by the value restored to the exchanged options.

 
This Exchange Offer is intended to address the risk of losing key contributors across our workforce in the absence of an effective equity component

of employee compensation, by providing our employees with an opportunity to exchange Eligible Options for New Options granted under the 2006 Stock
Plan. By exchanging such options, we believe that we will more cost-effectively provide retention and performance incentives to our key contributors than we
would by simply issuing incremental equity or paying additional cash compensation. We believe the Exchange Offer will motivate our employees to achieve
future growth. By realigning the exercise prices of previously granted Eligible Options more closely with the current per share market price of our common
stock, we believe that these New Options will again become important tools to help motivate and retain our existing employees and continue to align their
interests with those of our stockholders. While we hope this Exchange Offer will reduce the current disparity between the per share market price of our
common stock and the exercise price of outstanding stock options, given the volatile and unpredictable nature of the economy and stock market, we cannot
guarantee that, subsequent to the Expiration Date, the per share market price of our common stock will increase to a price that is greater than the exercise
price of the New Options.
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WE DO NOT MAKE ANY RECOMMENDATION AS TO WHETHER YOU SHOULD EXCHANGE YOUR ELIGIBLE OPTIONS, NOR

HAVE WE AUTHORIZED ANY PERSON TO MAKE ANY SUCH RECOMMENDATION. YOU SHOULD EVALUATE CAREFULLY ALL OF
THE INFORMATION IN THIS DOCUMENT AND CONSULT YOUR OWN FINANCIAL, LEGAL AND TAX ADVISORS. YOU MUST MAKE
YOUR OWN DECISION WHETHER TO EXCHANGE YOUR ELIGIBLE OPTIONS.
 

C. Procedures For Tendering Eligible Options
 

If you are an Eligible Optionholder, you may tender your Eligible Options at any time before the Expiration Date. If we extend this Exchange Offer
beyond that time, you may tender your Eligible Options at any time until the extended Expiration Date.
 

If you elect to participate in Exchange Offer, you must surrender an entire Eligible Option that corresponds to a particular exercise price, and you
will not be permitted to surrender only a portion of such outstanding Eligible Option. Eligible Optionholders who hold more than one Eligible Option
corresponding to different exercise prices will not be required to surrender every Eligible Option he or she holds but may make a participation decision on an
Eligible Option-by-Eligible Option basis
 
Proper Tender of Eligible Options
 

To validly tender your Eligible Options pursuant to this Exchange Offer you must remain an Eligible Optionholder through the Expiration Date.  To
properly tender your Eligible Options pursuant to this Exchange Offer, you must email a scanned or PDF copy of the election form to
optionoffer@consumerportfolio.com, or deliver your original signed forms to Attention: Corporate Secretary, Consumer Portfolio Services, Inc., 19500
Jamboree Road, Irvine, California 92612, before 9:00 p.m. Pacific Time on December 10, 2009.  If we extend the Offering Period, you may submit an
Election Form at any time until the extended offer expires. You do not need to return your stock option agreements relating to your tendered Eligible Options.
They will be automatically canceled if we accept your Eligible Options for exchange.
 

Your Eligible Options will not be considered tendered until we have received a properly completed Election Form, either a completed original or by
email, to the applicable addresses listed above, by the Expiration Date.  This is a one-time offer, and we will strictly enforce the Offering Period.  If you miss
this deadline, you will not be permitted to participate in this Exchange Offer. A copy of the Election Form accompanies this Exchange Offer document.
 
Determination of Validity; Rejection of Eligible Options; Waiver of Defects; No Obligation to Give Notice of Defects
 

We will, in our sole discretion, determine the number of shares subject to Eligible Options and all questions as to the form of documents and the
validity, form, eligibility, time of receipt, and acceptance of any tender of Eligible Options. Neither the Company nor any other person is obligated to give
notice of any defects or irregularities in tenders. No tender of Eligible Options will be deemed to have been properly made until all defects or irregularities
have been cured by the tendering Eligible Optionholder or waived by us. Subject to any order or decision by a court or arbitrator of competent jurisdiction,
our determination of these matters will be final and binding on all parties. This is a one-time offer. We will strictly enforce the Offering Period, subject only to
any extension of the Expiration Date of the Exchange Offer that we may grant in our sole discretion. Subject to Rule 13e-4 under the Securities Exchange Act
of 1934, as amended (the “Exchange Act”), we reserve the right, in our sole discretion, to waive any defect or irregularity in any tender with respect to any
particular Eligible Option, or any particular Eligible Optionholder.
 
Our Acceptance Constitutes an Agreement
 

Your tender of Eligible Options pursuant to the procedures described above constitutes your acceptance of the terms and conditions of this Exchange
Offer and will be controlling, absolute and final, subject to your withdrawal rights (as described below) and our acceptance of your tendered Eligible Options
in accordance with “Acceptance of Eligible Options for Exchange; Issuance of New Options.” Our acceptance for exchange of Eligible Options tendered by
you pursuant to this Exchange Offer will constitute a binding agreement between the Company and you on the terms and subject to the conditions of this
Exchange Offer.
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We expect to accept and cancel, promptly following the Expiration Date of the Exchange Offer, all properly tendered Eligible Options that have not

been validly withdrawn. You will be required to enter into a new stock option agreement governing the terms of each New Option issued to you in exchange
for your Eligible Options pursuant to this Exchange Offer.
 

D. Withdrawal Rights
 

If you elect to accept this Exchange Offer as to your Eligible Options and later change your mind, you may withdraw your tendered Eligible Options,
and reject this Exchange Offer, by following the procedure described in this section.
 

You may withdraw your tendered Eligible Options at any time before the Expiration Date. You may also withdraw your tendered Eligible Options
after January 11, 2010, which is 40 business days from the commencement of the Exchange Offer, if we have not yet accepted your tendered Eligible Options
by that time.  However, we intend to accept and cancel properly tendered Eligible Options promptly after the scheduled Expiration Date. Your Eligible
Options will not be considered withdrawn until we receive your Notice of Withdrawal.
 

To validly withdraw tendered Eligible Options, you must email a scanned or PDF copy of the Notice of Withdrawal to
optionoffer@consumerportfolio.com, or deliver the original completed form to Attention: Corporate Secretary, Consumer Portfolio Services, Inc., 19500
Jamboree Road, Irvine, California 92612, before 9:00 p.m. Pacific Time on December 10, 2009. If we extend this Exchange Offer beyond that time, you may
withdraw your tendered Eligible Options at any time until the extended Expiration Date.
 

If you miss the deadline but remain an Eligible Optionholder, your previously tendered Eligible Options will be canceled and exchanged pursuant to
this Exchange Offer. You are responsible for making sure that your Notice of Withdrawal is properly completed and delivered to us as described herein.
 

You may not rescind any withdrawal, and your withdrawn Eligible Options will thereafter be deemed not properly tendered for purposes of this
Exchange Offer, unless you properly re-tender those Eligible Options before the Expiration Date by following the procedures described in “Procedures For
Tendering Eligible Options” above.
 

Neither we, nor any other person, are obligated to give notice of any defects or irregularities in any Notice of Withdrawal, nor will anyone incur any
liability for failing to give notice of any defects or irregularities. We, in our sole discretion, will determine all questions as to the form and validity, including
time of receipt, of the Notices of Withdrawal. Subject to any order or decision by a court or arbitrator of competent jurisdiction, our determinations of these
matters will be final and binding.
 

A copy of the Notice of Withdrawal accompanies this Exchange Offer document.
 

