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IEG Holdings Corporation (OTCQB: IEGH) – Hostile Bid for OneMain Holdings 
 
Sector/Industry: Consumer Finance                                                                www.investmentevolution.com                                                          
 Market Data (as of January 10, 2017) 

Current Price US$7.25 
Fair Value US$9.04 
Rating* BUY 
Risk* 4  
52 Week Range N/A 
Shares O/S 9.71 M 
Market Cap US$70.40 M 
Current Yield N/A 
P/E (forward) N/A 
P/B N/A 
YoY Return N/A 
YoY OTCQX 4.1% 

 
*see back of report for rating and risk definitions 
*All the figures are in US$ unless otherwise specified. 
 

  
 

Highlights 
 On January 6, 2017, IEG Holdings Corporation (“company”, “IEG”) 

launched an unsolicited offer to acquire the shares of OneMain 
Holdings Inc. (NYSE: OMF). With a market capitalization of $3.17 
billion and $12.64 billion in loans receivables, OneMain is one of 
the largest consumer finance companies in the U.S.  

 IEG’s primary rationale for the offer is that they believe a combined 
entity could attain significant synergies and cost savings by 
converting OneMain’s traditional bricks-and-mortar business model 
to an online model. We compare this transaction to how a merger 
between Netflix (Nasdaq: NFLX) and Blockbuster could have saved 
Blockbuster.  

 We are not aware of any other company of IEG’s size that has pulled 
off such a major transaction. However, we do not see any significant 
downside for IEG considering the free publicity they have been 
receiving since the announcement.  

 IEG is offering two shares of IEG for a common share of OMF. On 
January 9, 2017, through a press release, OMF dismissed IEG’s offer 
and called it a low ball offer.  IEG shares were trading at $5.45 per 
share and OMF shares were at $23.36 per share prior to the 
announcement. 

 IEG is also pursuing an offering for up to US$10 million through the 
issuance of 12% p.a. senior unsecured notes due December 31, 2026. 

 In order to quickly move to profitability in Q1-2017, management 
has taken the decision to drastically cut costs. Independent directors 
resigned and the CEO’s salary for 2017 has been reduced from $1 
million to just $1.  
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Tender Offer 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

On January 6, 2017, the company announced the commencement of a tender offer to 
purchase up to all of the outstanding shares of OneMain Holdings Inc. The offer is 
scheduled to expire on February 6, 2017(unless subsequently extended). On December 
16, 2016, IEG delivered a letter to OMF’s CEO, and the Board of Directors, advising them of 
IEG’s intent to commence the tender offer.  
OneMain is a traditional private lender (100+ years of track record) providing consumer 
finance and insurance products and services through over 1,800 branches in 44 states. With a 
market capitalization of $3.17 billion, OneMain is one of the largest consumer finance 
companies in the U.S. At the end of Q3-2016 (September 30 ,2016), OMF had total 
assets of $18.35 billion which primarily included $658 million in cash, $1.79 billion in long-term investments, and $12.64 billion in loans receivables. The assets were 
primarily funded by $13.82 billion in debt and $3.05 billion in equity. The following 
table shows a summary of OMF’s operating performance. In the first nine months of 
2016, OMF generated interest revenues of $2.34 billion and net income of $188 
million.  
 

 
Data Source: S&P Capital IQ  

The key valuation metrics of OMF are presented below. OMF’s shares look undervalued 
based on P / B r(1.0x versus the Consumer Finance industry average of 1.4x) and fairly 
valued based on EV / Revenues (4.7x versus 4.3x).  

 
Data Source: S&P Capital IQ  

As per the offer, IEG expects to issue two IEG shares in return for one common share 
of OMF. In such a scenario, IEG will issue approximately 270 million shares if they were to acquire 100% of the outstanding shares of OMF. Subsequent to the transaction, 
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OMF’s shareholders will own 96.5% of the combined entity. IEG shares were trading at 
$5.45 per share, and OMF shares were at $23.36 per share prior to the announcement. On 
January 9, 2017, OMF announced through a press release, that the unsolicited offer from IEG 
is a lowball offer and went on to state that it was “grossly inadequate and reckless, does not 
even remotely reflect the value of the Company, and is not in the best interests of the 
Company and its stockholders”. IEG responded to this by urging OneMain to enter into 
negotiations with IEG rather than simply dismissing the potential synergies and cost 
savings.  
A key factor that prompted IEG to make this move is the significant fall in OMF’s share 
price in 2016, as shown below. OMF had completed a major acqusition in late 2015.  

