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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, DC 20549

FORM 10-Q

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

For the quarterly period ended June 30, 2014

Commission file number: 1-11416

CONSUMER PORTFOLIO SERVICES, INC.

(Exact name of registrant as specified in its chaefr)

California 33-045913¢
(State or other jurisdiction of incorporation oganization) (IRS Employer Identification No
3800 Howard Hughes Parkway, Suite 1400,
Las Vegas, Nevac 89169
(Address of principal executive office (Zip Code)

Registrant’s telephone number, including Area Code(949) 753-6800
Former name, former address and former fiscal yeelnanged since last report: N/A

Indicate by check mark whether the registrant {{&ifall reports required to be filed by Sectiondr315(d) of the Securities Exchange Ac
1934 during the preceding 12 months (or for suarteh period that the registrant was required o duch reports) and (2) has been subje
such filing requirements for the past 90 days. M@No [ ]

Indicate by check mark whether the registrant hdwnitted electronically and posted on its corpoifeb site, if any, every Interactive D
File required to be submitted and posted pursuaRule 405 of Regulation $8232.405 of this chapter) during the precedi@grionths (c
for such shorter period that the registrant wasired to submit and post such files). Yes [X] Nd [

Indicate by check mark whether the registrant large accelerated filer, an accelerated filer, a-acelerated filer or a smaller report
company. See definition of “accelerated filer”,rja accelerated filer” and “smaller reporting comgan Rule 12b-2 of the Exchange Act.

Large Accelerated Filer [ ] Accelerated Filer [X]
Non-Accelerated Filer [ ] Smaller Reporting Compa ]

Indicate by check mark whether the registrantsell company (as defined in Rule 12b-2 of the Exge Act). Yes[ ] No [X]
As of July 23, 2014 the registrant had 25,287,0gf@mon shares outstanding.
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PART I. FINANCIAL INFORMATION
Item 1. Financial Statements
CONSUMER PORTFOLIO SERVICES, INC. AND SUBSIDIARIES

UNAUDITED CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands, except share and per share data)

June 30, December 31,
2014 2013
ASSETS
Cash and cash equivalel $ 14,42¢  $ 22,11
Restricted cash and equivale 154,90:. 132,28
Finance receivable 1,312,74 1,155,06
Less: Allowance for finance credit losses (53,326 (39,626
Finance receivables, n 1,259,41! 1,115,43
Finance receivables measured at fair vi 5,68¢ 14,47¢
Residual interest in securitizatio 26( 854
Furniture and equipment, n 1,00¢ 76€
Deferred financing cos 10,92: 11,07:
Deferred tax assets, r 51,55( 59,21
Accrued interest receivab 19,50( 18,67(
Other assets 23,40: 21,48:
$ 154107 $ 1,396,36
LIABILITIES AND SHAREHOLDERS' EQUITY
Liabilities
Accounts payable and accrued expet $ 2425.  $ 24,83¢
Warehouse lines of crec 41,29( 9,45:
Residual interest financir 14,07¢ 19,09¢
Debt secured by receivables measured at fair \ 5,39: 13,117
Securitization trust del 1,326,311 1,177,55
Senior secured debt, related pe - 38,55¢
Subordinated renewable notes 18,03¢ 19,14
1,429,37 1,301,76.
COMMITMENTS AND CONTINGENCIES
Shareholders' Equity
Preferred stock, $1 par value; authorized 4,998sk0es; none issu - -
Series A preferred stock, $1 par value; author&@00,000 shares; none isst - -
Series B preferred stock, $1 par value; authoriz8@0 shares; none issu - -
Common stock, no par value; authorized 75,000,0@0es; 25,150,102 and 24,015,585 shi
issued and outstanding at June 30, 2014
December 31, 2013, respectivi 76,79: 73,42:
Retained earning 36,00¢ 22,27"
Accumulated other comprehensive loss (1,095 (1,09%)
111,70: 94,60:
$ 154107 $ 1,396,36!

See accompanying Notes to Unaudited Condensed Consolidated Financial Statements.




CONSUMER PORTFOLIO SERVICES, INC. AND SUBSIDIARIES
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF OPER ATIONS
(In thousands, except per share data)

Revenues:

Interest incom:

Servicing fee:

Other income

Gain on cancellation of debt

Expenses:

Employee cost

General and administrati
Interest

Provision for credit losse
Provision for contingent liabilitie
Marketing

Occupancy

Depreciation and amortization

Income before income tax exper
Income tax expense
Net income

Earnings per shar
Basic
Diluted

Number of shares used in computing earn
per share
Basic
Diluted

Three Months Ended

Six Months Ended

June 30, June 30,
2014 2013 2014 2013

68,22 $ 55,797 133,21 $ 106,96«
367 87¢ 88( 1,78¢
3,00¢ 2,86: 5,64: 5,38(
- 10,94° - 10,94°
71,59 70,48: 139,74( 125,07!
11,77: 11,527 22,66« 20,47¢
5,07t 4,51¢ 8,67¢ 8,27:
11,94: 14,60: 25,32 30,94°
25,62" 17,37: 49,50¢ 32,51¢
- 9,65( - 9,65(
3,81z 3,47: 7,65¢ 6,65¢
90¢ 68¢ 1,59¢ 1,22¢
127 114 221 257
59,26¢ 61,93¢ 115,64 110,00:
12,32¢ 8,54¢ 24,09 15,07:
5,30: 3,721 10,36: 6,46¢
7,02¢ $ 4,82 13,73: $ 8,61(
0.2¢ $ 0.2% 0.5¢ $ 0.4z
0.2 0.1¢ 0.4z 0.27
25,02¢ 20,98¢ 24,69 20,53
32,00z 31,78¢ 32,00¢ 31,70¢

See accompanying Notes to Unaudited Condensed Consolidated Financial Satements.




CONSUMER PORTFOLIO SERVICES, INC. AND SUBSIDIARIES
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF COMP REHENSIVE INCOME
(In thousands)

Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013
Net income $ 7,02¢ $ 4,82 $ 13,73: % 8,61(
Other comprehensive income/(loss); chan
in funded status of pension plan - - - -
Comprehensive income $ 7,02¢ $ 482t $ 13,73  $ 8,61(

See accompanying Notes to Unaudited Condensed Consolidated Financial Satements.




CONSUMER PORTFOLIO SERVICES, INC. AND SUBSIDIARIES
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)

Cash flows from operating activities:
Net income

Adjustments to reconcile net income to net caskigeal by operating activitie:

Accretion of deferred acquisition fe
Accretion of purchase discount on receivables nreasat fair value
Amortization of discount on securitization trusbtl
Amortization of discount on senior secured debgtesl party
Accretion of premium on debt secured by receivabieasured at fair valt
Mark to fair value on debt secured by receivableasared at fair valu
Mark to fair value of receivables measured atfalue
Depreciation and amortizatic
Amortization of deferred financing cos
Provision for credit losse
Provision for contingent liabilitie
Stocl-based compensation expel
Interest income on residual ass
Gain on cancellation of de
Changes in assets and liabiliti

Accrued interest receivab

Deferred tax assets, r

Other asset

Accounts payable and accrued expenses

Net cash provided by operating activities

Cash flows from investing activities:

Purchases of finance receivables held for invest:
Payments received on finance receivables helchf@stmen
Payments received on receivables portfolio ataliue
Proceeds received on residual interest in secatiiizs
Change in repossessions held in inven
Decreases (increases) in restricted cash and gashatents, ne
Purchase of furniture and equipment

Net cash used in investing activities

Cash flows from financing activities:
Proceeds from issuance of securitization trust
Proceeds from issuance of subordinated renewals
Payments on subordinated renewable n
Net proceeds from (repayments of) warehouse lifiesedlit
Proceeds from (repayments of) residual interesniimg deb
Repayment of securitization trust di
Repayment of debt secured by receivables meastifaut @alue
Repayment of senior secured debt, related |
Payment of financing cos
Repurchase of common sta
Exercise of options and warrants

Net cash provided by financing activiti

Increase (decrease) in cash and cash equivz

Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

Supplemental disclosure of cash flow informati
Cash paid during the period fc
Interest
Income taxe:

Six Months Ended

June 30,
2014 2013
13,73: $ 8,61(
(8,929 (20,309
(359 (989
7€ 502
62% 1,37(
49( 1,55¢
33¢ (497)
8 61%
221 257
3,38¢ 1,19¢
49,50¢ 32,51¢
- 9,65(
1,45¢ 1,82(
(23€) -
- (10,94°)
(830 (2,499
7,66t 5,66¢
70¢ (977)
(587) 2,81¢
67,28 40,37:
(401,26¢) (383,899
216,69¢ 166,62!
9,13t 29,72(
83C 2,57¢
(2,629 (580
(22,619 (18,419
(461) (77)
(200,31) (204,05))
382,50( 390,00
26( 1,027
(1,369 (1,739
31,83¢ (4,587
(5,017 20,00(
(233,81f) (188,16))
(8,559 (32,549
(39,187 (12,13Y)
(3,236 (3,240
- (1,139
1,917 1,81¢
125,34: 169,29t
(7,686 5,61¢
22,11 12,96¢
14,42¢ $ 18,58¢
23,28¢ $ 25,61:
2,51« $ 1,69¢



Non-cash financing activities
Derivative warrants reclassified from accounts jg/do common stoc $ - $ 58:¢

See accompanying Notes to Unaudited Condensed Consolidated Financial Statements.
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CONSUMER PORTFOLIO SERVICES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(1) Summary of Significant Accounting Policies
Description of Business

We were formed in California on March 8, 1991. \Wedalize in purchasing and servicing retail autbiteoinstallment sale contra
(“automobile contracts” or “finance receivablest)ginated by licensed motor vehicle dealers locdkedughout the United States (“dealgrs”
in the sale of new and used automobiles, lightksuand passenger vans. Through our purchases, av@@rindirect financing to dea
customers for borrowers with limited credit hises; low incomes or past credit problems (“sub-proustomers”)We serve as an alternat
source of financing for dealers, allowing saleststomers who otherwise might not be able to obfiaizncing. In addition to purchasi
installment purchase contracts directly from deslere have also (i) acquired installment purchasgracts in four merger and acquisi
transactions, (ii) purchased immaterial amountseificle purchase money loans from raffiiated lenders, and (iii) lent money directly
consumers for an immaterial amount of loans secbsegehicles. In this report, we refer to all ofthucontracts and loans as "automc
contracts."”

Basis of Presentation

Our Unaudited Condensed Consolidated FinanciakBtants have been prepared in conformity with adiogiprinciples general
accepted in the United States of America, with itietructions to Form 10-Q and with Article 10 of dRéation SX of the Securities at
Exchange Commission, and include all adjustmerdas dhe, in managemeatopinion, necessary for a fair presentation ofrésalts for th
interim periods presented. All such adjustments ere¢he opinion of management, of a normal reagrmature. Results for the sientt
period ended June 30, 2014 are not necessarilyatidé of the operating results to be expectedHerfull year.

Certain information and footnote disclosures nohlnmaicluded in financial statements prepared inoadance with accountii
principles generally accepted in the United StafeAmerica have been condensed or omitted fromethésaudited Condensed Consolidi
Financial Statements. These Unaudited Condensedolidated Financial Statements should be read mjuoction with the Consolidat
Financial Statements and Notes to ConsolidatednEinhStatements included in our Annual Report omi10K for the year ended Decem
31, 2013.

Use of Estimates

The preparation of financial statements in conftymiith accounting principles generally acceptedhia United States of Ameri
requires us to make estimates and assumptionaffieat the reported amounts of assets and liadsliéis of the date of the financial statem
as well as the reported amounts of income and egseduring the reported periods. Specifically, alper of estimates were made
connection with determining an appropriate allovearior finance credit losses, determining approgri@serves for contingent liabiliti
valuing finance receivables measured at fair vale the related debt, valuing residual interesiicuritizations, accreting net acquisition f
amortizing deferred costs, valuing stock optiond aarrants issued, and recording deferred tax s.gset reserves for uncertain tax positi
These are material estimates that could be subtept changes in the near term and, accordinglyyah results could differ from thc
estimates.

Other Income

The following table presents the primary componefit®©ther Income for the three-month and signth periods ending June 30, 2
and 2013:

Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013
(In thousands) (In thousands)

Direct mail revenue $ 2,171 % 1,96: % 4,02: $ 3,721
Convenience fee reven $ 80C 82¢ 1,61( 1,51¢
Recoveries on previously charged-off

contracts $ 48 54 83 104
Sales tax refund $ 12¢ - 231 84
Other $ (142) 17 (304 (50)
Other income for the period $ 3,006 $ 2,86: $ 564 $ 5,38(




CONSUMER PORTFOLIO SERVICES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Stock-based Compensation

We recognize compensation costs in the financééstents for all shafgased payments based on the grant date fair vatireage:
in accordance with the provisions of ASC 718 “St@tkmpensation”.

For the six months ended June 30, 2014 and 2018eeeded stockased compensation costs in the amount of $1.foméind $1.
million, respectively. As of June 30, 2014, unretiagd stockdased compensation costs to be recognized ovenefpiriods equaled $1(
million. This amount will be recognized as expeaser a weighted-average period of 3.2 years.

The following represents stock option activity foe six months ended June 30, 2014:

Weighted
Number of Weighted Average
Shares Average Remaining
(in thousands) Exercise Price Contractual Term

Options outstanding at the beginning of pel 10,12¢  $ 3.3C N/A
Granted - - N/A
Exercisec (97¢) 2.22 N/A
Forfeited (103) 4.5¢ N/A

Options outstanding at the end of period 9,047 $ 3.41 6.34 year:

Options exercisable at the end of period 5841 % 2.4¢ 5.30 year:

At June 30, 2014, the aggregate intrinsic valueopfions outstanding and exercisable was $38.6 aniland $30.1 millior
respectively. There were 978,000 options exerdisethe three months ended June 30, 2014 compard84t,000 for the comparable perio
2013. There were 4.1 million shares available fibaife stock option grants under existing plansfasine 30, 2014.

Purchases of Company Stock

During the six-month period ended June 30, 20142818, we repurchased 73,788 and 118,544 shares, respectofetyir commo
stock, at average prices of $7.91 and $9.60, réisphc All purchases were related to net exercisksutstanding options and warrants
transactions during the simonth period ended June 30, 2014, the holder abiptand warrants to purchase 395,000 shares of@mumotl
stock paid the aggregate $583,000 exercise pricaulngnder to us of 73,788 of such 395,000 shdie=re were no open market purchast
our common stock.

New Accounting Pronouncements

In May 2014, the FASB issued an update (ASU No.4209, Revenue from Contracts with Customers) creafA§B Topic 60¢
Revenue from Contracts with Customers. The guigancthis update affects any entity that eithereeninto contracts with customers
transfer goods or services or enters into contrietshe transfer of nonfinancial assets unlessehcontracts are within the scope of ¢
standards (for example, insurance contracts oeleastracts). The core principle of the guidarscéhat an entity should recognize revent
depict the transfer of promised goods or servicesustomers in an amount that reflects the coraiier to which the entity expects to
entitled in exchange for those goods or serviddse guidance provides steps to follow to achieeedbre principle. An entity should discli
sufficient information to enable users of finan@ttements to understand the nature, amount,giarid uncertainty of revenue and cash f
arising from contracts with customers. Qualitatimed quantitative information is required about tcacts with customers, significi
judgments and changes in judgments, and assefgnieged from the costs to obtain or fulfill a comtra The amendments in this update bec
effective for annual periods and interim periodthi those annual periods beginning after Deceribef016. We are currently evaluating
impact of adopting the new guidance on the conatdid financial statements.

Reclassifications

Some items in the prior year financial statemengseweclassified to conform to the current presemtaReclassifications had
effect on prior year net income or total sharehadequity.




CONSUMER PORTFOLIO SERVICES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Financial Covenants

Certain of our securitization transactions, ourehause credit facilities and our residual intefesincing contain various financ
covenants requiring minimum financial ratios angutes. Such covenants include maintaining minimesrels of liquidity and net worth a
not exceeding maximum leverage levels. As of Juhe&B14, we were in compliance with all such covesaln addition, certain securitizat
and non-securitization related debt agreementsagontossdefault provisions that would allow certain credstto declare a default if a defe
occurred under a different facility.

Finance Receivables and Related Debt Measured atiF&alue

In September 2011 we purchased approximately $2tildn of finance receivables from Fireside Bafhese receivables and
related acquisition debt are recorded on our balaheet at fair value. There are no level 1 orlI2veputs (as described by ASC 820) avail
to us for measurement of such receivables, oti@rélated debt. Our level 3, unobservable inpftect our own assumptions about the fac
that market participants use in pricing similareigables and debt, and are based on the best iafimmavailable in the circumstances.
valuation method used to estimate fair value maydpce a fair value measurement that may not beatide of ultimate realizable val
Furthermore, while we believe our valuation methads appropriate and consistent with those usedthgr market participants, the use
different methods or assumptions to estimate thievédue of certain financial instruments coulduiesn different estimates of fair value. Thi
estimated values may differ significantly from tredues that would have been used had a readilyaiaimarket for such receivables or (
existed, or had such receivables or debt beerdiéded, and those differences could be materiddddihancial statements.

Gain on Cancellation of Debt

In April 2013, we repurchased the outstanding Clas®otes issued by our first 2008 securitizatiarsty for a cash payment of $
million and a new 5% note for $5.3 million due im& 2014. The Class D notes were held by the salaed party that held our senior seci
debt. On the date we repurchased the Class D rthte§ilass D note holder owned 10.5% of our outBtencommon stock. We subseque
exercised our “clean-up caltiption and repurchased the remaining collaterahftbe related securitization trust. The aggregataevof ou
consideration given for the Class D notes was $0li8n less than our carrying value of the Cl&ssotes at the time of the repurchase.
result of the repurchase of the Class D notes hadermination of the securitization trust, we il a gain of $10.9 million for the three-
month and six-month periods ended June 30, 2013.