E. Acceptance of Eligible Options For Exchange; Issuance of New Options
 

Subject to, and conditioned upon the terms and conditions of this Exchange Offer, we expect to accept for exchange all Eligible Options properly
tendered and not validly withdrawn promptly after the scheduled Expiration Date. Once we have accepted Eligible Options tendered by you, your Eligible
Options will be canceled and you will no longer have any rights under your Eligible Options. We will issue new stock option agreements for the New Options
as soon as administratively practicable after we accept the tendered Eligible Options, assuming you are still an active employee of the Company on the New
Option Grant Date. If this Exchange Offer is extended, then the New Option Grant Date will also be extended.
 

If you have tendered your Eligible Options under this Exchange Offer and your employment or service with the Company terminates for any reason
before the Expiration Date, you will no longer be eligible to participate in the Exchange Offer and we will not accept your Eligible Options for cancellation.
In that case, generally you may exercise your existing stock options for a limited time after your resignation or termination date to the extent they are vested
and in accordance with their terms.
 

F. Conditions of This Exchange Offer
 

There are no conditions to the completion of this Exchange Offer.
 

G. Price Range of Our Common Stock
 

The Eligible Options give Eligible Optionholders the right to acquire shares of our common stock. None of the Eligible Options are traded on any
trading market. Our common stock is listed on The Nasdaq Global Market
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under the symbol “CPSS.”  The following table sets forth on a per share basis the high and low sale prices of our common stock on The Nasdaq Global
Market during the periods indicated:
 
  High  Low  
Fiscal Year Ended December 31, 2007      

First Quarter  $7.77  $5.25  
Second Quarter  $7.21  $5.49  
Third Quarter  $6.75  $4.28  
Fourth Quarter  $6.20  $3.00  

      
Fiscal Year Ended December 31, 2008      

First Quarter  $3.61  $2.11  
Second Quarter  $3.18  $1.13  
Third Quarter  $2.85  $1.22  
Fourth Quarter  $2.58  $0.37  

      
      
Fiscal Year Ended December 31, 2009      

First Quarter  $0.80  $0.25  
Second Quarter  $1.15  $0.40  
Third Quarter  $1.65  $0.46  
Fourth Quarter (through November 11, 2009)  $1.30  $1.00  

      
On November 11, 2009, the last reported sale price of our common stock on The Nasdaq Global Market was $1.19.  We recommend that you obtain

current market quotations for our common stock, among other factors, before deciding whether or not to tender your Eligible Options.  As of November 11,
2009, there were approximately 60 holders of record of our common stock.
 

H. Source and Amount of Consideration; Terms of New Options
 
Consideration
 

The Eligible Options were granted under our 2006 Stock Plan or the Prior Plan. Each New Option will be granted under our 2006 Stock Plan. As of
November 9, 2009, there were approximately 54 Eligible Optionholders with Eligible Options to purchase up to 3,960,316 shares of our common stock, with
exercise prices ranging from $2.50 to $7.18 per share, a weighted average exercise price of $4.83 per share and a weighted average remaining term of 5.90
years. The Eligible Options constitute approximately 57% of the 6,989,899 shares of our common stock subject to outstanding stock options as of November
9, 2009. The Eligible Options constitute approximately 22% of our total outstanding shares of common stock as of November 9, 2009. Since this is a one-for-
one exchange, if all Eligible Options are tendered in this Exchange Offer, we would issue New Options to purchase an aggregate of 3,960,316 shares of our
common stock.
 
Terms of New Options
 

Each grant of a New Option pursuant to this Exchange Offer will be exercisable for the same number of shares as were subject to that portion of the
Eligible Option for which such New Option was exchanged.  Each grant of a New Option will have the same remaining term as the tendered Eligible Option,
and will be granted under the 2006 Stock Plan. In addition, each New Option will differ from Eligible Options in the following ways:
 

·  The exercise price per share for each New Option will be equal to the greater of $1.50 or the Last Reported Market Price; and
 

·  Each New Option will be subject to vesting in a manner that bars any exercise for six months after the New Option Grant Date but
thereafter becomes exercisable on the same schedule as was applicable to the tendered Eligible Option.

 
Each New Option generally will be treated as a nonqualified stock option or incentive stock option, as previously applicable to the related surrendered

Eligible Option. To retain treatment as incentive stock options, however, the New Options must comply with the other conditions generally applicable to
incentive stock options, including the limitation on the value of stock underlying incentive stock options that first become exercisable in any
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one calendar year.  Because the vesting schedule of the New Options will cause an increased fraction of the New Options (as compared to the surrendered
Eligible Options) to become exercisable in the year 2010 (the year that we anticipate will include the date six months after the date of any issuance of the
New Options), Eligible Options that are incentive stock options may be replaced in part by New Options that are nonqualified stock options.  Whether and to
what extent this occurs will depend on the number and vesting schedule of the Eligible Options surrendered, and the fair market value of the Company's
common stock on the date the New Options are issued.
 

Other terms and conditions of your Eligible Options are set forth in the stock option agreements and the 2006 Stock Plan.
 
NOTHING IN THIS DOCUMENT SHOULD BE CONSTRUED TO CONFER UPON YOU THE RIGHT TO REMAIN AN EMPLOYEE OF THE
COMPANY. THE TERMS OF YOUR EMPLOYMENT OR SERVICE WITH US REMAIN UNCHANGED. WE CANNOT GUARANTEE OR
PROVIDE YOU WITH ANY ASSURANCE THAT YOU WILL NOT BE SUBJECT TO INVOLUNTARY TERMINATION OR THAT YOU WILL
OTHERWISE REMAIN IN OUR EMPLOY OR SERVICE UNTIL THE NEW OPTION GRANT DATE OR AFTER THAT DATE.
 
IF YOU EXCHANGE ELIGIBLE OPTIONS FOR NEW OPTIONS AND YOU CEASE TO BE AN EMPLOYEE OF THE COMPANY BEFORE
THE NEW OPTIONS ARE FULLY VESTED, YOU WILL FORFEIT ANY UNVESTED PORTION OF YOUR NEW OPTION.
 

I. Description of 2006 Stock Plan
 

The New Options will be granted under the 2006 Stock Plan. The following is a description of the principal features of the 2006 Stock Plan that
apply to stock options granted under the 2006 Stock Plan.
 

The 2006 Stock Plan provides for the grant of incentive stock options, nonqualified stock options, stock appreciation rights and stock awards to
employees and directors of the Company and its subsidiaries.  The number of shares of common stock reserved for issuance under the 2006 Stock Plan is
5,000,000, plus 553,231 shares that were reserved for issuance under our 1997 Long-Term Incentive Plan (the “Prior Plan”) but were not made subject to
awards under the Prior Plan, or as to which such awards for any reason have terminated without exercise. If every Eligible Optionholder exchanges all
Eligible Options, awards under the Prior Plan with respect to approximately 2,085,316 shares would be canceled, resulting in the addition of such shares to
those reserved for issuance under the 2006 Incentive Plan. Such addition would not, however, affect the total number of shares that are subject or may be
made subject to awards under the 2006 Incentive Plan and the Prior Plan, taken together.
 

Our Board or a Committee of our Board consisting of two or more non-employee directors may administer the 2006 Stock Plan.  Currently, the
Compensation Committee of the Board administers the 2006 Stock Plan.  The Board or the Committee has authority to administer and interpret the 2006
Stock Plan and to determine the form and substance of agreements, instruments and guidelines for its administration.  The Board or the Committee has
authority to determine the employees and directors to be granted stock options and to determine the size, type and applicable terms and conditions of such
grants.
 

Because the employees and directors who may receive stock option grants and the amount of such grants are determined by the Board or the
Compensation Committee from time to time, it is not possible to state the names or positions of, or the number of options that may be granted to, such
employees and directors of the Company and its subsidiaries.   As the Exchange Offer involves surrender of awards issued under both the 2006 Stock Plan
and the Prior Plan, the maximum number that may be issued to any one individual is being increased, but not above a maximum of 1,666,667 shares, by the
number of shares that are the subject of Eligible Options outstanding under the Prior Plan and surrendered by that individual in the Exchange Offer.
 

