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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, 2007

¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

FOR THE TRANSITION PERIOD FROM              TO            .

Commission file number: 0-26680

NICHOLAS FINANCIAL, INC.
(Exact Name of Registrant as Specified in its Charter)

British Columbia, Canada 8736-3354
(State or Other Jurisdiction of

Incorporation or Organization)

(I.R.S. Employer

Identification No.)

2454 McMullen Booth Road, Building C

Clearwater, Florida 33759
(Address of Principal Executive Offices) (Zip Code)
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(727) 726-0763

(Registrant�s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 and 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter periods that the Registrant was required to file such reports), and (2) has been
subject to such filing requirements for the past 90 days.    Yes  x    No  ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer or a non-accelerated filer. See definition of
�accelerated filer and large accelerated filer� in Rule 12b-2 of the Exchange Act.

Large accelerated filer  ¨    Accelerated filer  x    Non-accelerated filer  ¨

Indicate by checkmark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act)    Yes  ¨    No  x

As of July 31, 2007, the registrant had 10,035,781 shares of common stock outstanding.
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PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS
Nicholas Financial, Inc. and Subsidiaries

Condensed Consolidated Balance Sheets

June 30, 2007
March 31,

2007
(Unaudited)

Assets
Cash $ 3,275,174 $ 1,499,193
Finance receivables, net 167,069,915 164,364,715
Accounts receivable 15,514 17,858
Assets held for resale 1,104,915 887,687
Prepaid expenses and other assets 616,720 578,095
Property and equipment, net 973,862 1,014,698
Derivatives 940,196 659,724
Deferred income taxes 3,812,675 3,997,278

Total assets $ 177,808,971 $ 173,019,248

Liabilities
Line of credit $ 94,000,170 $ 94,012,099
Drafts payable 1,339,532 1,291,948
Accounts payable and accrued expenses 6,177,546 6,155,492
Income taxes payable 1,654,055 225,648
Deferred revenues 1,590,934 1,527,076

Total liabilities 104,762,237 103,212,263

Shareholders� equity
Preferred stock, no par: 5,000,000 shares authorized; none issued and outstanding �  �  
Common stock, no par: 50,000,000 shares authorized; 10,035,781 and

9,984,281 shares issued and outstanding, respectively 16,370,404 16,088,477
Accumulated other comprehensive income 582,169 408,237
Retained earnings 56,094,161 53,310,271

Total shareholders� equity 73,046,735 69,806,985

Total liabilities and shareholders� equity $ 177,808,971 $ 173,019,248

See accompanying notes.
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Nicholas Financial, Inc. and Subsidiaries

Condensed Consolidated Statements of Income

(Unaudited)

Three months ended

June 30,
2007 2006

Revenue:
Interest and fee income on finance receivables $ 12,148,489 $ 11,295,006
Sales 22,064 33,868

12,170,553 11,328,874
Expenses:
Cost of sales 8,025 1,017
Marketing 313,846 291,576
Salaries and employee benefits 3,038,547 2,866,244
Administrative 1,436,102 1,110,658
Provision for credit losses 1,197,122 810,002
Depreciation 89,282 86,988
Interest expense 1,588,608 1,260,203

7,671,532 6,426,688

Operating income before income taxes 4,499,021 4,902,186
Income tax expense 1,715,131 1,872,743

Net income $ 2,783,890 $ 3,029,443

Earnings per share:
Basic $ 0.28 $ 0.31

Diluted $ 0.27 $ 0.29

See accompanying notes.
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Nicholas Financial, Inc. and Subsidiaries

Condensed Consolidated Statements of Cash Flows

(Unaudited)

Three months ended June 30,
2007 2006

Cash flows from operating activities
Net income $ 2,783,890 $ 3,029,443
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation 89,282 86,988
Gain on sale of property and equipment (11,184) (5,140)
Provision for credit losses 1,197,122 810,002
Deferred income taxes 78,063 (281,046)
Share-based compensation 112,437 30,390
Changes in operating assets and liabilities:
Accounts receivable 2,344 8,511
Prepaid expenses and other assets (38,625) 25,348
Accounts payable and accrued expenses 22,054 139,879
Income taxes payable 1,428,407 1,773,137
Deferred revenues 63,858 30,336

