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ClearDebt’s interim results to end-December 2006 show turnover 30% greater 

than for the six (or 18) months to June 2006, but this represents a temporary 

slowing in its growth rate.  

Table 1: Interim Results 
Six months to Dec-05 Jun-06 Dec-06

 £000 £000 £000

Turnover 174.80 226.78

Operating expenses (12.05) (414.75) (524.72)

Operating profit/(loss) (12.05) (239.95) (297.94)

Net interest received/(paid) (73.36) 8.91

Loss before tax and amortisation of goodwill (12.05) (313.31) (289.03)

Goodwill amortisation (161.52) (161.53)

FRS3 Loss before and after tax (12.05) (474.84) (450.55)

Headline loss per share (p) (0.10) (0.13) (0.11)

 

The figures for 2005 are non-comparable but included for completeness. Relative 

to the previous six months, turnover rose 30%, but not as fast as planned; 

ClearDebt had geared itself up for much faster growth so its fixed costs increased 

significantly and operating expenses rose by 26% and the operating loss rose, but 

more slowly. A turn-round from paying to receiving interest resulted in a cut in 

the pre-tax loss and the loss per share was reduced from 0.13p to 0.11p. 

After a record month in August, ClearDebt suffered administrative problems in 

September when the senior member of its IVA administration team was poached 

by a competitor and given the title ‘Head of Business Development’. The resultant 

delays have had some impact on October and November as well but ClearDebt 

swiftly found a replacement.  

A second problem was a significant increase in advertising expenditure by certain 

competitors, which (according to Debt Free Direct, the largest IVA producer) 

pushed up the price of advertising and reduced its effectiveness. The massive 

increase in spending did increase the size of the market (the number of IVAs 

completed in the second half of 2006 was 47% greater than in the whole of 2005) 

but at too high a cost and led to profit warnings from each of the two largest IVA 

producers. DFD has just issued a second profits warning stating that current year 

profits will fall short of the market’s reduced expectations. 
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Company Description:  ClearDebt offers debt resolution services to insolvent 

individuals using a state-of-the-art web-based system for initial contact and 

individual supervision of all the later stages in the process, resulting in a higher 

success rate and lower overall costs than its competitors. 
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ClearDebt made the sensible choice and reduced its advertising spend where it 

ceased to be cost-effective, which naturally reduced its case acquisition and 

completion rates. As a consequence of this and the abovementioned disruption, 

ClearDebt’s completion rate fell short of its business plan and our expectations, 

although it completed more IVAs in the six months than in any previous six 

months, and it surrendered some of its recent gains in market share.  

Figure 1: Growth in IVAs 
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Despite these setbacks, the group can report significant progress towards its 

longer-term objectives. This includes the launch in December of its IVA Protect, a 

ground-breaking and currently unique (although one may hope that the more 

ethical of its competitors will launch copy-cat products shortly) insurance policy 

protecting creditors from the debtor’s temporary inability to pay through sickness 

or involuntary unemployment, which should significantly reduce the IVA failure 

rate; the creation of the Debt Resolution Forum to establish industry standards of 

conduct; and increasing awareness among the major creditors of the costs 

associated with IVAs. Sadly there has been some posturing by certain creditors 

with the worst bad debt provisions which might otherwise reflect badly on their  

strategy or competence which resulted in Accuma (an expensive IVA producer 

reporting a rejection rate of 22% of its proposals; ClearDebt, however, has never 

had a single proposal rejected on price grounds. 

ClearDebt set out to be, and believes that it is, the lowest-cost producer of IVAs. 

This will provide it with a significant advantage when the market matures.  

Also in December, the group raised £1m through a share placing that ensures 

that it has adequate funding for the next stage of development. At the end of the 

period, ClearDebt has cash balances of £1.18m, more than four times its 

operating loss excluding amortisation of goodwill. 

After detailed analysis of the response rates from different forms of advertising 

and different sites, the group is currently increasing its expenditure on marketing 

and on staff training in anticipation of a resultant increase in responses and 

caseload. It is also in negotiations with a number of potential partners from whom 

they hope to receive referrals, thereby increasing at low cost their pipeline and 

conversion rate.  