The Board or the Compensation Committee is authorized to establish, at the time each grant is made, the time or times at which stock options may be
exercised and whether all of the stock options become exercisable at one time or in increments over time.  The exercise price of stock options is set by the
Board or the Compensation Committee at the time of the granting of an option, and will not be less than the fair market value of such shares at the time of
grant.  It is anticipated that awards will be granted in consideration of the recipients’ continued service with the Company.  In the event of a stock dividend,
stock split, reverse stock split or similar capital adjustment, the 2006 Stock Plan provides for appropriate adjustments to the number of shares reserved for
issuance pursuant to the
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exercise of stock options, the number of stock options previously granted and the exercise price of stock options previously granted.
 

The term of stock options granted under the 2006 Stock Plan may not be more than ten (10) years from the date of grant.  Options expire upon the
earliest to occur of (i) three months following termination of employment, (ii) immediately upon the discharge of an optionee for misconduct that is willfully
or wantonly harmful to the Company or any subsidiary, (iii) 12 months after an optionee’s death or disability that renders the optionee incapable of continuing
employment, (iv) upon the expiration date specified in the optionee’s grant agreement, or (v) ten years after the date of grant.
 

The aggregate exercise price of options may be paid in cash or by cashier’s check, or otherwise as provided in specific option agreements.  Unless
otherwise provided by the Board or the Compensation Committee, awards granted under the 2006 Stock Plan may not be transferred by the optionee or by
operation of law other than (i) by will of or by the laws of descent and distribution applicable to a deceased optionee, or (ii) pursuant to a domestic relations
order.
 

The 2006 Stock Plan and all rules, guidelines and regulations adopted with respect thereto may be terminated, suspended, modified or amended at
any time by action of the Board or the Compensation Committee, provided, however, that any increase in the number of shares reserved for issuance pursuant
to options granted under the 2006 Stock Plan must be approved by the shareholders of the Company.  The Board or the Compensation Committee may amend
the terms and conditions of outstanding stock options as long as such amendments do not (i) adversely affect the holders of such stock options without such
holders’ consent, (ii) change the length of the term of such stock options or (iii) change the provisions of such stock options so that they are not permitted
under the 2006 Stock Plan.
 

The description of the 2006 Stock Plan set forth above is subject to, and qualified in its entirety by reference to, the actual provisions of the 2006
Stock Plan. The 2006 Stock Plan has been filed as Exhibit (d)(1) to our Schedule TO filed with the SEC on November 12, 2009.  Upon request, we will
provide you, without charge, with a copy of the 2006 Stock Plan. Please direct your requests via email to optionoffer@consumerportfolio.com, or in writing
to Attention: Corporate Secretary, Consumer Portfolio Services, Inc., 19500 Jamboree Road, Irvine, California 92612.
 

J. Information Concerning Us; Financial Statements
 
Information Concerning Us
 

We are a specialty finance company engaged in purchasing and servicing retail automobile contracts originated primarily by franchised automobile
dealers and, to a lesser extent, by select independent dealers in the United States in the sale of new and used automobiles, light trucks and passenger vans.
Through our automobile contract purchases, we provide indirect financing to the customers of dealers who have limited credit histories, low incomes or past
credit problems, who we refer to as sub-prime customers.  We serve as an alternative source of financing for dealers, facilitating sales to customers who
otherwise might not be able to obtain financing from traditional sources, such as commercial banks, credit unions and the captive finance companies affiliated
with major automobile manufacturers. In addition to purchasing installment purchase contracts directly from dealers, we have also (i) acquired installment
purchase contracts in three merger and acquisition transactions, (ii) purchased immaterial amounts of vehicle purchase money loans from non-affiliated
lenders, and (iii) originated ourselves an immaterial amount of vehicle purchase money loans by lending money directly to consumers.
 

We were incorporated in March 1991. Our headquarters are located at 19500 Jamboree Road, Irvine, California 92618, and our telephone number is
(949) 753-6800.
 
Summary Financial Data
 

We have presented below a summary of our consolidated financial data. The following condensed consolidated financial data should be read in
conjunction with the “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and the consolidated financial statements
and the notes thereto included in our Annual Report on Form 10-K and Form 10-K/A for the year ended December 31, 2008, and our Quarterly Report on
Form 10-Q for the quarter ended September 30, 2009, both of which are incorporated herein by reference. The selected consolidated statements of operations
data for the fiscal years ended December 31, 2008 and December 31, 2007 and the selected consolidated balance sheet data as of December 31, 2008 and
December 31, 2007 are derived from our audited consolidated financial statements that are included in our Annual Report on
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Form 10-K and Form 10-K/A for the fiscal year ended December 31, 2008. The selected consolidated statements of operations data for the fiscal quarters
ended September 30, 2009, and September 30, 2008, and the selected consolidated balance sheet data as of September 30, 2009, are derived from our
unaudited condensed consolidated financial statements included in our Quarterly Report on Form 10-Q for the fiscal quarter ended September 30, 2009. Our
interim results are not necessarily indicative of results for the full fiscal year, and our historical results are not necessarily indicative of the results to be
expected in any future period.
 

Condensed Consolidated Statement of Operations and Balance Sheets (amounts in thousands, except share and per share data)

 
  Year Ended    Nine Months Ended  
  December 31,   September 30,  
             
             
  2008   2007   2009   2008  
Revenues:             
Interest income  $ 351,551  $ 370,265  $ 165,459  $ 281,924 
Servicing fees   2,064   1,218   2,811   944 
Other income   14,796   23,067   8,922   10,930 
   368,411   394,550   177,192   293,798 
                 
Expenses:                 
Employee costs   48,874   46,716   26,466   38,824 
General and administrative   29,506   24,959   18,021   22,417 
Interest   156,253   139,189   87,278   120,952 
Provision for credit losses   148,408   137,272   49,836   91,764 
Loss on sale of receivables   13,963   -   -   13,963 
Marketing   10,221   18,147   2,975   8,658 
Occupancy   4,104   3,763   2,859   3,011 
Depreciation and amortization   537   547   526   364 
   411,866   370,593   187,961   299,953 
Income (loss) before income tax expense (benefit)   (43,455)   23,957   (10,769)   (6,155)
Income tax expense (benefit)   (17,364)   10,099   -   (3,432)
Net income (loss)  $ (26,091)  $ 13,858  $ (10,769)  $ (2,723)
                 
Earnings (loss) per share:                 
Basic  $ (1.36)  $ 0.66  $ (0.57)  $ (0.14)
Diluted   (1.36)   0.61   (0.57)   (0.14)
                 
Number of shares used in computing                 
earnings (loss) per share:                 
Basic   19,230   20,880   18,776   19,275 
Diluted   19,230   22,595   18,776   19,275 
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  September 30,    December 31,    December 31,  
  2009   2008   2007  
ASSETS          
Cash and cash equivalents  $ 20,395  $ 22,084  $ 20,880 
Restricted cash and equivalents   132,396   153,479   170,341 
             
Finance receivables   1,009,079   1,417,343   2,068,004 
Less: Allowance for finance credit losses   (33,066)   (78,036)   (100,138)
Finance receivables, net   976,013   1,339,307   1,967,866 
             
Residual interest in securitizations   4,144   3,582   2,274 
Furniture and equipment, net   1,410   1,404   1,500 
Deferred financing costs   6,755   8,954   15,482 
Deferred tax assets, net   52,727   52,727   58,835 
Accrued interest receivable   10,193   14,903   24,099 
Other assets   20,891   42,367   21,536 
  $ 1,224,765  $ 1,638,807  $ 2,282,813 
             