Provision for Contingent Liabilities

We are routinely involved in various legal proceegi resulting from our consumer finance activiéesl practices, both continui
and discontinued. Our legal counsel has adviseshusuch matters where, based on information auaeilaibthe time of this report, there is
indication that it is both probable that a lialyilitas been incurred and the amount of the los®earasonably determined.

In June 2013, we recognized $9.7 million in congimg liability expenses to either record or incretfse amounts we believ
represented our best estimate of probable incuosses related to various matters. The amount Wa@sated in part to a long running case
refer to as the Stanwich litigation, and also taencent matters. The more recent matters incltdedCalifornia class action suits where
are the defendant, and a governmental inquiry,hiciwvthe United States Federal Trade Commissiom Q' had informally proposed that
refrain from certain allegedly unfair trade praetic and make restitutionary payments into a consuglief fund. In May 2014, the F1
announced its agreement to settle the matter lmgfa lawsuit against us, and requesting, with aumsent, that the court enter an ag
judgment against us. The lawsuit arose out of th€'s inquiry into our business practices. Under theead) settlement, we will ma
approximately $1.9 million of restitutionary paynterand $1.6 million of account adjustments to amddur customers, pay a $2 mill
penalty to the federal government, and implemeotgdural changes, all pursuant to a consent dednézh has since been entered by
court. The cost to us of the payments, adjustmamispenalty is within the contingency reserve thatrecorded in June 2013 with respe:
this matter. The $2 million penalty was paid ind@014.

We have recorded a liability as of June 30, 20Jckvrepresents our best estimate of probable ieddosses for legal contingenc
The amount of losses that may ultimately be in@ioa@nnot be estimated with certainty.




CONSUMER PORTFOLIO SERVICES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(2) Finance Receivables

Our portfolio of finance receivables consists ofafirbalance homogeneous contracts comprising a simgiment and class thal
collectively evaluated for impairment on a portiobasis according to delinquency status. Our conparchase guidelines are designe
produce a homogenous portfolio. For key terms saghinterest rate, length of contract, monthly paytmend amount financed, there
relatively little variation from the average fortiportfolio. We report delinquency on a contractdis. Once a contract becomes greatel
90 days delinquent, we do not recognize additiortalest income until the obligor under the corttraekes sufficient payments to be less
90 days delinquent. Any payments received on araonthat is greater than 90 days delinquent asé dpplied to accrued interest and the
principal reduction.

The following table presents the components of ikieaReceivables, net of unearned interest:

June 30, December 31
2014 2013
Finance Receivable (In thousands)
Automobile finance receivables, net of unearneerett $ 133493 $ 1,182,95
Less: Unearned acquisition fees and originatiorsssco $ (22,199 $ (27,88
Finance Receivables $ 1312,74  $ 1,155,06:

We consider an automobile contract delinquent wherobligor fails to make at least 90% of a contrally due payment by tl
following due date, which date may have been exddnadithin limits specified in the servicing agreettse The period of delinquency is ba
on the number of days payments are contractually ghaze, as extended where applicable. Automobitraots less than 31 days delinquen
not included. In certain circumstances we will grabligors onemonth payment extensions to assist them with tearparash flow problem
The only modification of terms is to advance théigay’s next due date by one month and extend the matlaie of the receivable by ¢
month. In certain limited cases, a twwnth extension may be granted. There are no athecessions such as a reduction in interest
forgiveness of principal or of accrued interestcéwingly, we consider such extensions to be in@mt delays in payments rather tl
troubled debt restructurings. The following tahlensnarizes the delinquency status of finance rebégaas of June 30, 2014 and Decembe
2013:

June 30, December 31
2014 2013
(In thousands)

Deliquency Statu

Current $ 1,279,710 $ 1,125,92
31- 60 days $ 30,94¢ 21,42:
61- 90 days $ 17,04( 24,66!
91 + days $ 7,23¢€ 10,94(

$ 1,334,933 $ 1,182,95!

Finance receivables totaling $7.2 million and $1t#lion at June 30, 2014 and December 31, 2018paetively, including &
receivables greater than 90 days delinquent, hage placed on non-accrual status as a result iofdéénquency status.

We use a loss allowance methodology commonly redeto as " static pooling,Which stratifies our finance receivable portfolitd
separately identified pools based on the periodrifination. Using analytical and formula driverchi@iques, we estimate an allowance
finance credit losses, which we believe is adeqt@teprobable incurred credit losses that can l@sarably estimated in our portfolio
automobile contracts. The estimate for probablernmd credit losses is reduced by our estimatduimre recoveries on previously incur
losses. Provision for losses is charged to ouram@ed statement of operations. Net losses ieduon finance receivables are charged t
allowance. We establish the allowance for new ket#es over the 12-month period following their @gisgion.
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CONSUMER PORTFOLIO SERVICES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

The following table presents a summary of the #gtifor the allowance for finance credit losses fioe three-month and sixontt
periods ended June 30, 2014 and 2013:

Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013
(In thousands) (In thousands)

Balance at beginning of peri $ 44.65. $ 2488. $ 39,62¢ $ 19,59¢
Provision for credit losses on finance

receivable: $ 25,62; 17,37: 49,50¢ 32,51¢
Chargeoffs $ (26,985 (13,369 (50,52¢) (26,27°)
Recoveries $ 10,03: 3,21( 14,71¢ 6,26¢
Balance at end of period $ 53,32t $ 32,100 $ 53,32t $ 32,10:

Excluded from finance receivables are contracts wexe previously classified as finance receivallles were reclassified as ot
assets because we have repossessed the vehidmgédha Contract. The following table presentsummiary of such repossessed inver
together with the allowance for losses in reposskgs/entory that is not included in the allowafmefinance credit losses:

June 30, December 31
2014 2013
(In thousands)
Gross balance of repossessions in inver $ 28,88: $ 24,74
Allowance for losses on repossessed inventory $ (16,297 (14,779
Net repossessed inventory included in other a: $ 12,59: $ 9,96/

(3) Finance Receivables Measured at Fair Value

In September 2011 we purchased approximately $2filll®n of finance receivables from Fireside Barlkhese receivables
recorded on our balance sheet at fair value.

The following table presents the components of ikieaReceivables measured at fair value:

June 30, December 31
2014 2013
Finance Receivables Measured at Fair Vi (In thousands)

Finance receivables and accrued interest, netedmed interes $ 5,651 $ 14,78¢
Less: Fair value adjustment $ 3 8 (310
$

Finance receivables measured at fair value 5,68¢ $ 14,47¢

The following table summarizes the delinquencyustatf finance receivables measured at fair valugf dsne 30, 2014 and Decem
31, 2013:

June 30, December 31
2014 2013
(In thousands)

Deliquency Statu

Current $ 499¢ $ 13,42:
31- 60 days $ 42§ 87§
gi 9(;) days i 177 252
+ days 5C 234

$ 5,651 $ 14,78¢
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CONSUMER PORTFOLIO SERVICES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(4) Securitization Trust Debt

We have completed many securitization transactibasare structured as secured borrowings for &i@mccounting purposes. 1
debt issued in these transactions is shown on maudited Condensed Consolidated Balance SheetSexauritization trust debt,and th

components of such debt are summarized in thewoilp table:

Weighted

Average
Contractual

Final Receivables Outstanding Outstanding Interest

Scheduled Pledged at Principal at Principal at Rate at

Payment June 30, Initial June 30, December 31 June 30,

Series Date (1) 2014 (2) Principal 2014 2013 2014
(Dollars in thousands)
Page Five Fundin January 201 $ 7,30 % 46,05¢ $ 5,52( 9,35¢ 9.28Y%
CPS 201-A April 2018 19,47 104,54t 15,61« 24,52¢ 3.02¥%
CPS 201-B September 20: 32,82( 111,04t 32,33¢ 44,43: 4.57%
CPsS 201-C March 201! 42,11: 119,40( 41,88t 56,27 4.95%
CPS 201-A June 201 49,54¢ 155,00( 48,97 65,05! 3.48Y%
CPS 201-B September 20: 66,79¢ 141,50( 66,59° 86,25¢ 3.18%
CPS 201-C December 201 72,71 147,00( 72,357 93,00¢ 2.51%
CPS 201-D March 202 87,75¢ 160,00( 87,32: 108,81! 2.17%
CPS 201-A June 202 123,38t 185,00( 121,60° 142,84 1.99%
CPS 201-B September 20: 147,98¢ 205,00( 143,12( 172,49¢ 2.41%
CPS 201-C December 20z 166,12¢ 205,00( 162,87: 191,50 2.55Y%
CPS 201-D March 202 161,43¢ 183,00( 157,70° 183,00( 2.29Y%
CPS 201-A June 202 170,66 180,00( 167,91: - 1.92%
CPS 2014-B (3) September 20: 129,68: 202,50( 202,50( - 1.77%
$ 1,277,8L. $ 2,145,05 $ 1,326,31 $ 1,177,55

(1)  TheFinal Scheduled Payment Date represents final legal maturity of the securitization trust debt. Securitization trust debt is expected to
become due and to be paid prior to those dates, based on amortization of the finance receivables pledged to the trusts. Expected
payments, which will depend on the performance of such receivables, as to which there can be no assurance, are $268.7 million in 2014,
$470.3 million in 2015, $313.0 million in 2016, $177.4 million in 2017, $78.8 millionin 2018 and $18.1 million in 2019.

(2)  Includes repossessed assets that are included in Other assets on our Unaudited Condensed Consolidated Balance Sheet.

(3)  Anadditional $71.1 million of receivables were pledged to CPS2014-B in July 2014.

All of the securitization trust debt was sold invate placement transactions to qualified institndl buyers. The debt was iss
through our wholly-owned bankruptcy remote subsidiand is secured by the assets of such suliesliut not by our other assets.

The terms of the securitization agreements relateithe issuance of the securitization trust delot goe warehouse credit facilit
require that we meet certain delinquency and cied# criteria with respect to the pool of receleaband certain of the agreements require
we maintain minimum levels of liquidity and not eedd maximum leverage levels. In addition, cert@oustization and nosecuritizatiol
related debt contain crosefault provisions, which would allow certain crteds to declare a default if a default were declameder a differel
facility. As of June 30, 2014, we were in complianeth all such covenants.

We are responsible for the administration and cttl@ of the automobile contracts. The securitmathgreements also require cer
funds be held in restricted cash accounts to peoaittlitional collateral for the borrowings, to Ippked to make payments on the securitize
trust debt or as priending proceeds from a term securitization pratite purchase of additional collateral. As of J8@eg2014, restricted ce
under the various agreements totaled approxim&t&h#.9 million, of which $71.1 million representprbfunding proceeds. Interest expe
on the securitization trust debt consists of tlaest rate of interest plus amortization of addalocosts of borrowing. Additional costs
borrowing include facility fees, amortization offdered financing costs and discounts on notes $ddlerred financing costs and discount:
notes sold related to the securitization trust debtamortized using a level yield method. Accagliinthe effective cost of the securitizat
trust debt is greater than the contractual raiatefest disclosed above.
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CONSUMER PORTFOLIO SERVICES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Our wholly-owned bankruptcy remote subsidiarieseviarmed to facilitate the above asbatked financing transactions. Sim
bankruptcy remote subsidiaries issue the debtandgtg under our credit facilities. Bankruptcy réencefers to a legal structure in which
expected that the applicable entity would not lmduided in any bankruptcy filing by its parent ofilaftes. All of the assets of these subsidie
have been pledged as collateral for the related. ddbsuch transactions, treated as secured fimagscfor accounting and tax purposes,
treated as sales for all other purposes, incluldiggl and bankruptcy purposes. None of the asé¢iese subsidiaries are available to pay «
creditors.

(5) Debt
The terms and amounts of our other debt outstaratidgne 30, 2014 and December 31, 2013 are suzeddrelow:

Amount Outstanding at

June 30, December 31,
2014 2013
(In thousands)
Description Interest Ratt Maturity
Warehouse lines of credit 5.73% over one month March 2017 $ 23,17: $ 9,452
Libor (Minimum 6.73%)
6.00% over one month June 2016 18,11¢ -
Libor (Minimum 6.75%)
Residual interest financing 11.75% over one montt April 2018 14,07¢ 19,09¢
Libor
Debt secured by receivables n/a Repayment is based o 5,39 13,117
measured at fair value payments from
underlying

receivables. Final
payment of the 8.00%

loan was made in
September 2013, with

residual payments
extending through 201

Senior secured debt, related pe 13.00% n/a - 37,12¢
5.00% n/a - 1,431
Subordinated renewable notes Weighted average rate « Weighted average 18,03¢ 19,14:

12.1% and 12.5% at Jur maturity of December
30, 2014 and December 2015 and July 2015 a
2013, respectively June 30, 2014 and
December 31, 2013,
respectively

$ 78,79¢ % 99,36¢

In January and March 2014 we prepaid, without ggn&10 million and $28.4 million, respectively, sénior secured debt, rela
party. The debt was scheduled to mature in Juné.201
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CONSUMER PORTFOLIO SERVICES, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(6) Interest Income and Interest Expense

The following table presents the components ofr@seincome:

Three Months Ended

Six Months Ended

June 30, June 30,
2014 2013 2014 2013
(In thousands) (In thousands)
Interest on finance receivabl $ 68,09¢ $ 55,79¢ 132,98( $ 106,95
Residual interest incon $ 12z - 23¢ -
Other interest income $ - 1 1 1C
Interest income $ 68,22: $ 55,797 $ 133,217 % 106,96

The following table presents the components of@geexpense:

Three Months Ended Six Months Ended

June 30, June 30,
2014 2013 2014 2013
(In thousands) (In thousands)
Securitization trust del $ 9,381 $ 823( % 18,697 $ 17,36¢
Warehouse lines of crec $ 1,23¢ 1,29i 2,11° 2,57¢
Senior secured debt, related pe $ = 2,117 1,651 4,87¢
Debt secured by receivables at fair ve $ 20¢ 1,02 53¢ 2,81:
Residual interest financir $ 504 1,094 1,08: 1,58¢
Subordinated renewable notes $ 614 841 1,24« 1,72¢
Interest expense $ 11,94. $ 14,60 $ 25,32  $ 30,94°

(7) Earnings Per Share

Earnings per share for the three-month andnsixth periods ended June 30, 2014 and 2013 wecalatdd using the weight
average number of shares outstanding for the cejaeiod. The following table reconciles the numbgshares used in the computation
basic and diluted earnings per share for the threrth and six-month periods ended June 30, 20126h8:

Three Months Ended
June 30,

Six Months Ended
June 30,

2014 2013

2014 2013

(In thousands)

(In thousands)

Weighted average number of common shg
outstanding during the period used to
compute basic earnings per sh 25,02¢ 20,98¢ 24,69 20,53«

Incremental common shares attributable t
exercise of outstanding options and
warrants 6,97 10,79¢ 7,31°F 11,17¢

Weighted average number of common shz
used to compute diluted earnings per st 32,00: 31,78t¢ 32,00¢ 31,70¢

If the antidilutive effects of common stock equivalents weoasidered, shares included in the diluted earngegsshare calculatis
for the three-month and sikonth periods ended June 30, 2014 would have irdlach additional 2.6 million shares attributabléhi exercis
of outstanding options and warrants. For the timeath and six-month periods ended June 30, 20&3antidilutive shares were 2.2 milli
and 1.5 million, respectively.

14




CONSUMER PORTFOLIO SERVICES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(8) Income Taxes

We file numerous consolidated and separate incameeturns with the United States and with manjestawith few exceptions, \
are no longer subject to U.S. federal, state, callexaminations by tax authorities for years bef2010.

As of June 30, 2014 and December 31, 2013, we badhrecognized tax benefits for uncertain tax jpmsit We do not anticipate tl
total unrecognized tax benefits will significantigange due to any settlements of audits or expiratof statutes of limitations over the nex
months.

The Company and its subsidiaries file a consoldifeleral income tax return and combined or stode state franchise tax rett
for certain states. We utilize the asset and lighihethod of accounting for income taxes, undercWideferred income taxes are recognize
the future tax consequences attributable to thierdifices between the financial statement valuesxisting assets and liabilities and tl
respective tax bases. Deferred &msets and liabilities are measured using enaaterhtes expected to apply to taxable income iry#zes il
which those temporary differences are expectedteebovered or settled. The effect on deferredstate change in tax rates is recognize
income in the period that includes the enactmet#.da

Deferred tax assets are recognized subject to neamagts judgment that realization is more likely than.metvaluation allowance
recognized for a deferred tax asset if, based ewtight of the available evidence, it is more liikidnan not that some portion of the defe
tax asset will not be realized. In making such judgts, significant weight is given to evidence tbah be objectively verified. Althou
realization is not assured, we believe that théizeg#on of the recognized net deferred tax as$&5d.6 million as of June 30, 2014 is m
likely than not based on forecasted future netiege Our net deferred tax asset of $51.6 millionsists of approximately $40.2 million of
U.S. federal deferred tax assets and $11.4 mithbnet state deferred tax assets. We estimatesmbatould need to generate approxime
$120 million of taxable income during the appli@bhrryforward periods to realize fully our fedeaatl state net deferred tax assets.

Income tax expense was $5.3 million and $10.4 omilfior the three months and six months ended JOn2@L4 and represents
effective income tax rate of 43%, compared to inedax expense of $3.7 million and $6.5 million foe three months and six months er
June 30, 2013, representing effective income teesraf 44% and 43%, respectively.

(9) Legal Proceedings

Sanwich Litigation. We were for several years a defendant in a classnathe “Stanwich Caserought in the California Super
Court, Los Angeles County. The original plaintiffsthat case were persons entitled to receive aequdyments (the “Settlement Paymehts’
pursuant to earlier settlements of claims, genenadirsonal injury claims, against unrelated defetglaStanwich Financial Services Ci
(“Stanwich”), an affiliate of the former chairman of our boarddifectors, is the entity that was obligated to plag Settlement Paymer
Stanwich defaulted on its payment obligations te phaintiffs and in June 2001 filed for reorganigatunder the Bankruptcy Code, in
federal bankruptcy court in Connecticut. By Febyu2005, we had settled all claims brought agaisshihe Stanwich Case.