Net cash provided by operating activities 5,727,648 5,647,848

Cash flows from investing activities
Purchase and origination of finance contracts (26,771,232) (25,896,709)
Principal payments received 22,868,910 20,706,589
Increase in assets held for resale (217,228) (169,446)
Purchase of property and equipment (48,790) (97,965)
Proceeds from sale of property and equipment 11,528 5,140

Net cash used in investing activities (4,156,812) (5,452,391)

Cash flows from financing activities
Net (repayment of) proceeds from line of credit (11,929) 1,599,688
Increase (decrease) in drafts payable 47,584 (6,691)
Proceeds from exercise of stock options 55,785 32,127
Net excess tax benefits related to exercise of stock options and issuance of performance share awards 113,705 76,737

Net cash provided by financing activities 205,145 1,701,861

Net increase in cash 1,775,981 1,897,318
Cash, beginning of period 1,499,193 1,729,057

Cash, end of period $ 3,275,174 $ 3,626,375

See accompanying notes.
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Nicholas Financial, Inc. and Subsidiaries

Notes to the Condensed Consolidated Financial Statements

(Unaudited)

1. Basis of Presentation

The accompanying condensed consolidated balance sheet as of March 31, 2007, which has been derived from audited financial statements, and
the accompanying unaudited interim condensed consolidated financial statements of Nicholas Financial, Inc. (including its subsidiaries, the
�Company�) have been prepared in accordance with accounting principles generally accepted in the United States for interim financial information
and with the instructions to Form 10-Q pursuant to the Securities and Exchange Act of 1934, as amended in Article 10 of Regulation S-X.
Accordingly, they do not include all of the information and footnotes required by accounting principles generally accepted in the United States
for complete financial statements, although the Company believes that the disclosures made are adequate to make the information not
misleading. In the opinion of management, all adjustments (consisting of normal recurring accruals) considered necessary for a fair presentation
have been included. Operating results for interim periods are not necessarily indicative of the results that may be expected for the year ending
March 31, 2008. It is suggested that these condensed consolidated financial statements be read in conjunction with the consolidated financial
statements and accompanying notes thereto included in the Company�s Annual Report on Form 10-K for the year ended March 31, 2007 as filed
with the Securities and Exchange Commission on June 14, 2007.

The preparation of consolidated financial statements in conformity with accounting principles generally accepted in the United States requires
management to make estimates and assumptions that affect the amounts reported in the consolidated financial statements and accompanying
notes. Actual results could differ from those estimates.

2. Revenue Recognition

The Company is principally a specialized consumer finance company engaged primarily in acquiring and servicing retail installment sales
contracts (�Contracts�) for purchases of new and used automobiles and light trucks. To a lesser extent, the Company also makes direct loans and
sells consumer-finance related products.

Interest income on finance receivables is recognized using the effective interest method. Accrual of interest income on finance receivables is
suspended when a loan is contractually delinquent for 60 days or more or the collateral is repossessed, whichever is earlier.

A dealer discount represents the difference between the finance receivable, net of unearned interest, of a Contract and the amount of money the
Company actually pays for the Contract. The entire amount of discount is related to credit quality and is considered to be part of the credit loss
reserve. The Company receives a commission for selling add-on services to consumer borrowers and amortizes the commission, net of the
related costs, over the term of the loan using the effective interest method. The Company�s net fees charged for processing a loan are recognized
as an adjustment to the yield and are amortized over the life of the loan using the effective interest method.

The amount of future unearned income is computed as the product of the Contract rate, the Contract term, and the Contract amount. The
Company aggregates the Contracts purchased during a three-month period for each of its branch locations. After the analysis of purchase date
accounting is complete, any uncollectible amounts would be contemplated in the allowance for credit losses.