LIABILITIES AND SHAREHOLDERS' EQUITY             
Liabilities             
Accounts payable and accrued expenses  $ 24,396  $ 21,702  $ 18,391 
Warehouse lines of credit   5,171   9,919   235,925 
Income taxes payable   -   -   17,706 
Residual interest financing   59,850   67,300   70,000 
Securitization trust debt   1,012,787   1,404,211   1,798,302 
Senior secured debt, related party   20,842   20,105   - 
Subordinated renewable notes   21,232   25,721   28,134 
   1,144,278   1,548,958   2,168,458 
COMMITMENTS AND CONTINGENCIES             
Shareholders' Equity             
Preferred stock, $1 par value;             
authorized 5,000,000 shares; none issued   -   -   - 
Series A preferred stock, $1 par value;             
authorized 5,000,000 shares; none issued   -   -   - 
Common stock, no par value; authorized             
75,000,000 shares; 18,415,427, 19,110,777 and 19,525,042             
shares issued and outstanding at September 30, 2009             
December 31, 2008 and December 31, 2007, respectively   55,209   54,702   55,216 
Additional paid in capital, warrants   8,371   7,471   794 
Retained earnings   23,934   34,703   60,794 
Accumulated other comprehensive loss   (7,027)   (7,027)   (2,449)
   80,487   89,849   114,355 
  $ 1,224,765  $ 1,638,807  $ 2,282,813 
             

Book Value Per Share.  Our book value per share as of September 30, 2009 was $4.37.
 

Please see “This Exchange Offer–Additional Information” for instructions on how you can obtain copies of our SEC filings, including filings that
contain our financial statements.
 
Additional Information
 

For more information about us, please refer to our Annual Report on Form 10-K and Form 10-K/A for the year ended December 31, 2008, our
Quarterly Reports on Form 10-Q for the quarters ended March 31, June 30, and September 30, 2009, and our other filings made with the SEC. We
recommend that you review materials that we have filed with the SEC before deciding whether or not to tender your Eligible Options. We will also provide
you without charge, upon your written or oral request, a copy of any or all of the documents to which we have referred you. See “This Exchange Offer–
Additional Information” for more information regarding reports we file with the SEC and how to obtain copies of or otherwise review these reports.
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K. Interests of Directors and Executive Officers; Transactions and Arrangements Concerning Our Options

 
The following table shows the number of shares subject to Eligible Options held by our executive officers (as such term is defined in Section 16 of

the Exchange Act, and Rule 16a-1 thereunder), and our non-employee directors, as of November 9, 2009.  Our non-employee directors are not eligible to
participate in the Exchange Offer; accordingly, the "Eligible Options" held by our non-employee directors are "eligible" in name only.  The percentages in the
table below represent the ratio of the specified Eligible Options to the total number of options, whether or not eligible for exchange, to purchase our common
stock that are outstanding under our 2006 Stock Plan and the Prior Plan, taken together. That total was 6,989,899 shares as of November 9, 2009. Unless
otherwise indicated, the address for the Company’s executive officers listed below is 19500 Jamboree Road, Irvine, California 92612, and the telephone
number is (949) 753-6800.
 
   Weighted-Average Weighted-Average Percentage of Total
  Eligible Exercise Remaining Outstanding

Name Position Options Price Term (years) Options
Charles E. Bradley, Jr. President, Chief Executive Officer and

Chairman of the Board
    886,666 $4.72 4.95 12.7%

Jeffrey P. Fritz Senior Vice President - Chief Financial
Officer

    270,000 $5.09 6.04 3.9%

Robert E. Riedl Senior Vice President - Chief Investment
Officer

    250,000 $4.83 5.77 3.6%

Chris Terry Senior Vice President -Servicing     206,000 $5.12 6.00 2.9%
Curtis K. Powell Senior Vice President – Contract

Origination
    190,000 $4.91 5.73 2.7%

Mark Creatura Senior Vice President & General Counsel     190,000 $4.91 5.73 2.7%
Teri L. Clements Senior Vice President - Originations     145,000 $5.05 6.41 2.1%
Jayne E. Jordan Senior Vice President - Operations     145,000 $5.05 6.41 2.1%
Michael T. Lavin Senior Vice President - Legal       85,000 $5.09 6.27 1.2%
Non-Employee Directors      
Chris A. Adams* Director 40,000 $4.73 7.91 0.6%
Brian J. Rayhill* Director 95,000 $6.03 7.21 1.4%
William B. Roberts* Director 45,000 $5.50 7.50 0.6%
Gregory S. Washer* Director 55,000 $5.41 7.78 0.8%
Daniel S. Wood* Director 75,000 $5.31 6.64 1.1%
Total**  2,677,666   

*  All Eligible Options held by non-employee directors are excluded from the Exchange Offer, and information regarding such options is provided in
this table as a matter of reference only.
 

**  The total shown of 2,677,666 shares underlying Eligible Options includes the 310,000 shares underlying Eligible Options that are held by non-
employee directors.  Such options are not included in the Exchange Offer.  Excluding such options, the total would be 2,367,666 shares
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Neither we nor, to the best of our knowledge, any member of our Board of Directors or any of our executive officers, nor any affiliate of ours, engaged in
transactions involving Eligible Options during the past 60 days.
 

L. Status of Eligible Options Acquired by Us in This Exchange Offer; Accounting Consequences of This Exchange Offer
 

Eligible Options that we accept for exchange pursuant to the Exchange Offer will be cancelled as of the Expiration Date of the Exchange Offer, and
all shares of common stock that were subject to such surrendered Eligible Options will again become available for future awards under the 2006 Stock Plan,
including for the grants of New Options in the Exchange Offer. The Exchange Offer will not result in an increase or decrease in the pool of shares available
for the grant of future awards under the 2006 Stock Plan. We have adopted the provisions of Statement of Financial Accounting Standards No. 123(R),
“Share-Based Payment” (SFAS 123(R)) regarding accounting for share-based payments. Under SFAS 123(R), stock-based compensation expense is
calculated based upon the fair value of a stock award on the date of grant and the cancellation of an award accompanied by the concurrent grant of (or offer to
grant) a replacement award is accounted for as a modification of the terms of the canceled award. The incremental compensation expense associated with an
option exchange is measured as the excess of the fair value of the replacement award over the fair value of the canceled award, both determined at the
modification date. As a result, we will incur a non-cash compensation charge for all Eligible Options that are exchanged for New Options. The compensation
charge will be recorded over the vesting periods of the New Options.
 

The amount of this charge will depend on a number of factors, including:
 

·  The exercise price per share of the New Options issued in the Exchange Offer;
 

·  The level of participation by Eligible Optionholders in the Exchange Offer; and
 

·  The exercise price per share of Eligible Options cancelled in the Exchange Offer.
 

Since these factors cannot be predicted with any certainty at this time and will not be known until the Expiration Date, we cannot predict the exact
amount of the charge that will result from the Exchange Offer.
 

M. Legal Matters; Regulatory Approvals
 

We are not aware of any material pending or threatened legal actions or proceedings relating to the Exchange Offer. We are not aware of any margin
requirements or anti-trust laws applicable to this Exchange Offer. We are not aware of any license or regulatory permit that appears to be material to our
business that might be adversely affected by our exchange of Eligible Options and issuance of New Options as contemplated by this Exchange Offer or of any
approval or other action by any government or governmental, administrative, or regulatory authority or agency, domestic or foreign, that would be required
for the acquisition or ownership of New Options as contemplated herein. Should any such approval or other action be required, we presently contemplate that
we will use commercially reasonable efforts to seek such approval or take such other action. We cannot assure you that any such approval or other action, if
needed, would be obtained or would be obtained without substantial conditions or that the failure to obtain any such approval or other action might not result
in adverse consequences to our business. Our obligation under this Exchange Offer to accept tendered Eligible Options for exchange and to issue New
Options for your Eligible Options would be subject to obtaining any such governmental approval.
 