Profitability in the short- and medium-term should be improved by modest 

increases in the fee rates that were a long way below their competitors’ marginal 
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cost for production of an IVA. The revised rates are still significantly cheaper than 

those of their major competitors. 

The share prices in the sector have fallen in the last few months partly due to 

profit warnings and partly due to some slanted comments in the press that 

seemed to blame IVA producers for, inter alia, the losses suffered by lenders 

when a debtor went bankrupt. We consider this neither accurate nor fair, but 

cannot deny that the press influences its readers’ perceptions and this is affecting 

the demand for IVAs. If, however, the major creditors pay more attention to fees 

in future, this should be to the longer-term benefit of ClearDebt. 

ClearDebt's share price has fallen three times: first on the CEO's AGM statement, 

which presaged these results with its report of the poaching and resulting 

administration difficulties and the cutback in advertising spend, second on the 

results themselves, and thirdly on DFD's second profit warning which carries 

negligible, if any, implications for ClearDebt. As a result the share price is now 

half its level five months ago, which seems an overreaction in spades. If the 

future contracted income from IVAs already approved (which is excluded by 

accounting rules as it is "not yet earned") was added to net assets recognised in 

the Balance Sheet, the result would exceed the current market capitalisation, i.e. 

there is less than nil value attributed to future earnings. We think that this means 

the shares are priced too cheaply. 
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This document has been provided to you solely for your information and may not be reproduced or 
redistributed, in whole or in part to any other person. The information contained in this document 
has not been approved for the purposes of Section 21(2) of the Financial Services & Markets Act 
2000 of the United Kingdom (FSMA’). As such this document is being distributed only to and is
directed only at persons falling within the categories of exempt person described in the Financial 
Services and Markets Act 2000 (Financial Promotion) Order 2001 as amended, (the Order) or 
pursuant to any applicable exemption under FSMA (together ‘relevant persons”). Any person who is 
not a relevant person should not act or rely on this document or any of its contents. 

This report is intended for intermediate clients, market makers, Self-certified High Net Worth or 
Self-certified sophisticated investors only.  Self certification can be completed free of charge at 
www.fisma.org 

This document may not be distributed in or into, directly or indirectly to any persons with 
addresses in Australia, Canada, Japan, The Republic of Ireland, The Republic of South Africa or the 
United States (or any of its territories or possessions). 

This report is being provided to relevant persons by Equity Development Limited (“ED”) to provide 
background information about the corporate client. ED are regulated by the Financial Services 
Authority, and are retained to act as financial adviser for various clients, some or all of whom may 
now or in the future have an interest in the contents of this document and/or in the Company, 

In the preparation of this report, ED has had access to publicly available information, the 
Company’s management and other sources believed to be reliable. Whilst all reasonable care has 
been taken to ensure that the facts stated herein are accurate and that the forecasts opinions and 
expectations contained herein are fair and reasonable, neither the author nor ED has verified the 
information contained herein and accordingly none of the author, ED nor any of their respective 
directors, officers or employees makes any representation or warranty, express or implied as to the 
accuracy or completeness of the information or opinions contained herein and shall not be in any 
way responsible or liable for the contents hereof and no reliance should be placed on the accuracy, 
fairness or completeness of the information contained in this document. No person accepts any 
liability whatsoever for any loss howsoever arising from any use of this document or its contents or 
otherwise arising in connection therewith. Nothing in this paragraph shall exclude liability for any 
representations or warranties made fraudulently. 

Any opinions, forecasts or estimates herein constitute a judgment as at the date of this report. 
There can be no assurance that future results or events will be consistent with any such opinions, 
forecasts or estimates. This information is subject to change without notice. It may be incomplete 
or condensed and it may not contain all material information concerning the Company. 

This document does not constitute or form part of and should not be construed as any offer for sale 
or purchase of (or solicitation of or invitation to make any offer to buy or sell) any securities nor 
shall it or any part of it form the basis of or be relied on in connection with any contract or 
commitment whatsoever. 

ED may In the future or may have in the past have provided investment banking services to the 
Company. 

ED or its directors or officers may in the future or in the past have had a material investment in the 
Company. 
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