In November 2001, one of the defendants in thevdamCase, Jonathan Pardee, asserted claims feminity against us in a sepal
action, which is now pending in federal districucoin Rhode Island. We have filed counterclaimghi@ Rhode Island federal court against
Pardee, and have filed a separate action againd®?Mdee's Rhode Island attorneys, in the samé. dhe litigation between Mr. Pardee ant
was stayed for several years through September, 200diting resolution of an adversary action brduagminst Mr. Pardee in the bankruyg
court, which is hearing the bankruptcy of Stanwich.

Pursuant to an agreement with the representativeafitors in the Stanwich bankruptcy, that adwgrsectionhas been dismisse
Under that agreement, we paid the bankruptcy e$&26,000 and abandoned our claims against theeesthile the estate has abandone
adversary action against Mr. Pardee. With the disatiof the adversary action, all known claims sdeagainst Mr. Pardee have been rest
without his incurring any liability. Accordingly, @believe that this resolution of the adversarjoacill result in limitation of our exposure
Mr. Pardee to no more than some portion of hisriattys fees incurred. The stay in the action agaiash Rhode Island has been lifted,
both we and Mr. Pardee filed motions for summaxgjuent. The court ruled on those motions in Felyr2ad3, denying our motion, a
granting Mr. Pardeg’motion as to liability. The matter has been getrial, to commence September 9, 2014. The isseraaining for trial ar
the extent of our obligation to indemnify Mr. Paede
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CONSUMER PORTFOLIO SERVICES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Consumer Litigation. We are routinely involved in various legal proceedi resulting from our consumer finance activitéas
practices, both continuing and discontinued. Coresgroan and do initiate lawsuits against us altgginlations of law applicable to collecti
of receivables, and such lawsuits sometimes atlegferesolution as a class action is appropriate.a¥é currently defending two such purpa
class actions, one of which has been settled bgeagent with the plaintiffs (such settlement remainisject to approval by the court). For
most part, we have legal and factual defensescab slaims, which we routinely contest or settler (flamaterial amounts) depending on
particular circumstances of each case. We havededa liability as of June 30, 2014 with respectuch matters, in the aggregate.

FTC Action . In July 2013, the staff of the U.S. Federal Tr&enmission (“FTC")advised us that they were prepared to recom
that the FTC initiate a lawsuit against us relatmgllegedly unfair trade practices, and simultarsty advised that settlement of such issue
consent decree might be achieved. On May 29, 20®4FTC announced its agreement to settle the majtéling a lawsuit against us, a
requesting, with our consent, that the court eateagreed judgment against us. The lawsuit arosefahe FTCS inquiry into our busine
practices. Under the agreed settlement, we will enagproximately $1.9 million of restitutionary pagmts and $1.6 million of accot
adjustments to and for our customers, pay a $2amippenalty to the federal government, and implenpeacedural changes, all pursuant
consent decree which has since been entered bgotire The cost to us of the payments, adjustmantspenalty is within the continger
reserve that we previously recorded with respethitomatter. The $2 million penalty was paid imgi2014.

In General . There can be no assurance as to the outcombe aidtters referenced above. We have recordedilityias of June 3!
2014, which represents our best estimate of prebablrred losses for legal contingencies, inclgdifi of the matters described or referer
above. The amount of losses that may ultimatelynbarred cannot be estimated with certainty. Howebased on such information a:
available to us, we believe that the range of mealsly possible losses for the legal proceedings aomiingencies described or referer
above, as of June 30, 2014, and in excess ofah#ity we have recorded, is from $0 to $1.2 miilio

Accordingly, we believe that the ultimate resolatiof such legal proceedings and contingenciesy tel@éng into account our curre
litigation reserves, should not have a materialeasky effect on our consolidated financial conditide note, however, that in light of -
uncertainties inherent in contested proceedingsetican be no assurance that the ultimate resolofiaghese matters will not significan
exceed the reserves we have accrued; as a résulbutcome of a particular matter may be matediaur operating results for a partict
period, depending on, among other factors, thedfitiee loss or liability imposed and the leveloofr income for that period.

(10) Employee Benefits
On March 8, 2002 we acquired MFN Financial Corgoratand its subsidiaries in a merger. We sponser NN Financic

Corporation Benefit Plan (the “Plan”). Plan bereefitere frozen June 30, 2001. The table below setls the Plars net periodic benefit cost -
the three-month and six-month periods ended Jun2@®0t and 2013.

Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013
(In thousands) (In thousands)

Components of net periodic cost (benefil
Service cos $ - $ - $ - $ -
Interest cos $ 22(C 21C % 44C 42(C
Expected return on asst $ (432) (335 % (864 (670
Amortization of transition (asset)/obligati $ - - 3 = =
Amortization of net (gain)/loss $ - 117 % - 234

Net periodic cost (benefit) $ (212 % B8 $ (429 3 (1€)

We contributed $112,000 to the Plan during thensoath period ended June 30, 2014 and we do natigaite making any furth
contributions for the remainder of 2014.
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(11) Fair Value Measurements

ASC 820, "Fair Value Measurements" clarifies thingiple that fair value should be based on the ragsions market participar
would use when pricing an asset or liability andhklshes a fair value hierarchy that prioritizé® tinformation used to develop th
assumptions. Under the standard, fair value meammes would be separately disclosed by level withfair value hierarchy.

ASC 820 defines fair value, establishes a framewforkmeasuring fair value, establishes a tHes@l valuation hierarchy f
disclosure of fair value measurement and enhanisekbdure requirements for fair value measuremdrits.three levels are defined as follc
level 1 - inputs to the valuation methodology aveted prices (unadjusted) for identical assetsabilities in active markets; level 2irputs tc
the valuation methodology include quoted pricessionilar assets and liabilities in active marketsd inputs that are observable for the as
liability, either directly or indirectly, for subamtially the full term of the financial instrumertnd level 3 -nputs to the valuation methodolc
are unobservable and significant to the fair vaheasurement.

In September 2008 we sold automobile contractssearitization that was structured as a saleif@ntial accounting purposes.
that sale, we retained both securities and a rakiddterest in the transaction that are measureiatvalue. In September 2010 we ti
advantage of improvement in the market for assekdsh securities by reecuritizing the underlying receivables from ourated Septemb
2008 securitization. We also sold the securiti¢zimed from the September 2008 transaction. No galoss was recorded as a result of the r
securitization transaction described above. Werdmsdelow the valuation methodologies we use li@er securities retained and the resi
interest in the cash flows of the transaction, &l as the general classification of such instrutsqrursuant to the valuation hierarchy.
residual interest in such securitization is $260,86 of June 30, 2014 and $854,000 as of Decenhe&033 and is classified as level 3 in
threelevel valuation hierarchy. We determine the valti¢hat residual interest using a discounted caslv fhodel that includes estimates
prepayments and losses. We used a discount r&@%fper annum and a cumulative net loss rate of 46%ine 30, 2014 and Decembei
2013. The assumptions we used are based on hatgecformance of automobile contracts we haveimaigd and serviced in the pi
adjusted for current market conditions.

In September 2011, we acquired $217.8 million péfice receivables from Fireside Bank for a purcipaise of $199.6 million. Tt
receivables were acquired by our whatiyned special purpose subsidiary, CPS Fender Regel; LLC, which issued a note for $1¢
million, with a fair value of $196.5 million. Sindle Fireside receivables were originated by armahgty with its own underwriting guidelin
and procedures, we have elected to account foFitieside receivables and the related debt secyratidse receivables at their estimated
values so that changes in fair value will be raéfiddn our results of operations as they occuerbdt income from the receivables and int
expense on the note are included in interest incamaeinterest expense, respectively. Changes ttathealue of the receivables and debt
included in other income. Our level 3, unobservaibprits reflect our own assumptions about the fadtisat market participants use in pric
similar receivables and debt, and are based otdkeinformation available in the circumstanceseylmclude such inputs as estimated
chargeeffs and timing of the amortization of the porttolbf finance receivables. Our estimate of the ¥aiue of the Fireside receivable:
performed on a pool basis, rather than separateBach individual receivable. The table below pnéesa reconciliation of the acquired fina
receivables and related debt measured at fair vaiwgerecurring basis using significant unobsemvatguts:
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Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013
(in thousands) (in thousands)

Finance Receivables Measured at Fa

Value:
Balance at beginning of peri $ 9,05¢ % 43,02 % 14,47¢  $ 59,66¢
Payments on finance receivables at fair vi (3,766 (11,467 (7,879 (27,98()
Charge-offs on finance receivables at fair

value (213) (739 (55€) (1,740
Discount accretiol 592 98 (359 984
Mark to fair value $ 15 (600) (8) (613)
Balance at end of period $ 568t $ 30,31¢  $ 568t $ 30,31¢
Debt Secured by Finance Receivable

Measured at Fair Value:
Balance at beginning of peri $ 8,57¢ $ 40,387 $ 13,117  $ 57,107
Principal payments on debt at fair va $ (3,519 (14,619 (8,559 (32,549
Premium accretio $ 18¢ 452 49( 1,55¢
Mark to fair value $ 14& (603) 33¢ (499
Balance at end of peric $ 5,39- 25,62: 5,39: 25,62:
Reduction for payments collected and pay (87¢€) (3,719 (87¢€) (3,715
Adjusted balance at end of period $ 451¢  $ 21,907 $ 4512 $ 21,90°

The table below compares the fair values of thediile receivables and the related secured debttodontractual balances for
periods shown:

June 30, 2014 December 31, 2013
Contractual Fair Contractual Fair
Balance Value Balance Value

(In thousands)
Fireside receivables portfol $ 5651 $ 568t $ 14,78  $ 14,47¢
Debt secured by Fireside receivables portl - 5,39: - 13,117

The fair value of the debt secured by the Firesamivables portfolio represents the discountedevalf future cash flows that
estimate will become due to the lender in accordamith the terms of our financing for the Firesptetfolio. The terms of the debt provide
the lenders to receive a share of residual castsfloom the underlying receivables after the cantral balance of the debt is repaid anc
Company'’s investment in the Fireside portfoliogturned.

Repossessed vehicle inventory, which is include@timer assets on our unaudited condensed consalifi@ance sheet, is meast
at fair value using level 2 assumptions based anaatual loss experience on sale of repossessddleghAt June 30, 2014, the final
receivables related to the repossessed vehicliesémtory totaled $28.9 million. We have appliedaduation adjustment, or loss allowance
$16.3 million, which is based on a recovery rateapproximately 44%, resulting in an estimated failue and carrying amount of $1
million. The fair value and carrying amount of tfepossessed inventory at December 31, 2013 wa$ $dilion after applying a valuatic
adjustment of $14.8 million.
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There were no transfers in or out of level 1 oeléassets and liabilities for the three montht ik months ended June 30, 2014
2013. We have no level 3 assets that are meastifait &alue on a nomecurring basis. The table below presents a retation for level :
assets measured at fair value on a recurring basgig significant unobservable inputs:

Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013
(in thousands) (in thousands)

Residual Interest in Securitizations:

Balance at beginning of peric $ 448 $ 3508 % 854 $ 4,82¢
Cash paid (received) during peri (309¢) (1,259 (830 (2,579
Included in earnings 12¢ - 23€ -
Balance at end of period $ 26 % 2,24¢ % 26 $ 2,24¢

The following table provides certain qualitativéarmation about our level 3 fair value measureméntsassets and liabilities carr
at fair value:

Financial Instrument Fair Values as of Inputs as of
December December
June 30, 31, Valuation Unobservable June 30, 31,
2014 2013 Techniques Inputs 2014 2013
(In thousands)
Assets:
Finance receivable $ 5,68¢ $ 14,47¢ Discountec Discount rate 15.4% 15.4%
measured at fair valt cash flows Cumulative net losse 5.0% 5.0%
Monthly average
prepayment: 0.5% 0.5%
Residual interest i 26C 854 Discountec Discount rate 20.0% 20.0%
securitizations cash flows Cumulative net losse 15.0% 15.0%
Monthly average
prepayment: 0.5% 0.5%
Liabilities:
Debt secured by receivabl $ 5,392 13,117 Discountec Discount rate 12.2% 12.2%
measured at fair valt cash flows
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The estimated fair values of financial assets afillities at June 30, 2014 and December 31, 2@&8e as follows:

As of June 30, 201«

Financial Instrument (In thousands)
Carrying Fair Value Measurements Using
Value Level 1 Level 2 Level 3 Total

Assets:
Cash and cash equivale! $ 14,42¢ % 14,42¢  $ - $ - $ 14,42¢
Restricted cash and equivale $ 154,90: 154,90 $ - - 154,90:.
Finance receivables, n $ 1,259,41 - $ - 1,244,56! 1,244,56
Finance receivables measured at fairvi $ 5,68¢ - $ - 5,68¢ 5,68¢
Residual interest in securitizatio $ 26C - % - 26C 26C
Accrued interest receivab $ 19,50( - $ - 19,50( 19,50(
Liabilities:
Warehouse lines of crec $ 41,29C % - % - $ 41,29C $ 41,29(
Accrued interest payab $ 3,181 - - 3,181 3,181
Residual interest financir $ 14,07¢ - $ - 14,07¢ 14,07¢
Debt secured by receivables measured

fair value $ 5,392 - % - 5,39: 5,39:
Securitization trust del $ 1,326,31! - $ - 1,364,933l 1,364,93!
Subordinated renewable no $ 18,03¢ - % - 18,03¢ 18,03¢

As of December 31, 201
Financial Instrument (In thousands)
Carrying Fair Value Measurements Using
Value Level 1 Level 2 Level 3 Total

Assets:
Cash and cash equivale! $ 22,11: $ 22,11: $ - $ - 3 22,11:
Restricted cash and equivale $ 132,28 132,28:  $ = = 132,28:
Finance receivables, n $ 1,115,43 - % - 1,100,15: 1,100,15:
Finance receivables measured at fairvi $ 14,47¢ - $ - 14,47¢ 14,47¢
Residual interest in securitizatio $ 854 - % - 854 854
Accrued interest receivab $ 18,67( - $ - 18,67( 18,67(
Liabilities:
Warehouse lines of crec $ 9,45: - % - % 9,45: $ 9,45;
Accrued interest payab $ 2,90¢ - - 2,90¢ 2,90¢
Residual interest financir $ 19,09¢ - % - 19,09¢ 19,09¢
Debt secured by receivables measured

fair value $ 13,11° - % - 13,117 13,117
Securitization trust del $ 1,177,55 - $ - 1,189,08! 1,189,08
Senior secured debt, related pse $ 38,55¢ - $ - 38,55¢ 38,55¢
Subordinated renewable no $ 19,14: - $ - 19,14: 19,14:
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The following summary presents a description of tethodologies and assumptions used to estimataithealue of our financi
instruments. Much of the information used to deiaarfair value is highly subjective. When applieghleadily available market informat
has been utilized. However, for a significant portof our financial instruments, active marketsndb exist. Therefore, significant element
judgment were required in estimating fair value dertain items. The subjective factors include, agother things, the estimated timing
amount of cash flows, risk characteristics, crgdility and interest rates, all of which are subjeachange. Since the fair value is estimate
of June 30, 2014 and December 31, 2013, the amthatsvill actually be realized or paid at settlener maturity of the instruments could
significantly different.

Cash, Cash Equivalents and Restricted Cash and Equivalents

The carrying value equals fair value.

Finance Receivables, net

The fair value of finance receivables is estimdtgdliscounting future cash flows expected to béectdd using current rates at wt
similar receivables could be originated.

Finance Receivables Measured at Fair Value and Debt Secured by Receivables Measured at Fair Value
The carrying value equals fair value.
Residual Interest in Securitizations

The fair value is estimated by discounting futuastcflows using credit and discount rates that elebe reflect the estimated cre
interest rate and prepayment risks associatedsivithar types of instruments.

Accrued Interest Receivable and Payable
The carrying value approximates fair value.
Warehouse Lines of Credit, Residual Interest Financing, Senior Secured Debt, Related Party and Subordinated Renewable Notes

The carrying value approximates fair value becatserelated interest rates are estimated to refleaient market conditions 1
similar types of secured instruments.

Securitization Trust Debt

The fair value is estimated by discounting futuasttflows using interest rates that we believeectthe current market rates.
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Item 2. Management’s Discussion and Analysis of Financi@bndition and Results of Operations
Overview

We are a specialty finance company focused on enesiwho have limited credit histories, low inconmespast credit problerr
whom we refer to as sytiime customers. Our business is to purchase amitseetail automobile contracts originated priityaby franchise:
automobile dealers and, to a lesser extent, bytsieldependent dealers in the United States irsdhe of new and used automobiles, light tr
and passenger vans. Through our automobile cortachases, we provide indirect financing to puime customers of dealers. We serv
an alternative source of financing for dealersilifating sales to customers who otherwise mightlmable to obtain financing from traditio
sources, such as commercial banks, credit uniotishencaptive finance companies affiliated with onajutomobile manufacturers. In addit
to purchasing installment purchase contracts dyréaim dealers, we have also (i) acquired instatinpurchase contracts in four merger
acquisition transactions, (ii) purchased immatesialounts of vehicle purchase money loans from af@iiated lenders, and (iii) lent mon
directly to consumers for an immaterial amount @drls secured by vehicles. In this report, we redeall of such contracts and loans
"automobile contracts."

We were incorporated and began our operations irctva991. From inception through June 30, 2014hesxe purchased a total
approximately $10.8 billion of automobile contrafitam dealers. In addition, we obtained a totahpproximately $822.3 million of automok
contracts in mergers and acquisitions in 2002, 2@084 and 2011. In 2004 and 2009, we were appbiasea thirgparty servicer for certa
portfolios of automobile receivables originated awehed by noraffiliated entities. Beginning in 2008 through ttiird quarter of 2011, o
managed portfolio decreased each year due to @iegy of limiting contract purchases in 2008 a@f®to conserve our liquidity, as discus
further below. However, since October 2009 we hgnaglually increased contract purchases, whichyrin has resulted in recent increase
our managed portfolio. Recent contract purchasemes and managed portfolio levels are shown itiathke below:

Contract Purchases and Outstanding Managed Portfaoti
$ in thousands

Contracts
Purchased in Managed Portfolio
Period Period at Period End

2008 $ 296,817 $ 1,664,12;

2009 8,59¢ 1,194,72;

2010 113,02¢ 756,20:

2011 284,23t 794,64¢

2012 551,74 897,57!