N. Material United States Tax Consequences
 

The following is a general summary of the material U.S. federal income tax consequences of participating in the Exchange Offer to the Company
and to Eligible Optionholders who are U.S. citizens or residents for U.S. federal income tax purposes.  The following summary does not address the
consequences of any state, local or foreign tax laws.
 

We believe that the exchange of Eligible Options for New Options pursuant to the Exchange Offer should be treated as a nontaxable exchange for
U.S. federal income tax purposes and that neither we nor any of the Eligible Optionholders should recognize any income for U.S. federal income tax purposes
upon the surrender of Eligible Options and the grant of New Options pursuant to the Exchange Offer. However, the Internal Revenue Service is not precluded
from adopting a contrary position. So that you are able to compare the tax consequences of New Options to that of your Eligible Options, we have included
the following summary as a reminder of the tax consequences generally applicable to options under U.S. federal tax law:
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Nonstatutory stock options
 
Under current law, an Eligible Optionholder generally will not realize taxable income upon the grant of a New Option that is a nonstatutory stock option, nor
will such Eligible Optionholder realize taxable income upon the vesting of these shares. However, when you exercise a nonstatutory stock option, you
generally will have ordinary income to the extent the fair market value of the shares on the date of exercise you receive is greater than the exercise price you
pay. We generally will be entitled to a deduction equal to the amount of ordinary income taxable to you if we comply with applicable reporting requirements.
Upon disposition of the shares, any gain or loss is treated as capital gain or loss. The capital gain or loss will be long-term or short-term depending on whether
the shares were held for more than 12 months. The holding period for the shares generally will begin just after the time you recognized income. The amount
of such gain or loss will be the difference between: (i) the amount realized upon the sale or exchange of the shares, and (ii) the value of the shares at the time
the ordinary income was recognized.
 
If you were an employee at the time of the grant of the option, any income recognized upon exercise of a nonstatutory stock option generally will constitute
wages for which withholding will be required.
 
Incentive stock options
 
Under current U.S. tax law, an Eligible Optionholder will not realize taxable income upon the grant of New Option that is an incentive stock option. In
addition, an Eligible Optionholder generally will not realize taxable income upon the exercise of such incentive stock option. However, an Eligible
Optionholder’s alternative minimum taxable income will be increased by the amount that the aggregate fair market value of the shares underlying the option,
which is generally determined as of the date of exercise, exceeds the aggregate exercise price of the option. Generally, except in the case of an option holder’s
death or disability, if an option is exercised more than 3 months after the option holder’s termination of employment, the option ceases to be treated as an
incentive stock option and is subject to taxation under the rules that apply to nonstatutory stock options.
 
If an Eligible Optionholder sells the option shares acquired upon exercise of an Eligible Option that is an incentive stock option, the tax consequences of the
disposition depend upon whether the disposition is qualifying or disqualifying. The disposition of the option shares is qualifying if it is made:
 

·  more than 2 years after the date the incentive stock option was granted; and
 

·  more than 1 year after the date the incentive stock option was exercised.
 

If the disposition of the option shares is qualifying, any excess of the sale price of the option shares over the exercise price of the option will be
treated as long-term capital gain taxable to the option holder at the time of the sale. Any such capital gain will be taxed at the long-term capital gain rate in
effect at the time of sale.
 
If the disposition is not qualifying, which we refer to as a “disqualifying disposition,” the excess of the fair market value of the option shares on the date the
option was exercised (or, if less, the amount realized on the disposition of the shares) over the exercise price will be taxable income to the option holder at the
time of the disposition.  Of that income, the amount up to the excess of the fair market value of the shares at the time the option was exercised over the
exercise price will be ordinary income for income tax purposes and the balance, if any, will be long-term or short-term capital gain, depending upon whether
or not the shares were sold more than 1 year after the option was exercised.
 
Unless the option holder engages in a disqualifying disposition, we will not be entitled to a deduction with respect to an incentive stock option. If the option
holder engages in a disqualifying disposition, we generally will be entitled to a deduction equal to the amount of compensation income taxable to the option
holder.
 
This Exchange Offer is currently expected to remain open for 20 business days. If we extend this offer such that it is open for 30 calendar days or more,
Eligible Options that are incentive stock options held by Eligible Optionholders who do not participate in this Exchange Offer will be considered to have been
modified. The commencement date of the offer (November 12, 2009) will be considered the modification date for purposes of determining whether the
employee will receive favorable tax treatment with respect to such eligible incentive stock options. As a result, in order to receive favorable tax treatment
with respect to any such incentive stock option, you must not dispose of any
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shares acquired with respect to the incentive stock option until the passage of more than 2 years from the date this offer commenced (November 12, 2009)
(i.e., the date of the deemed modification) and more than 1 year after the exercise of the option. If these holding periods (and all other incentive stock option
requirements) are met, the excess of the sale price of the option shares over the exercise price of the option will be treated as long-term capital gain.
 
The preceding discussion is based on U.S. tax laws and regulations presently in effect, which are subject to change, and the discussion does not purport to be
a complete description of the U.S. income tax aspects of the New Options or Eligible Options. An Eligible Optionholder may also be subject to state and local
taxes in connection with the exercise of New Options or Eligible Options. All holders of Eligible Options are urged to consult their own tax advisors
regarding the tax implications of participating in the Exchange Offer under all applicable laws prior to participating in the Exchange Offer.
 

CIRCULAR 230 DISCLAIMER.  THE FOLLOWING DISCLAIMER IS PROVIDED IN ACCORDANCE WITH THE INTERNAL
REVENUE SERVICE’S CIRCULAR 230 (21 C.F.R. PART 10). THIS ADVICE IS NOT INTENDED OR WRITTEN TO BE USED, AND IT
CANNOT BE USED BY YOU, FOR THE PURPOSE OF AVOIDING ANY PENALTIES THAT MAY BE IMPOSED ON YOU. YOU SHOULD
SEEK ADVICE BASED ON YOUR PARTICULAR CIRCUMSTANCES FROM AN INDEPENDENT TAX ADVISOR.
 
WE ADVISE ALL ELIGIBLE OPTIONHOLDERS WHO ARE CONSIDERING EXCHANGING THEIR ELIGIBLE OPTIONS TO MEET WITH
THEIR OWN TAX ADVISORS ABOUT THE LOCAL, STATE, FEDERAL AND FOREIGN TAX CONSEQUENCES OF PARTICIPATING IN
THIS EXCHANGE OFFER.
 

O. Extension of Exchange Offer; Termination; Amendment
 

We may, from time to time, extend the period of time during which the Exchange Offer is open and delay accepting any Eligible Options tendered to
us by providing notice of the extension to Eligible Optionholders by public announcement, oral or written notice, or otherwise as permitted by Rule 13e-4(e)
(3) under the Exchange Act. If the Exchange Offer is extended or amended, we will provide appropriate notice of the extension or amendment, as applicable,
and the new Expiration Date, if any, no later than 9:00 a.m. Eastern Time on the next business day following the previously scheduled Expiration Date. For
purposes of this Exchange Offer, a “business day” means any day other than a Saturday, Sunday, or United States federal holiday and consists of the time
period from 12:01 a.m. through 12:00 midnight, Eastern Time.
 