5
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Nicholas Financial, Inc. and Subsidiaries

Notes to the Condensed Consolidated Financial Statements

(Unaudited)

3. Earnings Per Share

Basic earnings per share is calculated by dividing the reported net income for the period by the weighted average number of shares of common
stock outstanding. Diluted earnings per share includes the effect of dilutive options and other share awards. Basic and diluted earnings per share
have been computed as follows:

Three months ended

June 30,
2007 2006

Numerator for earnings per share � net income $ 2,783,890 $ 3,029,443

Denominator:
Denominator for basic earnings per share � weighted average shares 10,000,194 9,915,226
Effect of dilutive securities: Stock options and other share awards 351,642 367,751

Denominator for diluted earnings per share 10,351,836 10,282,977

Earnings per share:
Basic $ 0.28 $ 0.31

Diluted $ 0.27 $ 0.29

4. Finance Receivables

Finance receivables consist of automobile finance installment Contracts and direct consumer loans and are detailed as follows:

June 30, 2007
March 31,

2007
Finance receivables, gross contract $ 260,765,943 $ 256,992,111
Unearned interest (73,107,460) (71,663,796)

Finance receivables, net of unearned interest 187,658,483 185,328,315
Allowance for credit losses (20,588,568) (21,085,600)

Finance receivables, net $ 167,069,915 $ 164,364,715

The terms of the receivables range from 12 to 72 months and bear a weighted average interest rate of 24% for the three months ended June 30,
2007.

5. Line of Credit
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The Company has a $110.0 million line of credit facility (the Line) which expires on November 30, 2008. The Company may borrow the lesser
of the $110,000,000 or amounts based upon formulas principally related to a percentage of eligible finance receivables, as defined. Borrowings
under the Line may be under various LIBOR pricing options plus 175 basis points or at the prime rate plus 37.5 basis points. Prime rate based
borrowings are generally less than $5.0 million. The Company�s cost of borrowed funds, which is based upon the interest rates charged under the
Line and the effect of the interest rate swap agreements (see note 6), amounted to 6.76% and 6.06% for the three months ended June 30, 2007
and 2006, respectively. Pledged as collateral for this credit facility are all of the assets of the Company. As of June 30 2007 the outstanding
amount of the credit facility was approximately $94.0 million and the amount available under the line of credit was approximately $16.0 million.
The facility requires compliance with certain financial ratios and covenants and satisfaction of specified financial tests, including maintenance of
asset quality and performance tests. Dividends require consent in writing by the agent and majority lenders under the facility. As of June 30,
2007, the Company was in full compliance with all debt covenants.

6

Edgar Filing: NICHOLAS FINANCIAL INC - Form 10-Q

Table of Contents 9



Table of Contents

Nicholas Financial, Inc. and Subsidiaries

Notes to the Condensed Consolidated Financial Statements

(Unaudited)

6. Derivatives and Hedging

The Company utilizes interest rate swap agreements to manage interest rate exposure. The swaps effectively convert a portion of the Company�s
floating rate debt to a fixed rate, more closely matching the interest rate characteristics of the Company�s finance receivables. As of
June 30, 2007, $40,000,000 of the Company�s borrowings have been designated as the hedged items to interest rate swap agreements which are
detailed as follows:

Date Entered Effective Date Notional Amount

Fixed Rate

Of Interest Maturity Date
February 26, 2003 May 17, 2004 $ 10,000,000 3.91% May 19, 2008
March 11, 2004 October 5, 2004 $ 10,000,000 3.64% October 5, 2009
January 18, 2005 July 5, 2005 $ 10,000,000 4.38% July 2, 2010
September 9, 2005 September 13, 2005 $ 10,000,000 4.46% September 2, 2010
For derivative instruments that are designated and qualify as a cash flow hedge (i.e., hedging the exposure to variability in expected future cash
flows that is attributable to a particular risk, such as interest rate risk), the effective portion of the gain or loss on the derivative instrument is
reported as a component of comprehensive income and reclassified into earnings in the same period or periods during which the hedged
transaction affects earnings. The remaining gain or loss on the derivative instrument in excess of the cumulative change in the present value of
the future cash flows of the hedged item, if any, is recognized in current earnings during the period of change.