2013 764,08 1,231,42;

Six months ended June 30, 2( 401,26¢ 1,373,58

Our principal executive offices are in Las Vegasyvada. Most of our operational and administrativecfions take place in Irvir
California. Credit and underwriting functions amrformed primarily in our California branch withreain of these functions also performe:
our Florida and Nevada branches. We service ownaattile contracts from our California, Nevada, Viig, Florida and lllinois branches.

We purchase contracts in our own name (“CPS”) andl July 2008, also in the name of our whatiysned subsidiary, TFC. Progra
marketed under the CPS name are intended to semigearange of sulprime customers, primarily through franchised new dealers. Oi
TFC program served vehicle purchasers enlistethenlt.S. Armed Forces, primarily through independesgd car dealers. In July 2008,
suspended contract purchases under our TFC proikarpurchase automobile contracts with the intentibfinancing them on a loniggrir
basis through securitizations. Securitizationsteaasactions in which we sell a specified pool ofittacts to a special purpose subsidial
ours, which in turn issues asset-backed secutd@iésnd the purchase of the pool of contracts fumn
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Securitization and Warehouse Credit Facilities

Throughout the period for which information is meted in this report, we have purchased automabiféracts with the intention
financing them on a lonterm basis through securitizations, and on animteasis through warehouse credit facilities. Aitls financings hay
involved identification of specific automobile coatts, sale of those automobile contracts (andcagsd rights) to one of our speci@kpos:
subsidiaries, and issuance of adsmtked securities to fund the transactions. Dependn the structure, these transactions may beuatex
for under generally accepted accounting principesales of the automobile contracts or as sedinatings.

When structured to be treated as a secured fingrioinaccounting purposes, the subsidiary is codatdd with us. Accordingly, tl
sold automobile contracts and the related debtapae assets and liabilities, respectively, onumaudited condensed consolidated bal
sheet. We then periodically (i) recognize inteastl fee income on the contracts, (ii) recognizeragt expense on the securities issued |
transaction and (iii) record as expense a provifdowredit losses on the contracts.

Since 1994 we have conducted 63 term securitizat{generally quarterly) of automobile contractst thha purchased from deal
under our regular programs. As of June 30, 2014hftBose securitizations are active and all b are structured as secured financings.
September 2010 transaction is our only active $zation that is structured as a sale of the eslatontracts. From 1994 through April 200¢
generally utilized financial guarantees for theisemssetacked notes issued in the securitization. SinqaeBger 2010 we have utiliz
senior subordinated structures without any findrgu@arantees.

From time to time we have also completed financio§our residual interests in other securitizatidghat we and our affiliati
previously sponsored. As of June 30, 2014 we haeesach residual interest financing outstanding.

Since December 2011, our securitizations have dedua preunding feature in which a portion of the receivebto be sold to tl
trust were not delivered until after the initiabsing. As a result, our restricted cash balanckiaé 30, 2014 included $71.1 million from
proceeds of the sale of the assatked notes that were held by the trustee pentdfigery of the remaining receivables. In July 20t
requisite additional receivables were deliverethtotrust and we received the related restrictsth,amost of which was used to repay amc
owed under our warehouse credit facilities.

Portfolio Acquisitions

As stated above, we have acquired approximatel 88@illion in finance receivables through four aisifions. These transactic
took place in 2002, 2003, 2004 and 2011. The 2@Huiaition consisted of approximately $217.8 miiliof finance receivables that
purchased from Fireside Bank of Pleasanton, Cailidor

Uncertainty of Capital Markets and General EconomicConditions

We depend upon the availability of warehouse criaditlities and access to long-term financing thylowhe issuance of asdmeke:
securities collateralized by our automobile cortgaSince 1994, we have completed 63 term secafitizs of approximately $8.8 billion
contracts. From the fourth quarter of 2007 throtlghend of 2009, we observed unprecedented adebesees in the market for securiti
pools of automobile contracts. These changes iedugduced liquidity, and reduced demand for dsaeked securities, particularly
securities carrying a financial guaranty and fausiies backed by suprime automobile receivables. Moreover, during freziod many of tt
firms that previously provided financial guarantegkich were an integral part of our securitizasippuspended offering such guarantees. -
adverse changes caused us to conserve liquiditsignificantly reducing our purchases of automolsibmtracts. However, since Septen
2009 we have established new funding facilities gratlually increased our contract purchases andréloggiency and amount of our te
securitizations. Our recent history of term se@attons is summarized in the table below:

Recent Asse-Backed Term Securitizations
$ in thousands
Number of Term Amount of Term

Period Securitizations Securitizations
2006 4 $ 957,68:
2007 3 1,118,09
2008 2 509,02:
2009 0 -
2010 1 103,77:
2011 3 335,59
2012 4 603,50(
2013 4 778,00(
Six months ended June 30, 2( 2 382,50(
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Our 2012 securitizations included $58.2 milliondontracts that were repurchased in 2012 from siations closed in 2006 a
2007. Our 2013 securitizations included $7.4 millin contracts that were repurchased from a sézatiitn closed in 2008. Since 2011 al
our securitizations have been structured as sedumatcings and none have utilized financial gutaas.

Our current shorterm funding capacity is $200 million, comprisingot credit facilities. The first $100 million crediacility was
established in December 2010. This facility waseveed in March 2013, extending the revolving periodMarch 2015, and adding
amortization period through March 2017. Our sec&@@0 million credit facility was established in M&p12. This facility was renewed
June 2013, extending the revolving period to JWib2and adding an amortization period through A0,

Financial Covenants

Certain of our securitization transactions and warehouse credit facilities contain various finahaovenants requiring certi
minimum financial ratios and results. Such covesadntlude maintaining minimum levels of liquidityné net worth and not exceed
maximum leverage levels. In addition, certain siization and non-securitization related debt contaiossedefault provisions that would allc
certain creditors to declare a default if a defaalturred under a different facility. As of June 2014 we were in compliance with all s
covenants.

Results of Operations
Comparison of Operating Results for the three months ended June 30, 2014 with the three months ended June 30, 2013

Revenues . In the prior year thremonth period ended June 30, 2013, we repurchaseoutistanding Class D notes from our first 2
securitization for a cash payment and a new notesubsequently exercised our “clean-up agfition and repurchased the remaining colla
from the related securitization trust. The aggregatlue of our consideration for the Class D netas $10.9 million less than our carry
value of the Class D notes at the time of the remse. As a result of the repurchase of the ClaswtBs and the termination of
securitization trust, we realized a gain of $10i8iom, or 15.5% of our total revenues of $70.5 lrait for the three months ended June
2013. The discussion of revenues below excludegdireon the cancellation of debt for comparatiueppses.

During the three months ended June 30, 2014, eentees were $71.6 million, an increase of $12.lionil or 20.3%, from the pri
year revenue of $59.5 million. The primary reasonthe increase in revenues is an increase inestténcome. Interest income for the tt
months ended June 30, 2014 increased $12.4 mibioR2.3%, to $68.2 million from $55.8 million ihe prior year. The primary reason for
increase in interest income is the increase imfieareceivables held by consolidated subsidianbgh increased from $1,052.8 million at J
30, 2013 to $1,369.6 million at June 30, 2014. e below shows the average balances of ourgbiortield by consolidated subsidiaries
the three months ended June 30, 2014 and 2013:

Average Balances for the Three Months

Ended
June 30, 2014 June 30, 2013
Amount Amount
Finance Receivables Owned by (% in millions)
Consolidated Subsidiaries
CPS Originated Receivabl $ 1,333 $ 983.¢
Fireside 6.7 34.7
Total $ 1,340 $ 1,018.
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Servicing fees totaling $367,000 for the three rherénded June 30, 2014 decreased $509,000, or 58d#0$876,000 in the pri
year. We earn base servicing fees on three partf@nd incentive servicing fees on one of thoseetiportfolios. All three of these portfol
are decreasing in size as we receive customer pdagraad, consequently, base servicing and inceaémacing fees are decreasing also. £
June 30, 2014 and 2013, our managed portfolio ovagezbnsolidated vs. non-consolidated subsidiarasother third parties was as follows:

June 30, 201« June 30, 201:
Amount (1) % (2) Amount (1) % (2)
Total Managed Portfolio ($ in millions)

Owned by Consolidated Subsidiar

CPS Originated Receivabl $ 1,363.¢ 99.3% $ 1,021." 95.7%

Fireside 5.7 0.4% 31.1 2.9%
Owned by No-Consolidated Subsidiari 1.4 0.1% 8.€ 0.8%
Third-Party Servicing Portfolios 2.€ 0.2% 5.€ 0.5%
Total $ 1,373.¢ 100.0% $ 1,067. 100.0%

(1) Contractual balances.
(2) Percentages may not add up to 100% due to rounding.

At June 30, 2014, we were generating income ansgl é@ea managed portfolio with an outstanding ppakibalance of $1,37:
million (this amount includes $1.4 million of autobile contracts on which we earn servicing fees@md a residual interest and also inclt
another $2.6 million of automobile contracts on etvhive earn base and incentive servicing fees), eoedpto a managed portfolio with
outstanding principal balance of $1,067llion as of June 30, 2013. At June 30, 2014 a@#32 the managed portfolio composition wa
follows:

June 30, 201« June 30, 201
Amount (1) % (2) Amount (1) % (2)
Originating Entity (% in millions)
CPS $ 1,365.: 99.4% % 1,030.! 96.5%
Fireside 5.7 0.4% 31.1 2.9%
Third Party Portfolio 2.€ 0.2% 5.€ 0.5%
Total $ 1,373.¢ 100.0% $ 1,067 . 100.0¥

(1) Contractual balances.
(2) Percentages may not add up to 100% due to rounding.

Other income increased by $144,000, or 5.0%, t6 #8llion in the three months ended June 30, 204 f$2.9 million during th
prior year. The increase is comprised of an in@eds$205,000 in fees associated with direct mad ather related products and services
we offer to our dealers and an increase of $12908@ales tax refunds. These increases were panidet by decreases of $164,000 in the
value of the receivables and debt associated WehFireside portfolio and a decrease of $28,00payments from thirgbarty providers ¢
convenience fees paid by our customers for webdbasd other electronic payments.

Expenses . Our operating expenses consist largely of piomigor credit losses, interest expense, employess¢c marketing ai
general and administrative expenses. Provisiorcfedit losses and interest expense are significaifected by the volume of automot
contracts we purchased during the trailingm@nth period and by the outstanding balance ofnfieareceivables held by consolid:
subsidiaries. Employee costs and general and ashmgitive expenses are incurred as applications aatdmobile contracts are receiv
processed and serviced. Factors that affect mamgims net income include changes in the automobil® @itomobile finance marl
environments, and macroeconomic factors such agesitrates and changes in the unemployment level.

Employee costs include base salaries, commissindsbanuses paid to employees, and certain expepkdsd to the accounti

treatment of outstanding stock options, and areadreur most significant operating expenses. Thass (other than those relating to s
options) generally fluctuate with the level of dapations and automobile contracts processed anitedr
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Other operating expenses consist largely of fasliexpenses, telephone and other communicatiofcssy credit services, compt
services, marketing and advertising expenses, eprediation and amortization.

During the prior year thremonth period ended June 30, 2013, we recognized ihflion in contingent liability expenses to eit
record or increase the amounts we believe we may irelated to various pending litigation. The amtowas allocated in part to a long runr
case we refer to as the Stanwich litigation, arsbh @b more recent matters including two Califorpiass action suits where we are
defendant, and a governmental inquiry, in whichWinted States Federal Trade Commission (“FTi@fprmally proposed that the we refr
from certain allegedly unfair trade practices, amake restitutionary payments into a consumer rélied. The discussion of operating expe
below excludes the $9.7 million in contingent lidbiexpense for comparative purposes.

Total operating expenses were $59.3 million forttiree months ended June 30, 2014, compared t8 #&lion for the prior year, ¢
increase of $7.0 million, or 13.3%. The increaserisnarily due to costs associated with the inceeisthe amount of new contracts
purchased, the resulting increase in our conselitipbrtfolio and associated servicing costs, arddhated increase in our provision for cr
losses. Increases in core operating expenses ausipn for credit losses were partially offsetdicreases in interest expense.

Employee costs increased by $247,000 or 2.1%, 1o8%hillion during the three months ended June2BQ4, representing 19.9%
total operating expenses, from $11.5 million foe firior year, or 22.0% of total operating expenSasce 2010, we have added employe:
our Originations and Marketing departments in coofion with the increase in contract purchasésre recently, we have also added Servi
staff to accommodate the increase in the numbacodunts in our managed portfolithe table below summarizes our employees by caf
as well as contract purchases and units in our geghportfolio as of, and for the three-month pesiedded, June 30, 2014 and 2013:

June 30, 201« June 30, 201
Amount Amount
(% in millions)
Contracts purchased (dolla $ 211« % 203.¢
Contracts purchased (uni 13,13: 12,81¢
Managed portfolio outstanding (dolla $ 1,373.¢ % 1,067 .«
Managed portfolio outstanding (uni 107,671 93,33:
Number of Originations sta 162 151
Number of Marketing sta 12C 10C
Number of Servicing sta 36¢ 29t
Number of other sta: 77 67
Total number of employees 72¢ 613

General and administrative expenses include castscated with purchasing and servicing our padfalf finance receivable
including expenses for facilities, credit servicasd telecommunications. General and administrabiyeEnses were $5.1 million, an increas
$557,000, or 12.3%, compared to the previous yedrepresented 8.6% of total operating expenses.

Interest expense for the three months ended Jun203@ decreased by $2.7 million to $11.9 million,18.2%, compared to $1.
million in the previous year.

Interest expense on the Fireside portfolio creddility decreased by $823,000 compared to the préar period as the Fires
portfolio and the related debt have paid down gmisicantly lower levels over the last year.

Interest on securitization trust debt increase&hy million, or 14.0%, for the three months endede 30, 2014 compared to the
year. The average balance of securitization trabt thcreased 39.6% to $1,231.5 million at June28@4 compared to $882.5 million at J
30, 2013. However, the blended interest rates on gecuritizations completed since 2013 are sicgnifily less than the blended interest |
on securitization trust debt incurred prior to 20A8 a result, the cost of securitization debt mgihe three month period ended June 30,
was 3.0%, compared to 3.7% in the prior year period
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Interest expense on senior secured debt was zdhe ithree months ended June 30, 2014 compare®.tondillion in the prior ye:
period. This was due to the repayment in full afise secured debt on March 31, 2014. Interest esgpam subordinated renewable n
decreased by $227,000. The decrease is due toreadecin the average balance from $23.0 millio#%8.1 million and a decrease in
average cost from 14.6% to 13.5%. Interest expensesidual interest financing decreased $590,0Q8a three months ended June 30, !
compared to the prior year. The decrease is duep@yments on the $20.0 million facility establidhie April 2013 and the September 2
repayment in full of $13.8 million outstanding undee residual facility established in 2007.

Interest expense on warehouse debt decreased b9OB58r the three months ended June 30, 2014 cmmupa the prior yee
Although we increased our contract purchases td #2dillion for the three months ended June 3042@dmpared to $203.8 million in 1
prior period, recently we have relied less on watete credit facilities and more on unrestrictechdaalances to fund receivables prio
securitization. In the future we may incur greatarehouse debt interest expense as a result u3thg fillion of unrestricted cash to repay
senior secured debt during the first quarter 04201

The following table presents the components ofr@#eincome and interest expense and a net intgieddt analysis for the three-
month periods ended June 30, 2014 and 2013:

Three Months Ended June 30,

2014 2013
(Dollars in thousands)
Annualized Annualized
Average Average Average Average
Balance(1) Interest Yield/Rate Balance(1) Interest Yield/Rate
Interest Earning Assets
Finance receivables gross $ 1,303,900 $ 67,75( 208% $ 967,33% % 54,27: 22.4%
Finance receivables measured at fair
value 6,73( 471 28.0% 34,74 1,52¢ 17.6%
$ 1,310,63 68,22: 20.8% $ 1,002,07: 55,79¢ 22.3%
Interest Bearing Liabilities
Warehouse lines of credit ( $ 43,81 1,23¢ 113%  $ 41,19 1,297 12.6%
Residual interest financir 14,48¢ 504 13.9% 33,77 1,094 13.0%
Debt secured by receivables measur
at fair value 6,31¢ 204 12.9% 29,97% 1,027 13.7%
Securitization trust del 1,231,50 9,381 3.0% 882,48: 8,23( 3.7%
Senior secured debt, related pe - - 0.0% 39,26: 2,117 21.5%
Subordinated renewable notes 18,14: 61 13.5% 22,96 84( 14.6%
$ 1,314,26 11,94: 3.6% $ 1,049,64 14,60! 5.6%
Net interest income/sprei $ 56,27¢ $ 41,197
Net interest yield (4 17.2% 16.4%
Ratio of average interest earning ass
to average interest bearing liabiliti 100% 95%

(1) Average balances are based on month end balancept for warehouse lines of credit, which a@seldl on daily balances.
(2) Net of deferred fees and direct costs.

(3) Interest expense includes deferred financirggscand non-utilization fees.

(4) Annualized net interest income divided by ageraterest earning assets.
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Three Months Ended June 30, 2014
Compared to June 30, 201.

Total Change Due Change Due
Change to Volume to Rate
Interest Earning Assets (In thousands)

Finance receivables gra $ 13,47¢ % 18,88! % (5,40%)
Finance receivables measured at fair value (1,05 (1,239 17¢€

12,42: 17,65: (5,229

Interest Bearing Liabilities

Warehouse lines of crec (598 83 (147
Residual interest financir (590 (625) 35
Debt secured by receivables measured at fair \ (823) (811 (12
Securitization trust del 1,151 3,25¢ (2,109
Senior secured debt, related pe (2,112 (2,112 -
Subordinated renewable notes (227) (176 (51

(2,659 (386 (2,279
Net interest income/spre:i $ 15,08: $ 18,03¢ $ (2,95¢6)

Provision for credit losses was $25.6 million foe three months ended June 30, 2014, an incre&@&3Mmillion, or 47.5% compar
to the prior year and represented 43.2% of totakaing expenses. The provision for credit lossastains the allowance for finance cr
losses at levels that we feel are adequate foraelincurred credit losses that can be reasorestignated. Our approach for establishing
allowance requires greater amounts of provisioncfedit losses early in the terms of our finanageheables. Consequently, the increas
provision expense is the result of the increaseaintract purchases during the last year and thgedgportfolio owned by our consolida
subsidiaries compared to the prior year.