 
Source: S&P Capital IQ 

IEG management’s primary rationale for the offer is that they believe a combined entity 
could attain significant synergies and cost savings by converting OneMain’s traditional 
bricks-and-mortar business model to an online model. IEG’s management believes they have 
a significant first mover advantage as they are one of the very few online lenders who have a 
license to operate in multiple states in the U.S., covering more than half the U.S. population.   
We had mentioned in our initiating report on IEG that the rapid emergence of e-businesses is 
driving many traditional businesses to utilize cloud-based infrastructure instead of having 
physical office locations. This reduces the burden of physical office locations and redundant 
staffing costs, and increases convenience for consumers, as they can obtain loans without 
having to visit an office location. IEG estimates potential cost savings of at least $1 billion a 
year from transforming the OneMain business online, with the closure of over 1,800 
OneMain offices, termination of over 10,000 employees, a substantial reduction in 
advertising / marketing costs, and annual executive compensation by at least $40 million. 
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We compare this transaction to be similar to what if Blockbuster was taken over by NetFlix a 
few years prior to the demise of Blockbuster. Netflix could have grown at a much faster rate 
by closing all of Blockbuster’s stores, and converting their existing customers to Netflix’s 
online model.  Blockbuster went bankrupt in 2010, and Netflix now has a market 
capitalization of $56 billion.  
 
We are not aware of any other company of IEG’s size that has pulled off such a major 
transaction. Two other things that make this process further challenging, we believe, are that 
OMF has over 13,000 shareholders, and 58% of OMF’s shares are held by an affiliate of the 
global investment company, Fortress Investment Group (NYSE: FIG). At this point, we 
estimate the probability of Fortress approving this transaction is very low.  
 On a positive note, we do not see any significant downside for IEG from this announcement.  Even if none of OneMain shareholders accept the offer, we believe this 
move from IEG will give them free publicity. IEG’s share price was up by 33% on the day of 
announcement. The only downside is the cost associated with initiating the tender offer, 
which is the SEC filing fee of approximately $170,000, plus undisclosed other costs such as 
legal and accounting. 
 On January 9, 2017, IEG announced its intent to pursue a stock repurchase program of up to 
$2 million. Management has yet to determine the actual timing, number and value of the 
shares repurchased under the program.  
In December 2016, the company received approval to operate in Ohio, making it the 19th state of operations. The total population of the 19 states is approximately 200 million, 
or 62% of the total U.S. population. Management’s target is to expand to 25 states by mid 
2017. The remaining 25 states in the U.S. still require lenders to have at least one physical 
office location in each state.   

 

Source: Company 
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IEG originated US $0.37 million loans in Q3-2016. The following chart shows the 
originations since inception of the online lending platform through October 2016. 
Originations dropped in 2016 primarily because of a lack of capital to deploy.  

Loan Originations

$0

$200,000

$400,000

$600,000

$800,000

$1,000,000

$1,200,000

Jan-13 Oct-13 Jul-14 Apr-15 Jan-16 Oct-16  
The total cumulative loan volume was US $14.10 million as of December 21, 2016.  

 
IEG reported US $0.56 million in revenues in Q3-2016, up 5.1% YOY, and the highest since 
inception. The previous high was US $0.55 million in Q2-2016. 
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In November 2016, the company announced the following key changes to their operations to 
bring the company to profitability in Q1-2017.  
 Management announced that they will not be pursuing a listing on the NYSE MKT or 

NASDAQ in the near-term. However, IEG has left open the possibility of future 
attempts for up listing upon the company achieving a cash flow positive position.  

 Undergo significant cost cuts, which prompted the resignation of the two independent 
directors, Harold Hansen and Matthew Banks. Directors’ costs totaled $18k in the 
past quarter, implying an annual cost saving of $72k. As a result, IEG’s board is now 
comprised of only the CEO, Paul Mathieson. Although this is of concern, note that 
Mr. Mathieson is the largest shareholder and holds 71.04% of the shares. He has also 
agreed to lower his 2017 annual base salary from $1 million to $1, and forgo any 
2016 bonus due in December 2016.  

 As the company has only one director now, the company’s shares were moved from 
the OTCQX to the OTCQB in January 2017. 