Each swap agreement has identical terms to the critical terms of the hedged item and meets each condition in Statement of Financial Accounting
Standards (�SFAS�) No.133 for utilization of the short-cut method to assess the effectiveness of the swap agreement in hedging the variability of
interest payments on the floating rate borrowings under the Line. The short-cut method presumes there is no hedge ineffectiveness if all such
applicable conditions are met and the critical terms of the hedge and the hedged item do not change. During the life of each hedge, the critical
terms of the hedge and the hedged item have not changed. Accordingly, the Company did not have any gain or loss from hedge ineffectiveness.

The Company records net gains and losses from the swap agreements into the interest expense line item of the consolidated statement of income.
Under the swap agreements, the Company received an average variable rate of 5.32% and 4.99% for the three months ended June 30, 2007 and
2006, respectively. During the same periods the Company paid an average fixed rate of 3.95% and 3.82%, respectively. The interest rate swaps
are recorded at fair value, approximately $940,000 and $660,000 as of June 30 and March 31, 2007, respectively, in the caption derivatives on
the condensed consolidated balance sheet. Accumulated other comprehensive income as of June 30 and March 31, 2007 of approximately
$582,000 and $408,000, respectively, represents the after-tax effect of the derivative gains.

The following table reconciles net income with comprehensive income.

Three months ended
June 30,

2007 2006
Net income $ 2,783,890 $ 3,029,443
Mark to market interest rate swaps (net of tax of $106,540 and $78,340, respectively) 173,932 122,128

Comprehensive income $ 2,957,822 $ 3,151,571

Edgar Filing: NICHOLAS FINANCIAL INC - Form 10-Q

Table of Contents 10



7

Edgar Filing: NICHOLAS FINANCIAL INC - Form 10-Q

Table of Contents 11



Table of Contents

Nicholas Financial, Inc. and Subsidiaries

Notes to the Condensed Consolidated Financial Statements

(Unaudited)

7. Share-Based Payments

A summary of stock option activity as of June 30, 2007, and changes during the three-month period then ended is presented below.

Shares

Weighted
Average
Exercise

Price

Weighted
Average

Remaining
Contractual

Term

Aggregate
Intrinsic

Value
Outstanding as of March 31, 2007 709,250 $ 2.65
Granted 69,500 $ 11.23
Exercised (34,500) $ 1.62
Forfeited (3,750) $ 8.83

Outstanding as of June 30, 2007 740,500 $ 3.47 3.79 $ 5,420,958

Exercisable as of June 30, 2007 599,050 $ 2.15 2.69 $ 5,154,791

The Company granted 69,500 options with a fair value of $4.88 during the three months ended June 30, 2007. The fair value of options granted
during the three-month period ended June 30, 2007 was estimated on the date of grant using the Black-Scholes option-pricing model with the
following weighted-average assumptions:

Risk-free interest rate 4.58%
Weighted average expected term 7 years
Expected volatility 32%
Expected dividend yield 0.00%

During the three months ended June 30, 2007, 34,500 options were exercised at exercise prices ranging from $1.13 to $10.35 per share. The total
intrinsic value of options exercised during the three months ended June 30, 2007 was approximately $343,000. During the same period, 3,750
options were forfeited at exercise prices ranging from $6.13 to $10.35 per share. As of June 30, 2007, there was approximately $377,000 of
unrecognized compensation cost related to options granted under the Plan. The cost is expected to be recognized over a weighted-average period
of approximately three years.

A summary of the status of non-vested restricted and performance shares as of June 30, 2007, and changes during the three-month period then
ended is presented below.