Marketing expenses consist primarily of commisdi@ased compensation paid to our employee marketpgesentatives. C
marketing representatives earn a salary plus cosionis based on volume of contract purchases aed sibncillary products and services
we offer our dealers, such as training programgriet lead sales, and direct mail products. Marge¢xpenses increased by $340,00l
9.8%, to $3.8 million during the three months endede 30, 2014, compared to $3.5 million in th@mpyear period, and represented 6.4¢
total operating expenses. For the three monthsceddee 30, 2014, we purchased 13,132 contractesepmting $211.4 million in receivab
compared to 12,819 contracts representing $203l®&min receivables in the prior year.

Occupancy expenses increased by $225,000 or 3209%808,000 compared to $683,000 in the previoas gad represented 1.5%
total operating expenses. The increase is primdtigy/to the establishment in April 2014 of our Nevlranch.

Depreciation and amortization expenses increase$ll3y000 or 11.4%, to $127,000 compared to $114i9Q@Be previous year a
represented 0.2% of total operating expenses.

For the three months ended June 30, 2014, we redandome tax expense of $5.3 million, represerdid®.0% effective income t
rate. In the prior year period, we recorded $3.lfaniin income tax expense, representing a 43.8&ctve income tax rate.

Comparison of Operating Results for the six months ended June 30, 2014 with the six months ended June 30, 2013

Revenues . In the prior year sixaonth period ended June 30, 2013, we repurchasedutistanding Class D notes from our first 2
securitization for a cash payment and a new notesWbsequently exercised our “clean-up aafition and repurchased the remaining colla
from the related securitization trust. The aggregatlue of our consideration for the Class D netas $10.9 million less than our carry
value of the Class D notes at the time of the remse. As a result of the repurchase of the Claswtes and the termination of
securitization trust, we realized a gain of $10iflion, or 8.8% of our total revenues of $125.1 Iioih for the six months ended June 30, 2
The discussion of revenues below excludes theaathe cancellation of debt for comparative purgose

During the six months ended June 30, 2014, oumge® were $139.7 million, an increase of $25.6iomilor 22.4%, from the pri
year revenue of $114.1 million. The primary reaanthe increase in revenues is an increase imagstéencome. Interest income for the
months ended June 30, 2014 increased $26.3 mitiod4.5%, to $133.2 million from $107.0 million the prior year. The primary reason
the increase in interest income is the increasmamce receivables held by consolidated subsibamvhich increased from $1,052.8 milliol
June 30, 2013 to $1,369.6 million at June 30, 20 table below shows the average balances ofportfolio held by consolidat:
subsidiaries for the six months ended June 30, 208142013:

Average Balances for the Six Month:
Ended
June 30, 201¢ June 30, 201
Amount Amount
Finance Receivables Owned b (% in millions)
Consolidated Subsidiaries




CPS Originated Receivabl $ 1,296.. $ 927.¢
Fireside 8.€ 41.€

Total $ 1,305.( % 969.-
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Servicing fees totaling $880,000 for the six morghded June 30, 2014 decreased $904,000, or 5646 $1.8 million in the pric
year. We earn base servicing fees on three partf@nd incentive servicing fees on one of thoseetiportfolios. All three of these portfol
are decreasing in size as we receive customer pdagraad, consequently, base servicing and inceaémacing fees are decreasing also. £
June 30, 2014 and 2013, our managed portfolio ovagezbnsolidated vs. non-consolidated subsidiarasother third parties was as follows:

June 30, 201« June 30, 201:
Amount (1) % (2) Amount (1) % (2)
Total Managed Portfolio ($ in millions)

Owned by Consolidated Subsidiar

CPS Originated Receivabl $ 1,363.¢ 99.3% $ 1,021." 95.7%

Fireside 5.7 0.4% 31.1 2.9%
Owned by No-Consolidated Subsidiari $ 1.4 0.1% 8.€ 0.8%
Third-Party Servicing Portfolios $ 2.€ 0.2% 5.€ 0.5%
Total $ 1,373.¢ 100.0% $ 1,067. 100.0%

(1) Contractual balances.
(2) Percentages may not add up to 100% due to rounding.

At June 30, 2014, we were generating income ansgl é@ea managed portfolio with an outstanding ppakibalance of $1,37:
million (this amount includes $1.4 million of autobile contracts on which we earn servicing fees@md a residual interest and also inclt
another $2.6 million of automobile contracts on etvhive earn base and incentive servicing fees), eoedpto a managed portfolio with
outstanding principal balance of $1,067llion as of June 30, 2013. At June 30, 2014 a@#32 the managed portfolio composition wa
follows:

June 30, 201« June 30, 201
Amount (1) % (2) Amount (1) % (2)
Originating Entity (% in millions)
CPS $ 1,365. 99.4% % 1,030. 96.5%
Fireside 5.7 0.4% 31.1 2.9%
Third Party Portfolio $ 2.€ 0.2% 5.€ 0.5%
Total $ 1,373.¢ 100.0% $ 1,067. 100.0%

(1) Contractual balances.
(2) Percentages may not add up to 100% due to rounding.

Other income increased by $263,000, or 4.9%, t6 #$8llion in the six months ended June 30, 2014nf&5.4 million during the prit
year. The increase is comprised of an increas&®6$00 in fees associated with direct mail anetiotkelated products and services tha
offer to our dealers, an increase of $147,000 ilesséax refunds and an increase of $95,000 in patgngom thirdparty providers ¢
convenience fees paid by our customers for webdbasd other electronic payments. These increases pagtially offset by decreases
$232,000 in the fair value of the receivables amiot dissociated with the Fireside portfolio

Expenses . Our operating expenses consist largely of piomigor credit losses, interest expense, employess¢c marketing ai
general and administrative expenses. Provisiorcfedit losses and interest expense are significaifected by the volume of automot
contracts we purchased during the trailingm@nth period and by the outstanding balance ofnfieareceivables held by consolid:
subsidiaries. Employee costs and general and ashmgitive expenses are incurred as applications aatdmobile contracts are receiv
processed and serviced. Factors that affect mamgims net income include changes in the automobil® @itomobile finance marl
environments, and macroeconomic factors such agesitrates and changes in the unemployment level.

Employee costs include base salaries, commissindsbanuses paid to employees, and certain expepkdsd to the accounti

treatment of outstanding stock options, and areadreur most significant operating expenses. Thass (other than those relating to s
options) generally fluctuate with the level of dapations and automobile contracts processed anitedr
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Other operating expenses consist largely of fasliexpenses, telephone and other communicatiofcssy credit services, compt
services, marketing and advertising expenses, eprediation and amortization.

During the prior year sixaonth period ended June 30, 2013, we recognizétriflion in contingent liability expenses to eithecorc
or increase the amounts we believe we may incataélto various pending litigation. The amount &kscated in part to a long running ¢
we refer to as the Stanwich litigation, and alsentwre recent matters including two California classon suits where we are the defendant
a governmental inquiry, in which the United Stafesleral Trade Commission (“FTCiiformally proposed that the we refrain from cen
allegedly unfair trade practices, and make resitary payments into a consumer relief fund. Thecassion of operating expenses b
excludes the $9.7 million in contingent liabilitypense for comparative purposes.

Total operating expenses were $115.6 million ferghx months ended June 30, 2014, compared to 4h@i0ion for the prior year, ¢
increase of $15.3 million, or 15.2%. The increasiimarily due to costs associated with the irmeeim the amount of new contracts
purchased, the resulting increase in our conselitipbrtfolio and associated servicing costs, arddhated increase in our provision for cr
losses. Increases in core operating expenses ausipn for credit losses were partially offsetdicreases in interest expense.

Employee costs increased by $2.2 million or 10.@&%22.7 million during the six months ended JuBe2®14, representing 19.6%
total operating expenses, from $20.5 million foe firior year, or 20.4% of total operating expenSésce 2010, we have added employe:
our Originations and Marketing departments in coofion with the increase in contract purchasésre recently, we have also added Servi
staff to accommodate the increase in the numbacodunts in our managed portfolithe table below summarizes our employees by caf
as well as contract purchases and units in our gehportfolio as of, and for the six-month periedsied, June 30, 2014 and 2013:

June 30, 201« June 30, 201
Amount Amount
(% in millions)
Contracts purchased (dolla $ 401 $ 383.¢
Contracts purchased (uni $ 25,98¢ 24,51(
Managed portfolio outstanding (dolla $ 1,373.¢ % 1,067 .«
Managed portfolio outstanding (uni 107,671 93,33:
Number of Originations sta 162 151
Number of Marketing sta 12C 10C
Number of Servicing sta 36¢ 29t
Number of other sta: 77 67
Total number of employees 72¢ 613

General and administrative expenses include castscated with purchasing and servicing our padfalf finance receivable
including expenses for facilities, credit servicasd telecommunications. General and administrabiyeEnses were $8.7 million, an increas
$406,000, or 4.9%, compared to the previous yedur@presented 7.5% of total operating expenses.

Interest expense for the six months ended Jun@@D} decreased by $5.6 million to $25.3 million,1&2%, compared to $3(
million in the previous year.

Interest expense on the Fireside portfolio crealiflity decreased by $2.3 million compared to therpyear period as the Fires
portfolio and the related debt have paid down gmisicantly lower levels over the last year.

Interest on securitization trust debt increasedbymillion, or 7.7%, for the six months ended J@0e 2014 compared to the pi
year. The average balance of securitization trabt thcreased 42.0% to $1,198.0 million at June28@4 compared to $843.8 million at J
30, 2013. However, the blended interest rates on gecuritizations completed since 2013 are sicgnifily less than the blended interest |
on securitization trust debt incurred prior to 20A3 a result, the cost of securitization debt wgiihe six month period ended June 30, .
was 3.1%, compared to 4.1% in the prior year period

30




Interest expense on senior secured debt was $1lidmin the six months ended June 30, 2014 conthb&re$4.9 million in the pric
year period. The decrease is due to the repaymefutlli of senior secured debt during the-month period ended June 30, 2014. Int
expense on subordinated renewable notes decrep$t8h,000. The decrease is due to a decrease Bwvrage balance from $23.2 millio
$18.4 million and a decrease in the average cost 4.9% to 13.5%. Interest expense on residuatast financing decreased $503,000 ir
six months ended June 30, 2014 compared to the ye&r. The decrease is due to repayments on @ $@llion facility established in Api
2013 and the September 2013 repayment of the $aBi8n of indebtedness outstanding under the residacility originally established
2007.

Interest expense on warehouse debt decreased ky0B86for the six months ended June 30, 2014 coedpty the prior yee
Although we increased our contract purchases td $4@illion for the six months ended June 30, 26dvhpared to $383.9 million in the pr
period, recently we have relied less on warehouseélitcfacilities and more on unrestricted cash me¢s to fund receivables prior
securitization. In the future we may incur great@rehouse debt interest expense as a result af 88®.2 million of unrestricted cash to re
our senior secured debt during the first quarte2if4.

The following table presents the components ofr@gkeincome and interest expense and a net intgigddtanalysis for the siraontt
periods ended June 30, 2014 and 2013:

Six Months Ended June 30

2014 2013
(Dollars in thousands)
Annualized Annualized
Average Average Average Average
Balance(1) Interest Yield/Rate Balance(1) Interest Yield/Rate
Interest Earning Assets
Finance receivables gross $ 1,266,190 $ 132,05: 209% $ 912,12« $ 102,80: 22.5%
Finance receivables measured at fair
value 8,801 1,164 26.4% 41,87 4,161 19.9%
$ 1,275,000 133,21° 20.9% $ 953,99 106,96 22.4%
Interest Bearing Liabilities
Warehouse lines of credit ( $ 33,141 2,11¢ 128%  $ 44,24¢ 2,57¢ 11.7%
Residual interest financir 15,63: 1,08: 13.9% 23,77 1,58¢ 13.3%
Debt secured by receivabl
measured at fair vall 8,20¢ 538 13.0% 38,11( 2,81 14.8%
Securitization trust del 1,197,98: 18,69 3.1% 843,81 17,36¢ 4.1%
Senior secured debt, related pe 14,20¢ 1,651 23.2% 44,91¢ 4,87¢ 21.7%
Subordinated renewable notes 18,44: 1,24 13.5% 23,24 1,72¢ 14.9%
$ 1,287,62 25,32: 39% $ 1,018,10 30,947 6.1%
Net interest income/sprei $ 107,89 $ 76,017
Net interest yield (4 16.9% 15.9%
Ratio of average interest earning ass
to average interest bearing liabiliti 99% 99%

(1) Average balances are based on month end balancept for warehouse lines of credit, which a@seldl on daily balances.
(2) Net of deferred fees and direct costs.

(3) Interest expense includes deferred financirggscand non-utilization fees.

(4) Annualized net interest income divided by ageranterest earning assets.
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Six Months Ended June 30, 2014
Compared to June 30, 201.

Total Change Due Change Due
Change to Volume to Rate
Interest Earning Assets (In thousands)

Finance receivables gra $ 2925( $ 39,90¢ (10,657
Finance receivables measured at fair value (2,997 (3,28¢) 28¢

26,25! 36,62: (20,369

Interest Bearing Liabilities

Warehouse lines of crec (469 (647) 18¢
Residual interest financir (509 (543 4C
Debt secured by receivables measured at fair \ (2,280 (2,207 (73
Securitization trust del 1,33( 7,29( (5,960
Senior secured debt, related pe (3,229 (3,339 10¢
Subordinated renewable notes (482) (356) (126)

(5,629 20¢ (5,82¢)
Net interest income/spre:i $ 31,87 $ 36,41 3 (4,542

Provision for credit losses was $49.5 million fbe tsix months ended June 30, 2014, an increas&7dd $nillion, or 52.2% compar
to the prior year and represented 42.8% of totakating expenses. The provision for credit lossastains the allowance for finance cr
losses at levels that we feel are adequate foraelincurred credit losses that can be reasorestignated. Our approach for establishing
allowance requires greater amounts of provisioncfedit losses early in the terms of our finanageheables. Consequently, the increas
provision expense is the result of the increaseaintract purchases during the last year and thgedgportfolio owned by our consolida
subsidiaries compared to the prior year.

Marketing expenses consist primarily of commisdi@ased compensation paid to our employee marketpgesentatives. C
marketing representatives earn a salary plus cosionis based on volume of contract purchases aed sibncillary products and services
we offer our dealers, such as training prograntsymet lead sales, and direct mail products. Margetxpenses increased by $1.0 millior
15.1%, to $7.7 million during the six months endedie 30, 2014, compared to $6.7 million in the pymar period, and represented 6.6¢
total operating expenses. For the six months eddeé 30, 2014, we purchased 25,986 contracts mapneg $401.3 million in receivabl
compared to 24,510 contracts representing $383l@min receivables in the prior year.

Occupancy expenses increased by $369,000 or 3@dl%4,.6 million compared to $1.2 million in the pi@us year and represen
1.4% of total operating expenses. The increasaddal the establishment in April 2014 of our Nevhadanch.

Depreciation and amortization expenses decreas&8®Y00 or 14.0%, to $221,000 compared to $257ii0@0Be previous year a
represented 0.2% of total operating expenses.

For the six months ended June 30, 2014, we recamdedne tax expense of $10.4 million, representirt3.0% effective income t
rate. In the prior year period, we recorded $6.lianiin income tax expense, representing a 42.&&¢ctve income tax rate.
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Credit Experience

Our financial results are dependent on the perfaomaof the automobile contracts in which we retinownership interest. Bra
economic factors such as recession and signifid@amges in unemployment levels influence the crasliformance of our portfolio, as does
weighted average age of the receivables at anyndivee. The tables below document the delinquemeppssession and net credit
experience of all such automobile contracts thabriginated or own an interest in as of the respeaates shown. The tables do not inc
the experience of third party originated and owperfolios.