If we materially change the terms of this Exchange Offer or the information concerning this Exchange Offer, we will extend the Exchange Offer to
the extent required by Rules 13e-4(d)(2) and 13e-4(e)(3) under the Exchange Act. Under these rules, the minimum period during which a tender or exchange
offer must remain open following material changes in the terms of or information concerning an exchange offer, other than a change in price or a change in
percentage of securities sought, will depend on the facts and circumstances, including the relative materiality of such terms or information.
 

In addition, if we decide to take any of the following actions, we will publish notice or otherwise inform you in writing of such action and, if the
Exchange Offer is scheduled to expire within ten business days from the date we notify you, keep the Exchange Offer open for at least ten business days after
the date of such notification:
 

·  We increase or decrease the amount of consideration offered for Eligible Options; or
 

·  We increase or decrease the number of Eligible Options that may be surrendered in the Exchange Offer.
 

P. Fees and Expenses
 

We will not pay any fees or commissions to any broker, dealer, or other person for soliciting tenders of Eligible Options pursuant to this Exchange
Offer. You will be responsible for any expenses incurred by you in connection with your election to participate in this Exchange Offer, including, any
expenses associated with any tax, legal or other advisor consulted or retained by you in connection with this Exchange Offer.
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Q. Additional Information

 
With respect to this Exchange Offer, we have filed with the SEC a Tender Offer Statement on Schedule TO, as it may be amended, of which this

Exchange Offer is a part. This Exchange Offer does not contain all of the information contained in the Schedule TO and the exhibits to the Schedule TO. We
recommend that you review the Schedule TO, including its exhibits, and the following materials that we have filed with the SEC (or in some cases
“furnished” to the SEC), before deciding whether to tender your Eligible Options:
 

·  Our Annual Report on Form 10-K for our fiscal year ended December 31, 2008, filed with the SEC on March 31, 2009;
 

·  Our Annual Report on Form 10-K/A for our fiscal year ended December 31, 2008, filed with the SEC on April 30, 2009;
 

·  Our Quarterly Report on Form 10-Q for the quarterly period ended March 31, 2009, filed with the SEC on May 15, 2009;
 

·  Our Quarterly Report on Form 10-Q for the quarterly period ended June 30, 2009, filed with the SEC on August 14, 2009;
 

·  Our Quarterly Report on Form 10-Q for the quarterly period ended September 30, 2009, filed with the SEC on November 16, 2009;
 

·  Our definitive Proxy Statement for our annual meeting of shareholders held on July 17, 2009, filed with the SEC on June 24, 2009; and
 

·  The description of our common stock included in our Registration Statement on Form 8-A filed with the Sec on September 2, 1992,
including any amendments, supplements or reports filed for the purpose of updating such description.

 
These filings, our other annual, quarterly, and current reports, our proxy statements, and our other SEC filings may be examined, and copies may be

obtained, at the SEC’s public reference room at 100 F Street, N.E., Washington, D.C. 20549. You may obtain information on the operation of the public
reference room by calling the SEC at (800) SEC-0330. Our SEC filings are also available to the public on the SEC’s Internet site at www.sec.gov. These
filings are also available on our website, www.consumerportfolio.com. You may also obtain, without charge, a copy of these filings upon written
request.  Any such request should be directed to Attention: Corporate Secretary, Consumer Portfolio Services, Inc., 19500 Jamboree Road, Irvine, California
92612.
 

The information about us contained in this Exchange Offer should be read together with the information contained in the documents to which we
have referred you.
 

R. Miscellaneous
 

We are not aware of any jurisdiction where the making of this Exchange Offer violates applicable law. If we become aware of any jurisdiction where
the making of this Exchange Offer violates applicable law, we will make a commercially reasonable good faith effort to comply with such law. If, after such
commercially reasonable good faith effort, we cannot comply with such law, this Exchange Offer will not be made to, nor will tenders be accepted from or on
behalf of, Eligible Optionholders residing in such jurisdiction.
 

We cannot guarantee that, subsequent to the Expiration Date, the per share market price of our common stock will increase to a price that is greater
than the exercise price of the New Options. We encourage you to review the section of this document entitled “Risk Factors” and the risk factors contained in
our Annual Report on Form 10-K and Form 10-K/A for the year ended December 31, 2008, as supplemented by our Quarterly Reports on Form 10-Q for the
quarters ended March 31, 2009, June 30, 2009, and September 30, 2009, respectively, before you decide whether to participate in this Exchange Offer.
 

WE HAVE NOT AUTHORIZED ANY PERSON TO MAKE ANY RECOMMENDATION ON OUR BEHALF AS TO WHETHER YOU
SHOULD TENDER YOUR ELIGIBLE OPTIONS PURSUANT TO THIS EXCHANGE OFFER. YOU SHOULD RELY ONLY ON THE
INFORMATION CONTAINED IN THIS DOCUMENT OR IN DOCUMENTS TO WHICH WE HAVE REFERRED YOU. WE HAVE NOT
AUTHORIZED ANYONE TO GIVE YOU ANY INFORMATION OR TO MAKE ANY REPRESENTATION IN CONNECTION WITH THIS
EXCHANGE OFFER OTHER THAN THE
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INFORMATION AND REPRESENTATIONS CONTAINED IN THIS DOCUMENT OR IN THE RELATED DOCUMENTS. IF ANYONE
MAKES ANY RECOMMENDATION OR REPRESENTATION TO YOU OR GIVES YOU ANY INFORMATION, YOU SHOULD NOT RELY
UPON THAT RECOMMENDATION, REPRESENTATION OR INFORMATION AS HAVING BEEN AUTHORIZED BY US.
 
 
Consumer Portfolio Services, Inc.
November 27, 2009

 
31



 



Exhibit (a)(1(C)
CONSUMER PORTFOLIO SERVICES, INC.

 
OFFER TO EXCHANGE CERTAIN OUTSTANDING STOCK OPTIONS

FOR NEW STOCK OPTIONS

ELECTION FORM

[Employee Name],

Consumer Portfolio Services, Inc., a California corporation (the “Company”), is offering Eligible Optionholders the opportunity to surrender Eligible
Options to purchase shares of the Company’s common stock, no par value, in exchange for New Options (the “Exchange Offer”), on the terms and conditions
and as more fully described in the Offer to Exchange document.  On the reverse of this page is a list of your Eligible Options that may be surrendered for
exchange pursuant to the Exchange Offer.  Please read this document carefully, including the Agreement to Terms and Conditions of Election attached hereto.
 

To make an election using this form, place a check mark (ü) in either the “Exchange” or “Do Not Exchange” box below next to each Eligible Option
noted on the reverse.  Any Election Form submitted without an “Exchange” or “Do Not Exchange” marked for each Eligible Option below will be rejected.
You may elect to exchange your Eligible Options for New Options by (i) delivering a fully-completed copy of this Election Form to: Attention: Corporate
Secretary, Consumer Portfolio Services, Inc., 19500 Jamboree Road, Irvine, California 92612; or (ii) sending a scanned or PDF copy of a fully-completed
copy of this Election Form via electronic mail to optionoffer@consumerportfolio.com, in each case on or before the Expiration Date.
 

FOR YOUR ELECTION TO BE EFFECTIVE, THIS COMPLETED AND SIGNED ELECTION FORM MUST BE RECEIVED BY THE
COMPANY BEFORE THE EXPIRATION DATE OF 9:00 P.M. PACIFIC TIME ON THURSDAY, DECEMBER 10, 2009 (OR SUCH LATER
DATE AS MAY APPLY IF THE EXCHANGE OFFER IS EXTENDED).
 