Shares

Weighted
Average

Grant Date
Fair Value

Weighted
Average

Remaining
Contractual

Term

Aggregate
Intrinsic

Value
Nonvested as of March 31, 2007 45,000 $ 12.59
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Granted 17,000 $ 11.15
Vested �  $ �  
Forfeited �  $ �  

Nonvested as of June 30, 2007 62,000 $ 12.19 $ 1.84 666,500

The Company issued 2,000 restricted shares with a weighted average grant date fair value of $11.23 and granted 15,000 performance shares with
a weighted average grant date fair value $11.14 during the three-month period ended June 30, 2007. Restricted stock awards generally cliff vest
over a three-year period based on service conditions. The vesting of performance share awards is contingent upon the attainment of
company-wide performance goals including annual revenue growth and operating income targets. There are no post-vesting restrictions for share
awards. As of June 30, 2007, there was approximately $566,000 of total unrecognized compensation cost related to non-vested restricted and
performance share awards. That cost is expected to be recognized over a weighted-average period of approximately two years.

8

Edgar Filing: NICHOLAS FINANCIAL INC - Form 10-Q

Table of Contents 13



Table of Contents

Nicholas Financial, Inc. and Subsidiaries

Notes to the Condensed Consolidated Financial Statements

(Unaudited)

8. Income Taxes

Effective April 1, 2007 the Company adopted the provisions of Financial Accounting Standards Board (�FASB�) Interpretation No. 48,
�Accounting for Uncertainty in Income Taxes � an interpretation of FASB No. 109�, or FIN 48. The Company concluded that there are no
significant uncertain tax positions requiring recognition in the financial statements. Accordingly, the adoption of FIN 48 did not have a material
effect on the Company�s consolidated financial statements.

The Company files income tax returns in the U.S. federal jurisdiction and various states. The Company is no longer subject to U.S. federal tax
examinations for years before 2005. State jurisdictions that remain subject to examination range from 2003 to 2006. State income tax returns for
the years 2003 through 2005 are currently under examination by the State of North Carolina. The Company does not believe there will be any
material changes in our unrecognized tax positions over the next 12 months.

The Company�s policy is to recognize interest and penalties accrued on any unrecognized tax benefits as a component of income tax expense. As
of the date of adoption of FIN 48, the Company did not have any accrued interest or penalties associated with any unrecognized tax benefits, nor
has the Company recognized any related interest expense during 2007.

9
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ITEM 2. MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
Forward-Looking Information

This report on Form 10-Q contains various statements, other than those concerning historical information, that are based on management�s beliefs
and assumptions, as well as information currently available to management, and should be considered forward-looking statements. This notice is
intended to take advantage of the safe harbor provided by the Private Securities Litigation Reform Act of 1995 with respect to such
forward-looking statements. When used in this document, the words �anticipate�, �estimate�, �expect�, and similar expressions are intended to identify
forward-looking statements. Although the Company believes that the expectations reflected in such forward-looking statements are reasonable, it
can give no assurance that such expectations will prove to be correct. Such statements are subject to certain risks, uncertainties and assumptions.
Should one or more of these risks or uncertainties materialize, or should underlying assumptions prove incorrect, actual results may vary
materially from those anticipated, estimated or expected. Among the key factors that may have a direct bearing on the Company�s operating
results are fluctuations in the economy, the degree and nature of competition, demand for consumer financing in the markets served by the
Company, the Company�s products and services, increases in the default rates experienced on Contracts, adverse regulatory changes in the
Company�s existing and future markets, the Company�s ability to expand its business, including its ability to complete acquisitions and integrate
the operations of acquired businesses, to recruit and retain qualified employees, to expand into new markets and to maintain profit margins in the
face of increased pricing competition. All forward looking statements included in this report are based on information available to the Company
on the date hereof, and the Company assumes no obligations to update any such forward looking statement. You should also consult factors
described from time to time in the Company�s filings made with the Securities and Exchange Commission, including its reports on Form 10-K,
10-Q, 8-K and annual reports to shareholders.