Delinquency, Repossession and Extension Experiendd
Total Originated Portfolio Excluding Fireside
June 30, 2014

June 30, 2013 December 31, 2013

Number of Number of Number of
Contracts Amount Contracts Amount Contracts Amount
(Dollars in thousands)
Delinquency Experienci
Gross servicing portfolio (1 104,95 $ 1,366,64 83,25: $ 1,030,49 94,20¢ $ 1,213,79
Period of delinquency (:
31-60 days 2,781  $ 31,15 2,44;  $ 21,51 265 $ 21,88’
61-90 days 1,511 17,10¢ 1,31¢ 11,637 2,02¢ 24,91«
91+ days 67€ 7,31¢ 665 5,50z 1,162 11,06(
Total delinquencies (Z 4,97¢ 55,57¢ 4,42¢ 38,65: 5,83¢ 57,86
Amount in repossession (3) 3,24( 28,92, 1,661 14,03¢ 2,961 25,01(
Total delinquencies and amount in
repossession (2) 8,21« $ 84,50t 6,080 $  52,68¢ 8,79¢ $ 8287
Delinquencies as a percentage of grc
servicing portfolio portfolic 4.7 4.1 5.3 3.8 6.2 4.8
Total delinquencies and amount in
repossession as a percentage of g
servicing portfolia 7.8 6.2 7.3 5.1 9.3 6.€
Extension Experience
Contracts with one extension, accruit
(4) 15,947 $ 210,63 10,168 $ 109,45 13,75« $ 176,23f
Contracts with two or more extensior
accruing (4) 5,73¢ 61,37 5,99¢ 30,68¢ 5,44¢ 43,86¢
21,68: 272,00t 16,16 140,14: 19,20: 220,10!
Contracts with one extension, non-
accrual (4, 981 9,27( 53C 5,22¢ 1,03( 9,34¢
Contracts with two or more extensior
nor-accrual (4, 45€ 3,38¢ 561 2,36¢ 622 3,267
1,43 12,65¢ 1,091 7,594 1,652 12,61t
Total contracts with extensions 23,11¢ $ 284,66« 17,25« ¢ 147,73 20,85t $ 232,72
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Delinquency, Repossession and Extension Experiendd
Fireside Portfolio

June 30, 201¢ June 30, 201: December 31, 201.
Number of Number of Number of
Contracts Amount Contracts Amount Contracts Amount

(Dollars in thousands)
Delinquency Experienci

Gross servicing portfolio (1 2,346 % 5,65 8,72¢ $ 31,08 489 $ 14,78t
Period of delinquency (:
31-60 days 194  $ 42t 40C % 1,30¢ 36 9 87¢
61-90 days 88 177 138 39¢ 12F 25¢
91+ days 45 5C 64 14¢ 10€ 234
Total delinquencies (Z 327 652 597 1,85¢ 59¢ 1,36t
Amount in repossession (3) 11 37 55 23€ 30 12(C
Total delinquencies and amount in
repossession (2) 33 $ 68¢ 65 $ 2,09: 62 $ 1,48¢

Delinquencies as a percentage of gre
servicing portfolia 13.9% 11.5% 6.6% 6.0% 12.2% 9.2%

Total delinquencies and amount in
repossession as a percentage of g
servicing portfolic 14.4% 12.2% 7.5% 6.7% 12.9% 10.(%

Extension Experience
Contracts with one extension, accruil

(4) 61z $ 1,511 2,21(C $ 9,11¢ 1,20: $ 3,94¢
Contracts with two or more extensior
accruing (4) 55t 1,80¢ 52¢ 2,561 68E 2,92¢
1,167 3,31 2,73¢ 11,67- 1,88¢ 6,86¢
Contracts with one extension, non-
accrual (4, 24 3¢9 50 18t 60 15&
Contracts with two or more extensior
non-accrual (4) 19 38 8 33 35 11¢
43 77 58 21¢ 95 275
Total contracts with extensions 1,21( $ 3,39: 2,79¢ $ 11,89 1,98¢ $ 7,14z
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Delinquency Experienci
Gross servicing portfolio (1)
Period of delinquency (:
31-60 days
61-90 days
91+ days
Total delinquencies (Z
Amount in repossession (3)
Total delinquencies and amount in
repossession (2)

Delinquencies as a percentage of gr«
servicing portfolio.

Total delinquencies and amount in
repossession as a percentage of g
servicing portfolia

Extension Experience

Contracts with one extension, accruil
(4)

Contracts with two or more extensior
accruing (4)

Contracts with one extension, non-
accrual (4

Contracts with two or more extensior
non-accrual (4)

Delinquency, Repossession and Extension Experiendd

Total Originated and Fireside Portfolio

June 30, 201¢

June 30, 201:

December 31, 201.

Number of Number of Number of
Contracts Amount Contracts Amount Contracts Amount
(Dollars in thousands)

107,30: $ 1,372,301 91,977 $ 1,061,58: 99,09¢ $ 1,228,57!
2,981 $ 31,57¢ 2,84 $ 22,82: 3,01¢ $ 22,76¢
1,59¢ 17,28¢ 1,452 12,03¢ 2,14¢ 25,167

721 7,36¢ 72¢ 5,65( 1,27( 11,29
5,301 56,23( 5,02¢ 40,50¢ 6,437 59,22¢
3,251 28,96¢ 1,71¢ 14,27: 2,991 25,13(
8,557 $ 85,19 6,73¢ $ 54,78( 9,42¢ $ 84,35¢

4.%% 4.1% 5.5% 3.8% 6.5% 4.8%

8.C% 6.2% 7.2% 5.2% 9.5% 6.%%

16,55¢ $ 212,14 12,37t $ 118,56¢ 14,957 $ 180,18:
6,29( 63,17¢ 6,52¢ 33,24¢ 6,134 46,79

22,84¢ 275,32: 18,89¢ 151,81¢ 21,09: 226,97-
1,00t 9,30¢ 58C 5,41: 1,09 9,50¢

47E 3,42¢ 56¢ 2,39¢ 657 3,38¢
1,48( 12,73¢ 1,14¢ 7,812 1,747 12,88¢
24,32¢ $ 288,05t 20,04¢ $ 159,63( 22,83¢ $ 239,86:.
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(1) All amounts and percentages are based on the amount remaining to be repaid on each automobile contract, including, for pre-computed
automobile contracts, any unearned interest. The information in the table represents the gross principal amount of all automobile contracts we
have purchased, including automobile contracts subsequently sold in securitization transactions that we continue to service. The table does not
include certain contracts we have serviced for third parties on which we earn servicing fees only and have no credit risk.

(2) We consider an automobile contract delinquent when an obligor fails to make at least 90% of a contractually due payment by the following
due date, which date may have been extended within limits specified in the Servicing Agreements. The period of delinquency is based on the
number of days payments are contractually past due. Automobile contracts less than 31 days delinquent are not included. The delinquency aging
categories shown in the tables reflect the effect of extensions.

(3) Amount in repossession represents financed vehicles that have been repossessed but not yet liquidated.

(4) Accounts past due more than 90 days are on non-accrual.

Net Charge-Off Experience (1)
Total Owned Portfolio Excluding Fireside

June 30, June 30, December 31
2014 2013 2013
(Dollars in thousands)
Average servicing portfolio outstandir $ 1,335,27! $ 939,51: $ 1,044,68!
Annualized net char-offs as a percentage of average servicing port{@li 5.C% 4.1% 4.7%

Net Charge-Off Experience (1)
Fireside Portfolio

June 30, June 30, December 31
2014 2013 2013
(Dollars in thousands)
Average servicing portfolio outstandir $ 6,73( 41,87 % 31,29:
Annualized net char-offs as a percentage of average servicing port{@l (1.2% 4.9% 5.5%
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Net Charge-Off Experience (1)
Total Owned Portfolio Including Fireside

June 30, June 30, December 31,
2014 2013 2013
(Dollars in thousands)
Average servicing portfolio outstandil $ 1,342,00! $ 981,38 $ 1,075,97
Annualized net char-offs as a percentage of average servicing port{@l 5.C% 4.1% 4.7%

(1) All amounts and percentages are based on the principal amount scheduled to be paid on each automobile contract, net of unearned income
on pre-computed automobile contracts.

(2) Net charge-offs include the remaining principal balance, after the application of the net proceeds from the liquidation of the vehicle
(excluding accrued and unpaid interest) and amounts collected subsequent to the date of charge-off, including some recoveries which have been
classified as other income in the accompanying interim financial statements. June 30, 2014 and June 30, 2013 percentage represents six months
ended June 30, 2014 and June 30, 2013 annualized. December 31, 2013 represents 12 months ended December 31, 2013.

Extensions

In certain circumstances we will grant obligors -enenth payment extensions to assist them with teargarash flow problems.
general, an obligor would not be entitled to mdranttwo such extensions in any thdnth period and no more than six over the lifeéhe
contract. The only modification of terms is to adev@ the obligos next due date by one month and extend the matlate of the receivable
one month. In some cases, a two-month extension ImeagrantedThere are no other concessions such as a reductiamerest rate
forgiveness of principal or of accrued interestcéwaingly, we consider such extensions to be in@mt delays in payments rather tl
troubled debt restructurings.

The basic question in deciding to grant an extensiavhether or not we will (a) be delaying theviti@ble repossession and liquidal
or (b) risk losing the vehicle as a result of neinlg able to locate the obligor and vehicle. Inhbot those situations, the loss would likely
higher than if the vehicle had been repossessdutbutithe extension. The benefits of granting ammsibn include minimizing current los
and delinquencies, minimizing lifetime losses, iggtthe obligors account current (or close to it) and building dyeill with the obligor so thi
he might prioritize us over other creditors on fetpayments. Our servicing staff are trained taniifie when a past due obligor is facin
temporary problem that may be resolved with anresits. In most cases, the extension will be gramembnjunction with our receiving a p
due payment (and where allowed by law, a nomina) feom the obligor, thereby indicating an addiibrmonetary and psychologi
commitment to the contract on the obligor’s part.

The credit assessment for granting an extensiamnitially made by our collector, who bases the raotendation on the collectar’
discussions with the obligor. In such assessméntsallector will consider, among other things, fibléowing factors: (1) the reason the obli
has fallen behind in payment; (2) whether or netriason for the delinquency is temporary, antiff, ihave conditions changed such tha
obligor can begin making regular monthly paymemaia after the extension; (3) the obligor's paghpent history, including past extensior
applicable; and (4) the obligarwillingness to communicate and cooperate on vespthe delinquency. If the collector believes didigor is
good candidate for an extension, he must obtainoappfrom his supervisor, who will review the safaetorsstated above prior to offering 1
extension to the obligor. After receiving an extensan account remains subject to our normal msi@and procedures for interest acci
reporting delinquency and recognizing charge-offs.
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We believe that a prudent extension program isnéggral component to mitigating losses in our didfof subprime automobil
receivables. The table below summarizes the statusf June 30, 2014, for accounts that receivéeheions from 2008 through 2012 (2
and 2014 extension data are not included at timie tlue to insufficient passage of time for meanihg¥aluation of results):

Charged Off % Charged Charged Off % Charged Avg Months
Active or % Active or > 6 Months Off >6 <=6 Months Off<=6  to Charge Of

Period of  # Extensions Paid Offat  Paid Off at After Months After After Months After Post

Extensior Grantec  June 30, 201 June 30,201  Extensior Extension Extension Extension Extension
2008 35,588 10,951 30.8% 19,818 55.7% 4,819 13.5% 19
2009 32,004 10,437 32.6% 15,784 49.3% 5,783 18.1% 16
2010 26,167 12,735 48.7% 11,433 43.7% 1,999 7.6% 17
2011 18,786 11,678 62.2% 6,176 32.9% 932 5.0% 16
2012 18,783 13,175 70.1% 4,812 25.6% 796 4.2% 11

Table excludes extensions on portfolios serviced for third parties.

We view these results as a confirmation of theatiffeness of our extension program. For the acsotgteiving extensions in 20!
2009, 2010, 2011 and 2012, 30.8%, 33.3%, 48.79%2% 2nd 70.1%, respectively, were either paid ihdulactive and performing at June
2014. Each of these successful accounts represstihged payments of interest and principal (inglgdoayment in full in many cases), wh
without the extension we likely would have incureedubstantial loss and no interest revenue subaétpthe extension.

For the extension accounts that ultimately chaf§ien@ consider any that charged off more thannsonths after the extension to b
least partially successful. For the 2008, 2009,02@D11 and 2012 extensions, of the accounts tierged off, the charge off was incurred
average, 19, 16, 17, 16 and 11 months, respectiafBr the extension, indicating that even indhses of an ultimate loss, the obligor sen
the account with additional payments of principad &nterest.

Additional information about our extensions is pd®d in the tables below:

Year Ended
Six Months Ended June 3 December 31
2014 2013 2013
Average number of extensions granted per m 1,911 1,52¢ 1,95(
Average number of outstanding accot 103,68: 90,06¢ 93,247
Average monthly extensions as % of average outstga 1.8% 1.7% 2.1%

Table excludes portfolios originated and owned by third parties.
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June 30, 201 June 30, 201 December 31, 201
Number of Number of Number of
Contracts Amount Contracts Amount Contracts Amount
(Dollars in thousands

Contracts with one extensit 17,56 $ 221,45: 12,958 $ 123,98. 16,047 $ 189,68
Contracts with two extensiol 4,88¢ 54,01 3,96:¢ 22,60¢ 4,397 38,50:
Contracts with three extensio 1,24« 9,58¢ 2,00: 8,18¢ 1,48¢ 7,79(
Contracts with four extensiol 42t 2,10¢ 86¢ 3,697 634 2,51¢
Contracts with five extensior 161 67C 224 98¢ 224 1,05¢
Contracts with six extensions 49 22E 34 171 50 30¢

24,32¢ $ 288,05¢ 20,04¢ $ 159,63( 22,83t $ 239,86

Managed portfolio (excluding
originated and owned by 3rd partit 107,30: $ 1,372,300 91,977 $ 1,061,58: 99,09¢ $ 1,228,57

Table excludes portfolios originated and owned by third parties.

Non-Accrual Receivables

It is not uncommon for our obligors to fall behiird their payments. However, with the diligent effoof our Servicing staff a
systems for managing our collection efforts, weutady work with our customers to resolve delingcies. Our staff are trained to empic
counseling approach to assist our customers wéir tash flow management skills and help them torijpize their payment obligations
order to avoid losing their vehicle to repossessidrough our experience, we have learned that armestomer becomes greater than 90
past due, it is not likely that the delinquencylvaié resolved and will ultimately result in a chewaff. As a result, we do not recognize
interest income or retain on our balance sheetanyued interest for contracts that are greater #@adays past due.

If a contract exceeds the 90 days past due thmtsitolhe end of one period, and then makes thessape payments such tha
becomes less than or equal to 90 days delinquaheatnd of a subsequent period, it would be redttw full accrual status for our finant
reporting purposes. At the time a contract is mestdo full accrual in this manner, there can bessurance that full repayment of interest
principal will ultimately be made. However, we mmmieach obligos payment performance and are aware of the sedritis delinquency
any time. The fact that the delinquency has beduaed below the 9€ay threshold is a positive indicator. Should thetract again exceed |
90-day delinquency level at the end of any repgrfiariod, it would again be reflected as a non+salcaccount.

Our policy for placing a contract on nagcrual status is independent of our policy to geamextension. In practice, it would be
uncommon circumstance where an extension was grame the account remained in a ramtrual status, since the goal of the extensido
bring the contract current (or nearly current).

Liquidity and Capital Resources

Our business requires substantial cash to supporpoerchases of automobile contracts and otheratiper activities. Our prima
sources of cash have been cash flows from operatimgsting and financing activities, including peeds from term securitization transact
and other sales of automobile contracts, amount®Wwed under various revolving credit facilitieds@sometimes known as warehouse ¢
facilities), servicing fees on portfolios of autobile contracts previously sold in securitizatiomnsactions or serviced for third part
customer payments of principal and interest onniieareceivables, fees for origination of automoloibatracts, and releases of cash 1
securitization transactions and their related spreecounts. Our primary uses of cash have beerpuhehases of automobile contra
repayment of amounts borrowed under lines of credituritization transactions and otherwise, opegagxpenses such as employee, inte
occupancy expenses and other general and admiivistexpenses, the establishment of spread accandtfitial overcollateralization, if ar
the increase of credit enhancement to requireddemesecuritization transactions, and income taXégre can be no assurance that inter
generated cash will be sufficient to meet our cdsimands. The sufficiency of internally generateshcaill depend on the performance
securitized pools (which determines the level tdases from those pools and their related sprezmluats), the rate of expansion or contrac
in our managed portfolio, and the terms upon whiehare able to acquire and borrow against automalbihtracts.
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Net cash provided by operating activities for tlre-rmaonth period ended June 30, 2014 was $67.3 milliempared to net ca
provided by operating activities for the shenth period ended June 30, 2013 of $40.4 milliGéash provided by operating activities
significantly affected by our net income, or lobsefore provisions for credit losses. The increasduie primarily to the increase in net inc
before provision for credit losses of $22.1 million

Net cash used in investing activities for the mignth period ended June 30, 2014 was $200.3 mil@npared to net cash usec
investing activities of $204.1 million in the prigear period. Cash provided by investing activipesnarily results from principal payments i
other proceeds received on finance receivablesfbelishvestment and reductions in restricted c&dmsh used in investing activities genel
relates to purchases of automobile contracts. Rgeshof finance receivables held for investmenewd01.3 million and $383.9 million duri
the first six months of 2014 and 2013, respectively

Net cash provided by financing activities for tlve months ended June 30, 2014 was $125.3 milliongared to net cash provided
financing activities of $169.3 million in the prigrear period. Cash provided by financing activitiegprimarily related to the issuance
securitization trust debt, reduced by the amoumepfiyment of securitization trust debt and netg@eds or repayments on our warehouse
of credit and other debt. In the first six montfif014, we issued $382.5 million in new securii@atrust debt compared to $390.0 milliot
the same period of 2013. In addition, we repaid33nillion in securitization trust debt and $8.@lion in debt associated with the Fires
portfolio in the six months ended June 30, 2014 mamred to repayments of securitization trust del#1&8.2 million and repayment of $3
million in debt associated with the Fireside pditfan the prior year period. In the six months eddlune 30, 2014, we received net procee
warehouse lines of credit of $31.8 million, comphte net repayments of $4.6 million in the prioayes period. During the first six months
2014, we repaid in full $39.2 million of senior seed related party debt compared to $12.1 milllorepayments of senior secured related |
debt in the prior year's period.

We purchase automobile contracts from dealers faash price approximately equal to their principatount, adjusted for
acquisition fee which may either increase or desgdhe automobile contract purchase price. Thosarmbile contracts generate cash fi
however, over a period of years. As a result, weeHzen dependent on warehouse credit facilitigmitohase automobile contracts, and ol
availability of cash from outside sources in orttefinance our continuing operations, as well aguted the portion of automobile contr
purchase prices not financed under revolving warsbaredit facilities.

The acquisition of automobile contracts for subsedquinancing in securitization transactions, ahe heed to fund spread accol
and initial overcollateralization, if any, and iraise credit enhancement levels when those tramsadtike place, results in a continuing 1
for capital. The amount of capital required is mosavily dependent on the rate of our automobiletreot purchases, the required leve
initial credit enhancement in securitizations, dne extent to which the previously establishedtsrasd their related spread accounts €
release cash to us or capture cash from collectorsecuritized automobile contracts. Of those félsor most subject to our control is the
at which we purchase automobile contracts.