YOU MAY MODIFY YOUR ELECTION(S) AT ANY TIME BEFORE EXPIRATION OF THE EXCHANGE OFFER.  YOUR FINAL
ELECTION(S) RECEIVED BEFORE EXPIRATION OF THE EXCHANGE OFFER WILL SUPERSEDE ANY PREVIOUS ELECTION(S).
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Eligible Option Grant Date  
Number of

Eligible Options  
Current

Exercise Price
 Make ONE Election for

Each Eligible Option
      ☐ Exchange ☐ Do Not Exchange
      ☐ Exchange ☐ Do Not Exchange
      ☐ Exchange ☐ Do Not Exchange
      ☐ Exchange ☐ Do Not Exchange
      ☐ Exchange ☐ Do Not Exchange
      ☐ Exchange ☐ Do Not Exchange
      ☐ Exchange ☐ Do Not Exchange
      ☐ Exchange ☐ Do Not Exchange
      ☐ Exchange ☐ Do Not Exchange
      ☐ Exchange ☐ Do Not Exchange
      ☐ Exchange ☐ Do Not Exchange

You need not return the stock option agreements relating to your tendered Eligible Options, as they will be automatically cancelled if we accept your
tendered Eligible Options. If you have any questions concerning this Election Form, please contact Mark Creatura at (949) 753-6800 or at
optionoffer@consumerportfolio.com.
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AGREEMENT TO TERMS AND CONDITIONS OF ELECTION
 

By electing to exchange your Eligible Options for New Options, you hereby represent and agree to the following terms and conditions:
 

1. Capitalized terms used in this Election Form but not otherwise defined shall have the meaning given to them in the Offer to Exchange Certain
Outstanding Stock Options for New Stock Options, dated November 27, 2009, as amended.
 

2. The Exchange Offer and any rights to tender, or to withdraw a tender, of your Eligible Options will expire at 9:00 p.m. Pacific Time on
Thursday, December 10, 2009 (or on such later date if the Company extends the Exchange Offer).
 

3. I surrender to the Company for exchange those Eligible Options specified in the table above (i.e., those Eligible Options marked “Exchange”)
and understand that, upon acceptance by the Company, this Election Form will constitute a binding agreement between the Company and me, unless the
Company receives a valid withdrawal election with respect to such Eligible Options before the Exchange Offer expires.
 

4. I understand that the Company will determine, in its sole discretion, all questions as to the number of shares subject to Eligible Options tendered
and/or withdrawn, and the validity, form, eligibility (including time of receipt) and acceptance of my tender/withdrawal of Eligible Options.  Subject to any
order or decision by a court or arbitrator of competent jurisdiction, the Company’s determination of these matters will be final and binding on all parties.  The
Company may reject my tender/withdrawal of Eligible Options if it determines that it is not in the appropriate form or would be unlawful to accept.  The
Company may waive any defect or irregularity in my tender with respect to Eligible Options tendered before the Expiration Date of 9:00 p.m. Pacific Time on
Thursday, December 10, 2009.  My tender/withdrawal of Eligible Options will not be accepted until I have cured all defects or irregularities to the Company’s
satisfaction, or they have been waived by the Company, prior to the Expiration Date of 9:00 p.m. Pacific Time on Thursday, December 10, 2009.  Neither the
Company nor any other person is obligated to give me notice of any defects or irregularities in connection with your tender/withdrawal of Eligible Options.
 

5. I understand that if I validly surrender Eligible Options for exchange, and such Eligible Options are accepted and cancelled, I will lose my rights
to purchase any shares under such Eligible Options and I will receive in exchange the New Options.
 

6. I understand that any New Options issued to me in the Exchange Offer will be subject to vesting in a manner that bars any exercise for six
months after the New Option Grant Date but thereafter becomes exercisable on the same schedule as was applicable to the tendered Eligible Options;
provided, however, that I continue to remain employed by the Company during such periods as the New Options remain outstanding.
 

7. I understand that the exercise price per share for each New Option will be equal to the greater of $1.50, or the Last Reported Market Price,
which is the closing price of the Company’s common stock on the date the Exchange Offer expires as reported on The NASDAQ Global Market.
 

8. I understand that the New Options will be subject to the terms and conditions of the Company’s 2006 Long-Term Equity Incentive Plan (the
“2006 Stock Plan”), and that the New Options may be treated as incentive stock options or nonqualified stock options for U.S. federal income tax purposes,
depending, among other things, on the extent to which such options first become exercisable in any one tax year.  In particular, I am aware that a greater
portion of any New Options may first become exercisable in the year 2010 than was the case with respect to the corresponding surrendered options, which
may cause such New Options to be ineligible for treatment as incentive stock options.
 

9. I acknowledge that the Company has encouraged me to consult with my own tax, financial and legal advisors as to the consequences of
participating or not participating in the Exchange Offer.
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10. To remain eligible to surrender Eligible Options for exchange in the Exchange Offer, I understand that I must be employed by the Company on

the date the Exchange Offer commences and must remain employed by the Company through the date that New Options are granted. I understand that I must
also remain eligible to participate in the 2006 Stock Plan through the date the New Options are granted.
 

11. I understand that nothing in the Exchange Offer or related documents should be construed to confer upon me the right to remain an
employee of the Company. The terms of my employment with the Company remain unchanged. I understand that the Company cannot guarantee or provide
me with any assurance that I will not be subject to involuntary termination or that I will otherwise remain employed following the date on which the
Exchange Offer closes or thereafter.  Should I cease to be employed by the Company prior to all or any part of the New Options becoming exercisable,
I will not be able to exercise any or that part of the New Options (nor the corresponding surrendered options) to purchase common stock of the
Company.
 

12. I understand that in accordance with the terms and conditions of the Offer to Exchange document, the Company may extend, terminate, and/or
amend the Exchange Offer. In any such event, I understand that any Eligible Options surrendered for exchange but not accepted by the Company will remain
in effect and subject to their current terms and conditions.
 

13. I understand that my election to participate in the Exchange Offer is entirely voluntary, and I am aware that I may withdraw my decision to
surrender my eligible stock options at any time until the Exchange Offer expires.  I understand that my election to surrender my Eligible Options will be
irrevocable at 9:00 p.m. Pacific Time on Thursday, December 10, 2009, unless the Exchange Offer is extended.
 

14. I hereby sell, assign and transfer to the Company all right, title and interest in and to all of the Eligible Options that I am surrendering for
exchange as specified in the table above.
 

15. I understand that I must mark either the “Exchange” or “Do Not Exchange” box for each Eligible Option listed in the table above and that if I
do not make an election for each such Eligible Options noted in the table above, then my entire election will be rejected.
 

16. I hereby represent and warrant that I have full power and authority to elect to surrender the Eligible Options marked “Exchange” in the table
above and that, when and to the extent such Eligible Options are accepted by the Company, such Eligible Options will be free and clear of all security
interests, liens, restrictions, charges, encumbrances, conditional sales agreements or other obligations relating to the sale or transfer thereof, and such Eligible
Options will not be subject to any adverse claims. Without limiting the foregoing, I hereby represent and warrant that either I am not married and do not have
a registered domestic partner, my spouse or registered domestic partner has no community or other marital property rights in the Eligible Options or New
Options, or my spouse or registered domestic partner has consented to and agreed to be bound by the Election Form. Upon request, I will execute and deliver
any additional documents deemed by the Company to be necessary or desirable to complete the exchange of the Eligible Options I am electing to exchange.
 

17. I agree to all of the terms and conditions of the Exchange Offer, as more fully set forth in the Offer to Exchange document.
 
   
   
  Date:
Employee Signature   
   
   
   
Employee Name (please print)   
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Exhibit (a)(1)(D)

CONSUMER PORTFOLIO SERVICES, INC.
 