Critical Accounting Policy

The Company�s critical accounting policy relates to the allowance for losses on loans. It is based on management�s opinion of an amount that is
adequate to absorb losses in the existing portfolio. The allowance for credit losses is established through allocations of dealer discount, and for
loans acquired prior to April 1, 2005, a portion of unearned income, and a provision for loss based on management�s evaluation of the risk
inherent in the loan portfolio, the composition of the portfolio, specific impaired loans and current economic conditions. Such evaluation, which
includes a review of all loans on which full collectibility may not be reasonably assured, considers among other matters, the estimated net
realizable value or the fair value of the underlying collateral, economic conditions, historical loan loss experience, management�s estimate of
probable credit losses and other factors that warrant recognition in providing for an adequate credit loss allowance.

Because of the nature of the customers under the Company�s Contracts and its direct loan program, the Company considers the establishment of
adequate reserves for credit losses to be imperative. The Company segregates its Contracts into static pools for purposes of establishing reserves
for losses. All Contracts purchased by a branch during a fiscal quarter comprise a static pool. The Company pools Contracts according to branch
location because the branches purchase

Contracts in different geographic markets. This method of pooling by branch and quarter allows the Company to evaluate the different markets
where the branches operate. The pools also allow the Company to evaluate the different levels of customer income, stability, credit history, and
the types of vehicles purchased in each market. Each such static pool consists of the Contracts purchased by a branch office during the fiscal
quarter.

Contracts are purchased from many different dealers and are all purchased on an individual Contract by Contract basis. Individual Contract
pricing is determined by the automobile dealerships and is generally the lesser of state maximum interest rates or the maximum interest rate at
which the customer will accept. In certain markets, competitive forces will drive down Contract rates from the maximum rate to a level where an
individual competitor is willing to buy an individual Contract. The Company only buys Contracts on an individual basis and never purchases
Contracts in batches, although the Company does consider portfolio acquisitions as part of its growth strategy.

The Company has detailed underwriting guidelines it utilizes to determine which Contracts to purchase. These guidelines are specific and are
designed to cause all of the Contracts that the Company purchases to have common risk characteristics. The Company utilizes its District
Managers to evaluate their respective branch locations for adherence to these underwriting guidelines. The Company also utilizes a loss recovery
department to assure adherence to its underwriting guidelines. The Company utilizes the branch model, which allows for Contract purchasing to
be done on the branch level. Each Branch Manager may interpret the guidelines differently, and as a result, the common risk characteristics tend
to be the same on an individual branch level but not necessarily compared to another branch.

10
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A dealer discount represents the difference between the finance receivable, net of unearned interest, of a Contract, and the amount of money the
Company actually pays for the Contract. The discount negotiated by the Company is a function of the credit quality of the customer and the
wholesale value of the vehicle. The automotive dealer accepts these terms by executing a dealer agreement with the Company. The entire
amount of discount is related to credit quality and is considered to be part of the allowance for credit losses. The Company utilizes a static pool
approach to track portfolio performance. A static pool retains an amount equal to 100% of the discount as a reserve for credit losses.

Subsequent to the purchase, if the reserve for credit losses is determined to be inadequate for a static pool which is not fully liquidated, then an
additional charge to income through the provision is used to reestablish adequate reserves. If a static pool is fully liquidated and has any
remaining reserves, the excess discounts are immediately recognized into income and the excess provision is immediately reversed during the
period. For static pools not fully liquidated that are determined to have excess discounts, such excess amounts are accreted into income over the
remaining life of the static pool. For static pools not fully liquidated that are deemed to have excess reserves, such excess amounts are reversed
against provision for credit losses during the period.

In analyzing a static pool, the Company considers the performance of prior static pools originated by the branch office, the performance of prior
Contracts purchased from the dealers whose Contracts are included in the current static pool, the credit rating of the customers under the
Contracts in the static pool, and current market and economic conditions. Each static pool is analyzed monthly to determine if the loss reserves
are adequate and adjustments are made if they are determined to be necessary.