We are and may in the future be limited in ourigbtb purchase automobile contracts due to limitsour capital. As of June 30, 20
we had unrestricted cash of $14.4 million, $76.8ioni available under one warehouse credit facidibd $81.9 million available under anof
warehouse credit facility (such figures assumeatreglability of sufficient eligible collateral). Ding the sixmonth period ended June 30, 2(
we completed two securitizations aggregating $382lbon of notes sold. We intend to complete meezuritizations during 2014, althot
there can be no assurance that we will be abl®.t®sr plans to manage our liquidity include maimteg our rate of automobile contr.
purchases at a level that matches our availabliéataand, as appropriate, minimizing our operatiogts. If we are unable to complete ¢
securitizations, we may be unable to increase atar of automobile contract purchases, in which casenterest income and other portf
related income could decrease.

Our liquidity will also be affected by releasescash from the trusts established with our secatitns. While the specific terms ¢
mechanics of each spread account vary among tramssicour securitization agreements generally idevthat we will receive excess ¢
flows, if any, only if the amount of credit enhantent has reached specified levels and the delirmyuennet losses related to the automc
contracts in the pool are below certain predeteedhilevels. In the event delinquencies or net lossethe automobile contracts exceed !
levels, the terms of the securitization may requmereased credit enhancement to be accumulatethéoparticular pool. There can be
assurance that collections from the related trusts continue to generate sufficient cash. Moregveertain of our retained interests
securitization transactions and their related gpaacounts are pledged as collateral to our rekidterest financing and cash releases
these transactions will be used to repay the fiimaysc
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One of our securitization transactions, our warakotredit facilities, our residual interest finamgciand our financing for the Fires
portfolio contain various financial covenants refg certain minimum financial ratios and resul&uich covenants include maintain
minimum levels of liquidity and net worth and notceeding maximum leverage levels. In addition, s@geements contain crodsfaul
provisions that would allow certain creditors taidee a default if a default occurred under a défe facility. As of June 30, 2014, we wert
compliance with all such financial covenants.

We have and will continue to have a substantialiarhof indebtedness. At June 30, 2014, we had appately $1,405.1 million ¢
debt outstanding. Such debt consisted primaril$1B26.3 million of securitization trust debt, asdo included $5.4 million in debt for
acquisition of the Fireside portfolio, $41.3 mili@f warehouse lines of credit, $14.1 million ofickial interest financing and $18.0 millior
subordinated renewable notes. We are also curreffdying the subordinated notes to the public aroatinuous basis, and such notes
maturities that range from three months to 10 years

Our recent operating results include pag-earnings of $24.1 million for the six monthgded June 30, 2014 and $37.2 million
$9.2 million for the years ended December 31, 2848 December 31, 2012, respectively. Those periads preceded by ptex losses ¢
$14.5 million and $16.2 million in 2011 and 2016spectively. We believe that our 2011 and 2010ltesvere materially and advers
affected by the disruption in the capital markéist thegan in the fourth quarter of 2007, by thession that began in December 2007, ar
related high levels of unemployment.

Although we believe we are able to service andyepat debt, there is no assurance that we willlide 8 do so. If our plans for futt
operations do not generate sufficient cash flowbsearnings, our ability to make required paymentsur debt would be impaired. If we fail
pay our indebtedness when due, it could have ariabaelverse effect on us and may require us teeisslditional debt or equity securities.

Critical Accounting Policies

We believe that our accounting policies relatedaloAllowance for Finance Credit Losses, (b) Anmation of Deferred Originatio
Costs and Acquisition Fees, (c) Term Securitizatjofu) Finance Receivables and Related Debt Medsatrd-air Value, (e) Accrual f
Contingent Liabilities, and (f) Income Taxes are thost critical to understanding and evaluatingreported financial results. Such policies
described below.

Allowance for Finance Credit Losses

In order to estimate an appropriate allowance @msés incurred on finance receivables, we use s dilswance methodolo
commonly referred to as " static poolingyhich stratifies our finance receivable portfolidd separately identified pools based on the peot
origination. Using analytical and formula drivecheiques, we estimate an allowance for financeitleskes, which we believe is adequate
probable incurred credit losses that can be re&bpeatimated in our portfolio of automobile comtisa For each monthly pool of contracts
we purchase, we begin establishing the allowantleeémnmonth of acquisition and increase it overghiesequent 11 months, through a provi
for credit losses charged to our consolidated istaie of operations. Net losses incurred on finaeceivables are charged to the allowance
evaluate the adequacy of the allowance by examicumgent delinquencies, the characteristics ofpiwgfolio, prospective liquidation values
the underlying collateral and general economicraadket conditions. As circumstances change, owl lef/provisioning and/or allowance
change as well.

Broad economic factors such as recession and &ignifchanges in unemployment levels influence dteslit performance of o
portfolio, as does the weighted average age ofdbeivables at any given time. Our internal crpdiformance data consistently show that
receivables have lower levels of delinquency arssds early in their lives, with delinquencies imasiag throughout their lives and los
gradually increasing to a peak between 36 and 4&mspafter which they gradually decreass.of June 30, 2014 the weighted average a
our portfolio of finance receivables was 14 months.

Amortization of Deferred Originations Costs and Acquisition Fees
Upon purchase of a contract from a dealer, we @dlgegither charge or advance the dealer an admuisiee. In addition, we inc

certain direct costs associated with originatiohswr contracts. All such acquisition fees and direosts are applied to the carrying valu
finance receivables and are accreted into ear@iga@s adjustment to the yield over the estimafedfithe contract using the interest method.
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Term Securitizations
Our term securitization structure has generallynteefollows:

We sell automobile contracts we acquire to a whollyned special purpose subsidiary, which has betableshed for the limite
purpose of buying and reselling our automobile @aris. The speciglurpose subsidiary then transfers the same autdenadmitracts to anoth
entity, typically a statutory trust. The trust issuinterest-bearing asdmicked securities, in a principal amount equal rtdess than tt
aggregate principal balance of the automobile eatdt We typically sell these automobile contrdotshe trust at face value and with
recourse, except that representations and warsasitigilar to those provided by the dealer to uspaowided by us to the trust. One or ir
investors purchase the asset-backed securitiesdidsy the trust; the proceeds from the sale ofatmetacked securities are then use
purchase the automobile contracts from us. We ratjr or sell subordinated as$eteked securities issued by the trust or by aeélantity
Through 2008, we generally purchased external tettiancement for most of our term securitizationghe form of a financial guarar
insurance policy, guaranteeing timely payment aénest and ultimate payment of principal on thei@eassetacked securities, from
insurance company. However, in our 14 most rececuritizations since 2010, we have not purchasehtiial guaranty insurance policies
do not expect to do so in the near future.

We structure our securitizations to include intérradit enhancement for the benefit the inves{grs the form of an initial cas
deposit to an account ( " spread account " ) hglthb trust, (ii) in the form of overcollateralizan of the senior assétacked securities, whe
the principal balance of the senior adsatked securities issued is less than the prinbiglaince of the automobile contracts, (iii) in fben of
subordinated asséticked securities, or (iv) some combination of suiternal credit enhancements. The agreements giogerthe
securitization transactions require that the ihigwel of internal credit enhancement be suppleaeiy a portion of collections from f
automobile contracts until the level of internagdit enhancement reaches specified levels, whielhen maintained. The specified levels
generally computed as a percentage of the prineipadunt remaining unpaid under the related autoimauntracts. The specified levels
which the internal credit enhancement is to be maied will vary depending on the performance e&f plortfolios of automobile contracts h
by the trusts and on other conditions, and may laé¢swaried by agreement among us, our special parpobsidiary, the insurance compar
any, and the trustee. Such levels have increastdietreased from time to time based on performahtiee various portfolios, and have ¢
varied from one transaction to another. The agreésngoverning the securitizations generally gramtthe option to repurchase the
automobile contracts from the trust when the agageegutstanding balance of the automobile contfzatsamortized to a specified percen
of the initial aggregate balance.

Our September 2008 securitization and the subseqessecuritization of the remaining receivables fronthsuransaction i
September 2010 were each in substance sales ohttexlying receivables, and have been treatedlas && financial accounting purpos
They differ from those treated as secured finarxinghat the trust to which our specgmlfpose subsidiaries sold the automobile contraet
the definition of a "qualified special-purpose giitiunder Statement of Financial Accounting StaddaNo. 140 (ASC 860 10 &&- As ¢
result, assets and liabilities of those trustsmateconsolidated into our consolidated balancetshee

Historically, our warehouse credit facility strucs were similar to the above, except that (i) specialpurpose subsidiaries tl
purchased the automobile contracts pledged therenltibe contracts to secure promissory notes tregt ibsued, (ii) no increase in the requ
amount of internal credit enhancement was conteiegbland (iii) we did not purchase financial guéyansurance.

Upon each transfer of automobile contracts in astation structured as a secured financing fonfired accounting purposes, whet
a term securitization or a warehouse financingyetain on our consolidated balance sheet the telateomobile contracts as assets and re
the asset-backed notes or loans issued in theattos as indebtedness.

Under the September 2008 and September 2010 seatioibs, and other term securitizations complgtedr to July 2003 that we
structured as sales for financial accounting pugppa/e removed from our consolidated balance gsheedutomobile contracts sold and ac
to our consolidated balance sheet (i) the cashivweteif any, and (ii) the estimated fair valuetb& ownership interest that we retained ir
automobile contracts sold in the transaction. Tetdined or residual interest consisted of (a)cheh held in the spread account, if any
overcollateralization, if any, (c) asdedcked securities retained, if any, and (d) red#esa from the trust, which include the net inte
receivables. Net interest receivables represerggtimated discounted cash flows to be receivad fie trust in the future, net of principal
interest payable with respect to the asmatked notes, the premium paid to the insurancepaow if any, and certain other expenses.
excess of the cash received and the assets weagtaver the carrying value of the automobile @it sold, less transaction costs, equale
net gain on sale of automobile contracts we reabrde

We receive periodic base servicing fees for theisiag and collection of the automobile contratisider our securitization structu
treated as secured financings for financial acdognpurposes, such servicing fees are includedniarést income from the automol
contracts. In addition, we are entitled to the ctslvs from the trusts that represent collectionstioe automobile contracts in excess of
amounts required to pay principal and interesthmnassebacked securities, base servicing fees, and cestagr fees and expenses (suc
trustee and custodial fees). Required principahpayts on the assbtcked notes are generally defined as the paymseffisient to keep tt
principal balance of such notes equal to the agdesgrincipal balance of the related automobileraats (excluding those automobile contr
that have been charged off), or a determined percentage of such balance. Where #iatptage is less than 100%, the related sectidti
agreements require accelerated payment of princaipél the principal balance of the asbeicked securities is reduced to the spec
percentage. Such accelerated principal paymenidste create overcollateralization of the assekbd notes.
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If the amount of cash required for payment of feaxpenses, interest and principal on the seni@t&ssked notes exceeds the am
collected during the collection period, the shdlriawithdrawn from the spread account, if anythé cash collected during the period exc
the amount necessary for the above allocationsrplpsired principal payments on the subordinategtésmcked notes, and there is no shoi
in the related spread account or the required ollateralization level, the excess is released o Ifi the spread account ¢
overcollateralization is not at the required levkn the excess cash collected is retained irtrtle until the specified level is achiev
Although spread account balances are held by tiséston behalf of our speciplirpose subsidiaries as the owner of the residteddsts (in tk
case of securitization transactions structuredades dor financial accounting purposes) or thet#r(ig the case of securitization transact
structured as secured financings for financial antiag purposes), we are restricted in use of #shdn the spread accounts. Cash held i
various spread accounts is invested in high qudlguid investment securities, as specified in seeuritization agreements. The interest
payable on the automobile contracts is signifigagtieater than the interest rate on the asaeked notes. As a result, the residual inte
described above historically have been a signifiaaset of ours.

In all of our term securitizations and warehouseditrfacilities, whether treated as secured finageior as sales, we have sold
automobile contracts (through a subsidiary) togeuritization entity. The difference between the structures is that in securitizations
are treated as secured financings we report thetsaasd liabilities of the securitization trust our consolidated balance sheet. Under
structures, recourse to us by holders of the dsseted securities and by the trust, for failurethe automobile contract obligors to m
payments on a timely basis, is limited to the autbite contracts included in the securitizationswarehouse credit facilities, the spr
accounts and our retained interests in the resfgettists.

Finance Receivables and Related Debt Measured at Fair Value

In September 2011 we purchased finance receivdiuas Fireside Bank. These receivables are secuyedebt that was structur
specifically for the acquisition of this portfoli®ince the Fireside receivables were originatedahgther entity with its own underwriti
guidelines and procedures, we have elected to atdou the Fireside receivables and the related debured by those receivables at 1
estimated fair values so that changes in fair valiliebe reflected in our results of operationstlasy occur. There are limited observable in
available to us for measurement of such receivalole$or the related debt. We use our own assumgtabout the factors that we beli
market participants would use in pricing similaceables and debt, and are based on the besmafimn available in the circumstances.
valuation method used to estimate fair value maydpce a fair value measurement that may not beatide of ultimate realizable val
Furthermore, while we believe our valuation methads appropriate and consistent with those usedtlgr market participants, the use
different methods or assumptions to estimate thmevédue of certain financial instruments coulduiésn different estimates of fair value. Thi
estimated values may differ significantly from teues that would have been used had a readilyad@imarket for such receivables or (
existed, or had such receivables or debt beerdiéded, and those differences could be materiddddihancial statements.

Accrual for Contingent Liabilities

We are routinely involved in various legal proceegi resulting from our consumer finance activiéesl practices, both continui
and discontinued. Our legal counsel has adviseshusuch matters where, based on information avaeilaibthe time of this report, there is
indication that it is both probable that a lialyilitas been incurred and the amount of the los®earasonably determined.

We have recorded a liability as of June 30, 20ldickvrepresents our best estimate of probable ieduosses for legal contingenc
The amount of losses that may ultimately be in@ig@nnot be estimated with certainty. However, dasesuch information as is availabl
us, we believe that the range of reasonably passilskes for the legal proceedings and contingemitgscribed or referenced above, as of
30, 2014, and in excess of the liability we hawmrded, is from $0 to $1.2 million.
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Accordingly, we believe that the ultimate resolatiof such legal proceedings and contingenciesy tel@éng into account our curre
litigation reserves, should not have a materialeastr effect on our consolidated financial conditide note, however, that in light of -
uncertainties inherent in contested proceedingetican be no assurance that the ultimate resolofiaghese matters will not significan
exceed the reserves we have accrued; as a rémulbutcome of a particular matter may be matedalur operating results for a partict
period, depending on, among other factors, thedfitiee loss or liability imposed and the leveloofr income for that period.

Income Taxes

We account for income taxes under the asset ahtlitfamethod, which requires the recognition ofeteed tax assets and liabilit
for the expected future tax consequences of evkatdave been included in the financial stateméstsler this method, deferred tax assets
liabilities are determined based on the differerzetsveen the financial statements and tax basisséts and liabilities using enacted tax
in effect for the year in which the differences axpected to reverse. The effect of a change imates on deferred tax assets and liabiliti
recognized in income in the period that includesdhactment date.

Deferred tax assets are recognized subject to neamagts judgment that realization is more likely than.etvaluation allowance
recognized for a deferred tax asset if, based ewtight of the available evidence, it is more liikidnan not that some portion of the defe
tax asset will not be realized. In making such judgts, significant weight is given to evidence ttaat be objectively verified. As a resul
the unprecedented adverse changes in the markstdaritizations, the recession and the resultigly levels of unemployment that occurre
2008 and 2009, we incurred substantial operatisgds from 2009 through 2011 which led us to esfaldi valuation allowance again:
substantial portion of our deferred tax assets. éi@m, from the fourth quarter of 2011 through JA6&4, we reported 11 consecutive qua
of increasing profitability. Furthermore, we demivated an ability to increase our volumes of carttpurchases, grow our managed port
and obtain cost effective short- and long-termririag for our finance receivables.

In determining the possible future realization efaired tax assets, we have considered future l@abome from the followin
sources: (a) reversal of taxable temporary diffeesnand (b) forecasted future net earnings froeraifpns. Based upon those considerat
we have concluded that it is more likely than ratttthe U.S. and state net operating loss carrgatweriods provide enough time to uti
the deferred tax assets pertaining to the existeigperating loss carryforwards and any net operébss that would be created by the rev:
of the future net deductions which have not yehlta&en on a tax return. Our estimates of taxatlderne are forwartboking statements, a
there can be no assurance that our estimates lotaxable income will be correct.

We recognize interest and penalties related tocagrdzed tax benefits, if any, within the income &pense line in the consolida
statement of operations. Accrued interest and fiesare included within the related tax liabilitye in the consolidated balance sheet.

Forward Looking Statements

This report on Form 10-Q includes certain “forwéodking statements.” Forwaldoking statements may be identified by the us
words such as “anticipates,” “expects,” “plans,stimmates,” or words of like meaning. Our provisifam credit losses is a forwaldeking
statement, as it is dependent on our estimates fature chargeoffs and recovery rates. Factorsabald affect chargeffs and recovery rat
include changes in the general economic climatdchwhould affect the willingness or ability of obdirs to pay pursuant to the term:
automobile contracts, changes in laws respectimguwmer finance, which could affect our ability tfarce rights under automobile contra
and changes in the market for used vehicles, wbiehd affect the levels of recoveries upon saleepiossessed vehicles. Factors that ¢
affect our revenues in the current year includelé¢hels of cash releases from existing pools ocbmabile contracts, which would affect
ability to purchase automobile contracts, the teomsvhich we are able to finance such purchaseswifingness of dealers to sell automo
contracts to us on the terms that we offer, andtéhms on which and whether we are able to compéta securitizations once automo
contracts are acquired. Factors that could affectexpenses in the current year include competitiveditions in the market for qualifi
personnel and interest rates (which affect thesréitat we pay on notes issued in our securitiza}ion
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Item 4. Controls and Procedures

We maintain a system of internal controls and pdaces designed to provide reasonable assurancettas teliability of our publishe
financial statements and other disclosures incluiskethis report. As of the end of the period codetey this report, we evaluated
effectiveness of the design and operation of sistiasure controls and procedures. Based uporetratiation, the principal executive offi
(Charles E. Bradley, Jr.) and the principal finahoificer (Jeffrey P. Fritz) concluded that thedosure controls and procedures are effecti
recording, processing, summarizing and reportimgadimely basis, material information relatingu® that is required to be included in
reports filed under the Securities Exchange Act@84. There has been no change in our internataeraver financial reporting during ¢
most recently completed fiscal quarter that hasensdly affected, or is reasonably likely to magdlsi affect, our internal control over financ
reporting.
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PART Il. OTHER INFORMATION
Item 1. Legal Proceedings

The information provided under the caption “Legabdeedings,”Note 9 to the Unaudited Condensed ConsolidatednEial
Statements, included in Part | of this reportporporated herein by reference. The lawsuit diesdrthere as having been filed by the FTC
filed in the United States District Court for ther@ral District of California. The parties are f@empany and the United States of Ame
(acting upon notification and authorization to #igorney General by the Federal Trade Commissi®hg activities that form the factual be
for the lawsuit were alleged failures to complyhwitebt collection practices laws and with the F¥ @irnisher rule relating to consumer cr
reporting.