Although IEG’s risk profile has increased (due to the change in stock listing and resignation 
of directors), we believe the company has made a prudent decision to cut costs and focus on 
achieving profitability. Profitable operations should allow the company to attract capital 
(equity and debt) for growth.  
The company recently announced that they expect to record profits and positive cash flows 
for the first time in Q1-2017. The company also announced that they expect to start paying 
dividends in April 2017. 
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In November 2016, IEG announced that it has launched an offering for up to US$10 million 
through the issuance of 12% p.a. senior unsecured notes due December 31, 2026. The 
company has yet to provide an update on the financing.  
As discussed in our previous update report, IEG incurred a net loss of $0.98 million (EPS: -
$0.10) in Q3-2016, versus $1.42 million (EPS: -$0.58) in the comparable period in the 
previous year. In the nine month period of 2016, the company incurred a net loss of $3.19 
million (EPS: -$0.43) versus $4.24 million (EPS: -$1.88) in the comparable period in the 
previous year.  

 
We have not changed any of our 2016 and 2017 forecasts. Our 2016 year-end portfolio 
estimate is $7.25 million, and our 2017 estimate is $35 million. Note that these assumptions 
do not account for the recent offer on OneMain.  
 
Our 2016 revenue forecast is $2.22 million and our 2017 forecast is $6.29 million. Our EPS 
forecast for 2016 is a net loss of $4.00 million (EPS:-$0.41), and for 2017 is a net loss of 
$1.08 million (EPS: -$0.10). 
 
We continue to base our fair value estimate on IEG’s shares on the assumption that the 
company’s portfolio grows to $300 million by 2021, and funds will be raised using a debt to 
capital of 80%.  In our previous report, we had estimated that future equity financings will be 
completed at $2.50 per share, which was the share price at that time. Considering the 
significant rise in share price since then, our models now assume that future financings will 
be completed at $7.50 per share, which resulted in a significant drop in our estimate of the 
total number of outstanding shares by 2021.  As a result, the average of our Discounted Cash 
Flow (“DCF”) and comparables valuation increased from $3.79 per share to $9.04 per share. 
The following tables show a summary of our valuation models. 
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We maintain our BUY rating and risk rating of 4.   
We believe the company is exposed to the following key risks: 
  Consumer finance lending is a highly competitive market. Although we believe the 

U.S. consumer credit market is healthy, unfavorable macroeconomic changes may 
impact consumer finance lenders and their ability to grow.    The company’s ability to consistently originate good quality loans at attractive yields 
is critical.   Loan loss rates have to be maintained at reasonable levels.  The company’s ability to grow depends heavily on management’s ability to raise 
capital (equity and debt).  IEG has been operating at a loss and has yet to generate profits.   As with most investments, there is no guarantee that the company will be able to 
return principal and meet interest payments on the notes.   The average trading volume of IEG’s s shares has been low as the shares are tightly 
held; the CEO holds 71% of the outstanding shares.   Due to lack of liquidity, the company’s shares may have been mispriced in the past. 
For example, IEG’s share price was $27.50 per share as of August 24, 2015, implying 
a market capitalization of $637 million, based on 23.16 million shares outstanding at 
that time. The company had only $6.68 million in loan receivables (net of the 
provision for losses) as of June 30, 2015.  
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Fundamental Research Corp.  Equity Rating Scale: Buy – Annual expected rate of return exceeds 12% or the expected return is commensurate with risk 
Hold – Annual expected rate of return is between 5% and 12% 
Sell – Annual expected rate of return is below 5% or the expected return is not commensurate with risk 
Suspended or Rating N/A— Coverage and ratings suspended until more information can be obtained from the company regarding recent events. 
 
Fundamental Research Corp.  Risk Rating Scale: 1 (Low Risk) - The company operates in an industry where it has a strong position (for example a monopoly, high market share etc.) or operates in a regulated industry.  
The future outlook is stable or positive for the industry.  The company generates positive free cash flow and has a history of profitability.  The capital structure is 
conservative with little or no debt. 
 
2 (Below Average Risk) - The company operates in an industry where the fundamentals and outlook are positive.  The industry and company are relatively less sensitive 
to systematic risk than companies with a Risk Rating of 3.  The company has a history of profitability and has demonstrated its ability to generate positive free cash 
flows (though current free cash flow may be negative due to capital investment).  The company’s capital structure is conservative with little to modest use of debt. 
  
3 (Average Risk) - The company operates in an industry that has average sensitivity to systematic risk.  The industry may be cyclical.  Profits and cash flow are sensitive 
to economic factors although the company has demonstrated its ability to generate positive earnings and cash flow.  Debt use is in line with industry averages, and 
coverage ratios are sufficient. 
 
4 (Speculative) - The company has little or no history of generating earnings or cash flow.  Debt use is higher.  These companies may be in start-up mode or in a 
turnaround situation.  These companies should be considered speculative. 
 
5 (Highly Speculative) - The company has no history of generating earnings or cash flow.  They may operate in a new industry with new, and unproven products.  
Products may be at the development stage, testing, or seeking regulatory approval.  These companies may run into liquidity issues, and may rely on external funding.  
These stocks are considered highly speculative. 
 