Introduction

Consolidated net income decreased to $2.8 million for the three-month period ended June 30, 2007 as compared to $3.0 million for the
corresponding period ended June 30, 2006. Earnings were negatively impacted primarily by an increase in the charge-off rate, and an increase in
the cost of borrowed funds. The Company�s software subsidiary, Nicholas Data Services (NDS), did not contribute significantly to consolidated
operations in the three months ended June 30, 2007 or 2006.

11
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Portfolio Summary

Three months ended

June 30,
2007 2006

Average finance receivables, net of unearned interest (1) $ 186,493,399 $ 165,158,209

Average indebtedness (2) $ 94,006,134 $ 83,155,951

Finance revenue (3) $ 12,148,489 $ 11,295,006
Interest expense 1,588,608 1,260,203

Net finance revenue $ 10,559,881 $ 10,034,803

Weighted average contractual rate (4) 24.17% 24.14%

Average cost of borrowed funds (2) 6.76% 6.06%

Gross portfolio yield (5) 26.06% 27.35%

Interest expense as a percentage of average finance receivables, net of
unearned interest 3.41% 3.05%

Provision for credit losses as a percentage of average finance receivables, net
of unearned interest 2.57% 1.96%

Net portfolio yield (5) 20.08% 22.34%

Operating expenses as a percentage of average finance receivables, net of
unearned interest (6) 10.36% 10.45%

Pre-tax yield as a percentage of average finance receivables, net of unearned
interest (7) 9.72% 11.89%

Write-off to liquidation (8) 7.20% 5.04%

Net charge-off percentage (9) 6.59% 4.70%

Note: All three-month key performance indicators expressed as percentages have been annualized.

(1) Average finance receivables, net of unearned interest, represents the average of gross finance receivables, less unearned interest throughout
the period.

(2) Average indebtedness represents the average outstanding borrowings under the Line. Average cost of borrowed funds represents interest
expense as a percentage of average indebtedness.

(3) Finance revenue is interest and fee income on finance receivables and does not include revenue generated by NDS. See �Computer
Software Business� caption below for details on NDS revenue during the period.

(4) Weighted average contractual rate represents the weighted average annual percentage rate (�APR�) of all Contracts purchased and direct
loans originated during the period.

(5) Gross portfolio yield represents finance revenue as a percentage of average finance receivables, net of unearned interest. Net portfolio
yield represents finance revenue minus (a) interest expense and (b) the provision for credit losses as a percentage of average finance
receivables, net of unearned interest.

(6) Operating expenses represent total expenses, less interest expense, the provision for credit losses and operating costs associated with NDS.
See �Computer Software Business� caption below for details on NDS operating expenses during the period.

(7) Pre-tax yield represents net portfolio yield minus operating expenses as a percentage of average finance receivables, net of unearned
interest.

(8) Write-off to liquidation percentage is defined as net charge-offs divided by liquidation. Liquidation is defined as beginning receivable
balance plus current period purchases minus voids and refinances minus ending receivable balance.

(9) Net charge-off percentage represents net charge-offs divided by average finance receivables, net of unearned interest, outstanding during
the period.
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Three months ended June 30, 2007 compared to three months ended June 30, 2006

Interest Income and Loan Portfolio

Interest income on finance receivables, predominately finance charge income, increased 7% to approximately $12.1 million for the three-month
period ended June 30, 2007, from $11.3 million for the corresponding period ended June 30, 2006. Average finance receivables, net of unearned
interest equaled approximately $186.5 million for the three-month period ended June 30, 2007, an increase of 13% from $165.2 million for the
corresponding period ended June 30, 2006. The primary reason average finance receivables, net of unearned interest increased was the increase
in the receivable base of several existing branches. The gross finance receivable balance increased 14% to approximately $260.8 million as of
June 30, 2007 from $229.6 million as of June 30, 2006. The primary reason interest income increased was the increase in the outstanding loan
portfolio. The gross portfolio yield decreased from 27.35% for the three-month period ended June 30, 2006 to 26.06% for the three-month
period ended June 30, 2007. The net portfolio yield decreased from 22.34% for the three-month period ended June 30, 2006 to 20.08% for the
corresponding period ended June 30, 2007. The gross portfolio yield decreased due to reduced accretion of discounts. The decrease was partially
offset by a change to reflect interest earned on a contractual basis, as opposed to on the basis of expected yield (see discussion under �Analysis of
Credit Losses� below). The net portfolio yield decreased due to the above factors, plus the effect of additional provisions for credit losses required
for the change in the recognition of interest and the resulting effect on credit loss provisions, together with additional provisions in response to
increased charge-off rates.