Item 1A. Risk Factors

We remind the reader that risk factors are sehforitem 1A of our report on Form 10-filed with the U.S. Securities and Excha
Commission on March 10, 2014. Where we are awamaiérial changes to such risk factors as prewodsiclosed, we set forth below
updated discussion of such risks. The reader shmiklthat the other risks identified in our repmrtForm 10-K remain applicable.

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

Failure to materially comply with all laws and réafions applicable to us could materially and adebr affect our ability to opere
our business. Our business is subject to numesmesdl and state consumer protection laws andatgu$, which, among other things:

« require us to obtain and maintain certain licersesqualifications;

« limit the interest rates, fees and other chargeaneallowed to charge;
« limit or prescribe certain other terms of our autdnife contracts;

« require specific disclosures to our customers;

« define our rights to repossess and sell collatarad;

« maintain safeguards designed to protect the sgamd confidentiality of customer information.

Our industry is also at times investigated by ratprs and offices of state attorneys general, wbahid lead to enforcement actic
fines and penalties, or the assertion of privatemd and law suits against us. Among others, ba¢hRTC and the Consumer Finan
Protection Bureau (“CFPB)ave the authority to investigate consumer comfdaagainst us, to conduct inquiries at their owstance, and
recommend enforcement actions and seek monetagitigsn Following an FTC inquiry into our practicege have agreed to the entry «
judgment against us that requires certain paymandschanges in our procedures. (Regarding thatnjady see Note 9 to the conder
consolidated financial statements included in t@port.) If we fail to comply with applicable lawand regulations, or with regulators’
interpretations of such laws and regulations, daittre could result in penalties, litigation lossend expenses, damage to our reputation,
suspension or termination of our licenses to cohdwsiness, which would materially adversely affeat results of operations, financ
condition and stock price. In addition, new fedenadl state laws or regulations or changes in theswreat existing rules or laws are interpri
or enforced could limit our activities in the fuéuor significantly increase the cost of complian€erthermore, judges or regulatory boi
could interpret current rules or laws differentiyaih the way we do, leading to such adverse consegaes described above. The resolutit
such matters may require considerable time andrsepeand if not resolved in our favor, may resulfines or damages, and possibly
adverse effect on our financial condition.
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We believe that we are in compliance in all mategapects with all such laws and regulations, thiadl such laws and regulations h
had no material adverse effect on our ability terage our business. However, we may be materiallyaalversely affected if we fail to com
with:

- applicable laws and regulations;
- changes in existing laws or regulations;
« changes in the interpretation of existing lawsegulations; or

- any additional laws or regulations that may be wwhm the future

We have substantial indebtedness.

We have and will continue to have a substantialwamof indebtedness. At June 30, 2014, we had appetely $1,405.1 million ¢
debt outstanding. Such debt consisted primaril1826.3 million of securitization trust debt, asdo included $5.4 million in debt for 1
acquisition of the Fireside portfolio, $41.3 mili@f warehouse lines of credit, $14.1 million ofickial interest financing and $18.0 millior
subordinated renewable notes (which are outstangitig maturities that range from three months toyg@rs). Our substantial indebtedr
could adversely affect our financial condition laynong other things:

« increasing our vulnerability to general adversenecoic and industry conditions;

« requiring us to dedicate a substantial portionwf@ash flow from operations to payments on ouebtddness, thereby reduc
amounts available for working capital, capital exgigures and other general corporate purposes;

« limiting our flexibility in planning for, or reaatig to, changes in our business and the industmhioh we operate;
« placing us at a competitive disadvantage comparedit competitors that have less debt; and

« limiting our ability to borrow additional funds.

Although we believe we are able to service and yepach debt, there is no assurance that we wikliile to do so. If we do r
generate sufficient operating profits, our abitilymake required payments on our debt would be iimagaFailure to pay our indebtedness w
due could have a material adverse effect.

If an increasein interest rates resultsin a decrease in our cash flow from excess spread, our results of operations may be impaired.

Our profitability is largely determined by the @ifence, or "spread," between the effective inteatston the automobile contracts
we acquire and the interest rates payable undezhwase credit facilities and on the adsatked securities issued in our securitizationshé
past, disruptions in the market for asset-backedr#t@es resulted in an increase in the interefssrave paid on assbicked securities. Shoi
similar disruptions take place in the future, weyrpay higher interest rates on assatked securities issued in the future. Althougthavee th
ability partially to offset increases in our costfonds by increasing fees we charge to dealersnwhachasing contracts, or by deman:
higher interest rates on contracts we purchaseg tten be no assurance that such actions wouldtdffe entire increase in interest thai
might pay to finance our managed portfolio.

Several factors affect our ability to manage irgerate risk. Specifically, we are subject to iagtrrate risk during the period after
purchase automobile contracts from dealers andrdefe finance such contracts in a term securitmatinterest rates on warehouse ci
facilities are typically adjustable, while the irdst rates on the automobile contracts are fiXedtdrest rates increase, the interest we mus
to the lenders under warehouse credit facilitiekedy to increase, while the interest we collécim those warehoused automobile conti
remains the same. Therefore, during the warehoymngd, excess spread cash flow would likely desee Additionally, contracts warehou
and then securitized during a rising interest egteironment may result in less excess spread ¢astas our securitizations typically have
interest rates set at prevailing interest rateéhatime of the closing of the securitization, whinay not take place until several months afte
purchased those contracts. Our customers, on ez band, pay fixed rates of interest on the ceotdravhich are agreed to at the time -
purchase the underlying vehicles. A decrease irssxspread cash flow could adversely affect ouriegs and cash flow.
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To mitigate, but not eliminate, the sheetm risk relating to floating interest rates pdgabnder the warehouse facilities, we
historically held automobile contracts in the wamebe credit facilities for less than four monthe. mitigate, but not eliminate, the lonerr
risk relating to interest rates payable in seaattons, we have in the past, and intend to coatitm) structure some of our securitiza
transactions to include pfanding structures, whereby the amount of securitssued exceeds the amount of contracts initedlg into thi
securitization. In pre-funding, the proceeds frdra prefunded portion are held in an escrow account wveilsell the additional contracts i
the securitization. In pranded securitizations, we effectively lock in duarrowing costs with respect to the contracts wessguently sell in
the securitization. However, we incur an expensgréfunded securitizations equal to the difference leetwthe money market yields ear
on the proceeds held in escrow prior to subseqdelintery of contracts and the interest rate paidhensecurities issued in the securitiza
The amount of such expense may vary. Despite tinésgation strategies, an increase in prevailingrest rates would cause us to receive
excess spread cash flow on automobile contractkthars could adversely affect our earnings and flash

Forward-Looking Statements

Discussions of certain matters contained in thi®remay constitute forwarlboking statements within the meaning of SectioA 2¥
the Securities Act of 1933, as amended (the "SeesirAct") and Section 21E of the Exchange Act, asdsuch, may involve risks &
uncertainties. These forwatdeking statements relate to, among other thingpeetations of the business environment in whichoperate
projections of future performance, perceived opputtes in the market and statements regardingnaission and vision. You can gener:
identify forwardiooking statements as statements containing thedsvtwill," "would,"” "believe,” "may," "could," "exgct," "anticipate,
"intend," "estimate," "assume" or other similar egsions. Our actual results, performance and aeiments may differ materially from t
results, performance and achievements expressietbtied in such forwardeoking statements. The discussion under "Riskdfattdentifie:
some of the factors that might cause such a diftereincluding the following:

« changes in general economic conditions;

« our ability or inability to obtain necessary finamg, and the terms of any such financing
« changes in interest rates, especially as applidatdecuritization trust debt;

« our ability to generate sufficient operating anthficing cash flows;

« competition;

« level of future provisioning for receivables losses

« the levels of actual losses on receivables; and

« regulatory requirements.

Forwardiooking statements are not guarantees of performaHuey involve risks, uncertainties and assumptiéwtual results me
differ from expectations due to many factors beyoud ability to control or predict, including thoskescribed herein, and in docum
incorporated by reference in this report. For thesdements, we claim the protection of the safddrafor forwardlooking statemen
contained in the Private Securities Litigation RefdAct of 1995.

We undertake no obligation to publicly update aogniardiooking information. You are advised to consult auditional disclosu
we make in our periodic reports filed with the SEBee "Where You Can Find More Information" and "Dments Incorporated by Reference."
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Item 2. Unregistered Sales of Equity Securities and UsdPobceeds

During the six months ended June 30, 2014, we obyged no shares from existing shareholders, estexd in the table below. \
are deemed to have perrchased 73,788 shares of our common stock, @t exercise of outstanding warrants. In this tratisa, the holders

a series of
of such 39

warrants purchased 395,000 shares @bounon stock, and paid the aggregate $583,00@isggrice by surrender to us of 73,
5,000 shares. The result of the trarmaetas the net issuance of 321,212 shares to tHersmf such warrants.

Issuer Purchases of Equity Securities

Total Number of Approximate Dollar
Total Shares Purchased a Value of Shares thai
Number of Average Part of Publicly May Yet be Purchasec
Shares Price Paid Announced Plans or Under the Plans or
Period(1) Purchased per Share Programs Programs (2)
April 2014 - $ = - $ 986,19:
May 2014 - $ - - $ 986,19:
June 201« = = - $ 986,19:
Total - $ - -
(1)  Each monthly period is the calendar month.
(2)  Through June 30, 2014, our board of directors had authorized the purchase of up to $34.5 million of our outstanding securities,

which program was first announced in our annual report for the year 2002, filed on March 26, 2003. All purchases described in the
table above were under the plan announced in March 2003, which has no fixed expiration date.

Item 6. Exhibits

The Exhibits listed below are filed with this repor

4.14

4.55
4.56
311

31.2
32

Instruments defining the rights of holderdoofgterm debt of certain consolidated subsidiariehefregistrant are omitted purst
to the exclusion set forth in subdivisions (b)(iN)(A) and (b)(v) of Item 601 of Regulation B-(17 CFR 229.601). The registr
agrees to provide copies of such instruments tdJtiited States Securities and Exchange Commisgion tequest

Indenture dated June 1, 2014 re Notes issy€tPtS Auto Receivables Trust 20B44ncorporated by reference to the exhibit
with the registrar's Form K on June 24, 201«

Sale and Servicing Agreement dated as of Iug614. Incorporated by reference to the exhilgtifwith the registrant's Form B-
on June 24, 201

Rule 13-14(a) Certification of the Chief Executive Officgirthe registrant

Rule 13-14(a) Certification of the Chief Financial Officef the registrant

Section 1350 Certifications

* These Certifications shall not be deemed “filédi’ purposes of Section 18 of the Securities Exglafct of 1934, as amended

otherwise
the Securi

subject to the liability of that sectidinese Certifications shall not be deemed to berpuarated by reference into any filing un
ties Act of 1933, as amended, or the &xgh Act, except to the extent that the registnasimtement specifically states that ¢

Certifications are incorporated therein.
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant duly caused thgort to be signed on its behalf by
undersigned thereunto duly authorized.

CONSUMER PORTFOLIO SERVICES, INC.
(Registrant)

Date: July 28, 2014
By: /s CHARLES E. BRADLEY, JR.
Charles E. Bradley, Jr.
President and Chief Executive Officer
(Principal Executive Officer)

Date: July 28, 2014
By: /s/ JEFFREY P. FRITZ
Jeffrey P. Fritz
Executive Vice President and Chief Financial Officer
(Principal Financial Officer)
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Exhibit 31.1
CERTIFICATION
I, Charles E. Bradley, Jr., certify that:
1. I have reviewed this quarterly report on ForraQ @r the quarterly period ended June 30, 201@misumer Portfolio Services, Inc.;

2. Based on my knowledge, this report does notaiorany untrue statement of a material fact or amgtate a material fact necessary to r
the statements made, in light of the circumstanoeler which such statements were made, not misigadih respect to the period coverec
this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material resp
the financial condition, results of operations aadh flows of the registrant as of, and for, thegoepresented in this report;

4. The registrang other certifying officer(s) and | are responsifide establishing and maintaining disclosure cdstrand procedures (
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportiras defined in Exchange Act Rules 13a-1
(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procsdunecaused such disclosure controls and procedorée designed under
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made known to u:
others within those entities, particularly duriig teriod in which this report is being prepared;

(b) Designed such internal control over financégarting, or caused such internal control overrfaial reporting to be designed un
our supervision, to provide reasonable assurangardang the reliability of financial reporting arttie preparation of financ
statements for external purposes in accordancegeitlerally accepted accounting principles.

(c) Evaluated the effectiveness of the registsadisclosure controls and procedures and presamtiis report our conclusions ab
the effectiveness of the disclosure controls amdgutures, as of the end of the period covered ibyrdiport based on such evaluat
and

(d) Disclosed in this report any change in thegtgnt’s internal control over financial reportitigat occurred during the registrant’
most recent fiscal quarter (the registranfburth fiscal quarter in the case of an annupbr@ that has materially affected, ol
reasonably likely to materially affect, the regsit’'s internal control over financial reporting;dan

5. The registrang other certifying officer(s) and | have disclosédsed on our most recent evaluation of internaltrob over financie
reporting, to the registrant's auditors and theitaadmmittee of the registrast’board of directors (or persons performing theiveden!
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cowoirer financial reporting which &
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

(b) Any fraud, whether or not material, that innedvmanagement or other employees who have a sagmifrole in the registramst’
internal control over financial reporting.

Date: July 28, 2014

/s/ CHARLES E. BRADLEY, JR.
Charles E. Bradley, Jr. Chief Executive Officer




Exhibit 31.2
CERTIFICATION
I, Jeffrey P. Fritz, certify that:
1. I have reviewed this quarterly report on ForraQ @r the quarterly period ended June 30, 201@misumer Portfolio Services, Inc.;

2. Based on my knowledge, this report does notaiorany untrue statement of a material fact or amgtate a material fact necessary to r
the statements made, in light of the circumstanoeler which such statements were made, not misigadih respect to the period coverec
this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material resp
the financial condition, results of operations aadh flows of the registrant as of, and for, thegoepresented in this report;

4. The registrang other certifying officer(s) and | are responsifide establishing and maintaining disclosure cdstrand procedures (
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportiras defined in Exchange Act Rules 13a-1
(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procsdunecaused such disclosure controls and procedorée designed under
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made known to u:
others within those entities, particularly duriig teriod in which this report is being prepared;

(b) Designed such internal control over financégarting, or caused such internal control overrfaial reporting to be designed un
our supervision, to provide reasonable assurangardang the reliability of financial reporting arttie preparation of financ
statements for external purposes in accordancegeitlerally accepted accounting principles.

(c) Evaluated the effectiveness of the registgadisclosure controls and procedures and presamtiis report our conclusions ab
the effectiveness of the disclosure controls amdgutures, as of the end of the period covered ibyrdiport based on such evaluat
and

(d) Disclosed in this report any change in thegtgnt’s internal control over financial reportitigat occurred during the registrant’
most recent fiscal quarter (the registranfburth fiscal quarter in the case of an annupbr@ that has materially affected, ol
reasonably likely to materially affect, the regsit’'s internal control over financial reporting;dan

5. The registrang other certifying officer(s) and | have disclosédsed on our most recent evaluation of internaltrob over financie
reporting, to the registrant's auditors and theitaadmmittee of the registrast’board of directors (or persons performing theiveden!
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cowoirer financial reporting which &
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

(b) Any fraud, whether or not material, that innedvmanagement or other employees who have a sagmifrole in the registramst’
internal control over financial reporting.

Date: July 28, 2014

/s JEFFREY P. FRITZ
Jeffrey P. Fritz, Chief Financial Officer




Exhibit 32

Certification Pursuant To
18 U.S.C. Section 1350,
As Adopted Pursuant To
Section 906 of The Sarbanes-Oxley Act Of 2002

In connection with the Quarterly Report on FormQ®f Consumer Portfolio Services, Inc. (the “Comgarfor the quarterly period end
June 30, 2014, as filed with the Securities andhBrge Commission on the date hereof (the “Repo@harles E. Bradley, Jr., as Ct
Executive Officer of the Company, and Jeffrey Rtzi-as Chief Financial Officer of the Company, lehereby certifies, pursuant to 18 U.¢
81350, as adopted pursuant to 8906 of the Sarbariey- Act of 2002, that:

(1) The Report fully complies with the requirementsSeftction 13(a) or 15(d) of the Securities Exchangeof1934; an

(2) The information contained in the Report fairly mets, in all material respects, the financial ctodiand results of operations of
Company.

Date: July 28, 2014
[s/ CHARLES E. BRADLEY, JR.

Charles E. Bradley, Jr.
Chief Executive Officer

/s/ JEFFREY P. FRITZ
Jeffrey P. Fritz
Chief Financial Officer

This certification accompanies each Report purst@Bt906 of the Sarban€xley Act of 2002 and shall not, except to the ektequired b
the Sarbanes-Oxley Act of 2002, be deemed filethbyCompany for purposes of §18 of the SecuritiehBnge Act of 1934, as amended.

A signed original of this written statement reqditgy Section 906 has been provided to the Compadydll be retained by the Company
furnished to the Securities and Exchange Commissidts staff upon reques