Disclaimers and Disclosure 
The opinions expressed in this report are the true opinions of the analyst about this company and industry.   Any “forward looking statements” are our best estimates and 
opinions  based upon information that is publicly available and that we believe to be correct, but we have not independently verified with respect to truth or correctness.   
There is no guarantee that our forecasts will materialize.   Actual results will likely vary.   The analyst and Fundamental Research Corp.  “FRC” does not own any shares 
of the subject company, does not make a market or offer shares for sale of the subject company, and does not have any investment banking business with the subject 
company.    Fees were paid by IEGH to FRC.   The purpose of the fee is to subsidize the high costs of research and monitoring.   FRC takes steps to ensure independence 
including setting fees in advance and utilizing analysts who must abide by CFA Institute Code of Ethics and Standards of Professional Conduct.   Additionally, analysts 
may not trade in any security under coverage.   Our full editorial control of all research, timing of release of the reports, and release of liability for negative reports are 
protected contractually.  To further ensure independence, IEGH has agreed to a minimum coverage term including four reports.   Coverage can not be unilaterally 
terminated.   Distribution procedure:  our reports are distributed first to our web-based subscribers on the date shown on this report then made available to delayed access 
users through various other channels for a limited time.  
 
The distribution of FRC’s ratings are as follows:  BUY (70%), HOLD (8%), SELL (5%), SUSPEND (17%). 
To subscribe for real-time access to research, visit http://www.researchfrc.com/subscribe.php for subscription options. 
 
This report contains "forward looking" statements.   Forward-looking statements regarding the Company and/or stock’s performance inherently involve risks and 
uncertainties that could cause actual results to differ from such forward-looking statements.  Factors that would cause or contribute to such differences include, but are 
not limited to, continued acceptance of the Company's products/services in the marketplace; acceptance in the marketplace of the Company's new product lines/services; 
competitive factors; new product/service introductions by others; technological changes; dependence on suppliers; systematic market risks and other risks discussed in 
the Company's periodic report filings, including interim reports, annual reports, and annual information forms filed with the various securities regulators.  By making 
these forward looking statements, Fundamental Research Corp.  and the analyst/author of this report undertakes no obligation to update these statements for revisions or 
changes after the date of this report.   A report initiating coverage will most often be updated quarterly while a report issuing a rating may have no further or less frequent 
updates because the subject company is likely to be in earlier stages where nothing material may occur quarter to quarter.    
 
Fundamental Research Corp DOES NOT MAKE ANY WARRANTIES, EXPRESSED OR IMPLIED, AS TO RESULTS TO BE OBTAINED FROM USING THIS 
INFORMATION AND MAKES NO EXPRESS OR IMPLIED WARRANTIES OR FITNESS FOR A PARTICULAR USE.   ANYONE USING THIS REPORT 
ASSUMES FULL RESPONSIBILITY FOR WHATEVER RESULTS THEY OBTAIN FROM WHATEVER USE THE INFORMATION WAS PUT TO.    ALWAYS 
TALK TO YOUR FINANCIAL ADVISOR BEFORE YOU INVEST.   WHETHER A STOCK SHOULD BE INCLUDED IN A PORTFOLIO DEPENDS ON ONE’S 
RISK TOLERANCE, OBJECTIVES, SITUATION, RETURN ON OTHER ASSETS, ETC.   ONLY YOUR INVESTMENT ADVISOR WHO KNOWS YOUR 
UNIQUE CIRCUMSTANCES CAN MAKE A PROPER RECOMMENDATION AS TO THE MERIT OF ANY PARTICULAR SECURITY FOR INCLUSION IN 
YOUR PORTFOLIO.    This REPORT is solely for informative purposes and is not a solicitation or an offer to buy or sell any security.  It is not intended as being a 
complete description of the company, industry, securities or developments referred to in the material.  Any forecasts contained in this report were independently prepared 
unless otherwise stated, and HAVE NOT BEEN endorsed by the Management of the company which is the subject of this report.  Additional information is available 
upon request.   THIS REPORT IS COPYRIGHT.   YOU MAY NOT REDISTRIBUTE THIS REPORT WITHOUT OUR PERMISSION.   Please give proper credit, 
including citing Fundamental Research Corp and/or the analyst, when quoting information from this report. 
 
The information contained in this report is intended to be viewed only in jurisdictions where it may be legally viewed and is not intended for use by any person or entity 
in any jurisdiction where such use would be contrary to local regulations or which would require any registration requirement within such jurisdiction.  