OFFER TO EXCHANGE CERTAIN OUTSTANDING STOCK OPTIONS
FOR NEW STOCK OPTIONS

NOTICE OF WITHDRAWAL

[Employee Name],

If you previously elected to surrender Eligible Options for exchange in the Offer to Exchange Certain Stock Options for New Stock Options (the
“Exchange Offer”) (via electronic mail or otherwise, as more fully described in the Offer to Exchange document), and you would like to withdraw your
election to exchange one or more of your Eligible Options, you must notify Consumer Portfolio Services, Inc., a California corporation (the “Company”), of
your withdrawal election before the Expiration Date of 9:00 p.m. Pacific Time on Thursday December 11, 2009 (or such later date as may apply if the
Exchange Offer is extended). Any withdrawal election received after that time will not be accepted. Please read this document carefully, including the
Agreement to Terms and Conditions of Election attached hereto.
 

To withdraw your prior election to exchange one or more of your Eligible Options, place a check mark (ü) in “Do Not Exchange” box below
corresponding to the Eligible Options that you previously surrendered and now wish to withdraw. You may submit your withdrawal election by (i) delivering
a fully-completed copy of this Notice of Withdrawal to: Attention: Corporate Secretary, Consumer Portfolio Services, Inc., 19500 Jamboree Road, Irvine,
California 92612; or (ii) sending a scanned or PDF copy of a fully-completed copy of this Notice of Withdrawal via electronic mail to
optionoffer@consumerportfolio.com, in each case on or before the Expiration Date of 9:00 p.m. Pacific Time on Thursday December 11, 2009. Any Notice of
Withdrawal submitted without a “Do Not Exchange” mark against the corresponding Eligible Options that you previously surrendered and now wish to
withdraw will be rejected.
 

FOR A WITHDRAWAL ELECTION TO BE EFFECTIVE, THIS NOTICE OF WITHDRAWAL MUST BE COMPLETED, SIGNED AND
RECEIVED BY THE COMPANY BEFORE THE EXPIRATION DEADLINE OF 9:00 P.M. PACIFIC TIME ON THURSDAY, DECEMBER 10,
2009 (OR SUCH LATER DATE AS MAY APPLY IF THE EXCHANGE OFFER IS EXTENDED).
 

Your withdrawal will be effective as of the date a properly completed Notice of Withdrawal is received by the Company. You are responsible for
making sure that the Notice of Withdrawal is received by the Company before expiration of the Exchange Offer. If you miss the deadline to submit a Notice
of Withdrawal, but remain an Eligible Optionholder, your previously surrendered Eligible Options will be cancelled and exchanged pursuant to the Exchange
Offer. You should consider retaining copies of Notice(s) of Withdrawal for your own files. Once you have withdrawn Eligible Options, you may again
surrender such Eligible Options by once again making an election to surrender the Eligible Options in accordance with the Offer to Exchange document and
the related Election Form prior to the expiration of the Exchange Offer.
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If you have any questions concerning this Election Form, please contact Mark Creatura at (949) 753-6800 or optionoffer@consumerportfolio.com.

 

Eligible Option Grant Date  
Number of

Eligible Options  
Current

Exercise Price  

Make ONE Election for
Each Eligible Option  to be Withdrawn

from Exchange
       
      ☐ DO NOT EXCHANGE
      ☐ DO NOT EXCHANGE
      ☐ DO NOT EXCHANGE
      ☐ DO NOT EXCHANGE
      ☐ DO NOT EXCHANGE
      ☐ DO NOT EXCHANGE
      ☐ DO NOT EXCHANGE
      ☐ DO NOT EXCHANGE
      ☐ DO NOT EXCHANGE
      ☐ DO NOT EXCHANGE

 
 

 

 

 

 
2



 

AGREEMENT TO TERMS AND CONDITIONS OF ELECTION
 

By electing to withdraw your election to exchange one or more of your Eligible Options, you hereby represent and agree to the following terms and
conditions:
 

1. Capitalized terms used in this Election Form but not otherwise defined shall have the meaning given to them in the Offer to Exchange Certain
Outstanding Stock Options for New Stock Options, dated November 27, 2009, as amended.
 

2. The Exchange Offer and any rights to tender, or to withdraw a tender, of your Eligible Options will expire at 9:00 p.m. Pacific Time on
Thursday December 10, 2009 (or on such later date if the Company extends the Exchange Offer).
 

3. I previously elected to surrender Eligible Options for exchange in the Exchange Offer and now wish to withdraw one or more of my surrendered
Eligible Options. I understand that by signing this Notice of Withdrawal and delivering it pursuant to the instructions described in the Offer to Exchange
document and the instructions above, I will be withdrawing my election with respect to the Eligible Options specified in the table below (the Eligible Options
marked “Do Not Exchange”).
 

4. By withdrawing my prior election to surrender Eligible Options for exchange, I understand that I will not receive any New Options for, and will
continue to hold, the Eligible Options withdrawn from the Exchange Offer, which will continue to be governed by the terms and conditions of the applicable
stock option agreement(s) relating to such Eligible Options.
 

5. I withdraw my prior election to exchange one or more of my Eligible Options to the Company as specified in the table above (i.e., those Eligible
Options marked “Do Not Exchange”) and understand that, upon acceptance by the Company, this Notice of Withdrawal will constitute a binding agreement
between the Company and me, unless the Company receives a valid Election Form with respect to such Eligible Options before the Exchange Offer expires.
 

6. I understand that the Company will determine, in its sole discretion, all questions as to the number of shares subject to Eligible Options tendered
and/or withdrawn, and the validity, form, eligibility (including time of receipt) and acceptance of your tender/withdrawal of Eligible Options.  Subject to any
order or decision by a court or arbitrator of competent jurisdiction, the Company’s determination of these matters will be final and binding on all parties.  The
Company may reject any tender/withdrawal of Eligible Options that it determines is not in the appropriate form or would be unlawful to accept.  The
Company may waive any defect or irregularity in your tender with respect to Eligible Options tendered before the Expiration Date of 9:00 p.m. Pacific Time
Thursday December 10, 2009.  Your tender/withdrawal of Eligible Options will not be accepted until you have cured all defects or irregularities to the
Company’s satisfaction, or they have been waived by the Company, prior to the Expiration Date of 9:00 p.m. Pacific Time on Thursday December 10,
2009.  Neither the Company nor any other person is obligated to give notice of any defects or irregularities in connection with your tender/withdrawal of
Eligible Options.
 

7. I acknowledge that the Company has encouraged me to consult with my own tax, financial and legal advisors as to the consequences of
participating or not participating in the Exchange Offer.
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8. I understand that nothing in the Exchange Offer or related documents should be construed to confer upon me the right to remain an employee of

the Company. The terms of my employment with the Company remain unchanged. I understand that the Company cannot guarantee or provide me with any
assurance that I will not be subject to involuntary termination or that I will otherwise remain employed following the date on which the Exchange Offer closes
or thereafter.
 

9. I understand that my election to withdraw prior surrendered Eligible Options will be irrevocable at 9:00 p.m. Pacific Time on
Thursday, December 10, 2009, unless the Exchange Offer is extended.
 

10. I hereby represent and warrant that I have full power and authority to elect to withdraw previously surrendered eligible stock options checked
“Do Not Exchange” in the table above. Without limiting the foregoing, I hereby represent and warrant that either I am not married and do not have a
registered domestic partner, my spouse or registered domestic partner has no community or other marital property rights in the Eligible Options or New
Options, or my spouse or registered domestic partner has consented to and agreed to be bound by this Notice of Withdrawal. Upon request, I will execute and
deliver any additional documents deemed by the Company to be necessary or desirable in connection with my election to withdraw previously surrendered
stock options pursuant to this Notice of Withdrawal.
 

11. I agree to all of the terms and conditions of the Exchange Offer, as more fully set forth in the Offer to Exchange document.
 
   
   
  Date:
Employee Signature   
   
   
   
Employee Name (please print)   
   
   
Ex___________________________   
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