Computer Software Business

Sales for the three-month period ended June 30, 2007 were approximately $22,000 as compared to $34,000 for the corresponding period ended
June 30, 2006, a decrease of 35%. This decrease was primarily due to lower revenue from the existing customer base during the period ended
June 30, 2007. Cost of sales and operating expenses increased to approximately $57,000 for the three-month period ended June 30, 2007 from
$42,000 for the three-month period ended June 30, 2006.

Operating Expenses

Operating expenses, excluding provision for credit losses and interest expense and costs associated with NDS, increased to approximately $4.8
million for the three-month period ended June 30, 2007 from $4.3 million for the corresponding period ended June 30, 2006. This increase of
12% was primarily attributable to the additional staffing of several existing branches and increased general operating expenses. Operating
expenses as a percentage of finance receivables, net of unearned interest decreased to 10.36% for the three-month period ended June 30, 2007
from 10.45% for the three-month period ended June 30, 2006. The primary reason for the decrease was the increase in average finance
receivables, net of unearned interest.

Interest Expense

Interest expense increased to approximately $1.6 million for the three-month period ended June 30, 2007 from $1.3 million for the three-month
period ended June 30, 2006. The average indebtedness for the three-month period ended June 30, 2007 increased to approximately $94.0 million
as compared to $83.2 million for the corresponding period ended June 30, 2006. The Company�s average cost of borrowed funds increased to
6.76% for the three-month period ended June 30, 2007 as compared to 6.06% for the corresponding period ended June 30, 2006.
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Contract Procurement

The Company purchases Contracts in the eleven states listed in the table below. The Contracts purchased by the Company are predominately for
used vehicles; for the three-month periods ended June 30, 2007 and 2006, less than 3% were for new vehicles. As of June 30, 2007, the average
model year of vehicles collateralizing the portfolio was a 2001 vehicle.

The following tables present selected information on Contracts purchased by the Company, net of unearned interest.

State

Three months ended

June 30,
2007 2006

FL $12,445,317 $13,947,906
GA     3,440,702     2,151,239
NC     2,659,821     2,778,846
SC     1,170,823        735,880
OH     2,890,421     3,366,347
MI       395,433        454,436
VA       934,859     1,680,165
IN       949,484        414,155
KY     1,163,003        993,783
MD     1,319,763        883,058
AL        597,877          34,523

Total $27,967,503 $27,440,338

Contracts

Three months ended

June 30,
2007 2006

Purchases $ 27,967,503 $ 27,440,338

Weighted APR 24.07% 24.03%

Average discount 8.21% 8.55%

Weighted average term (in months) 47 46

Average loan $ 9,298 $ 9,018

Number of Contracts 3,008 3,043

Loan Origination

The following table presents selected information on direct loans originated by the Company, net of unearned interest.

Direct Loans Originated
Three months ended
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2007 2006

Originations $ 2,207,774 $ 2,408,586

Weighted APR 25.54% 25.42%

Weighted average term (in months) 31 31

Average loan $ 3,521 $ 3,506

Number of loans 627 687
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Analysis of Credit Losses

As of June 30, 2007, the Company had 806 active static pools. The average pool upon inception consisted of 71 Contracts with aggregate
finance receivables, net of unearned interest, of approximately $637,000.

Prior to April 1, 2005, in situations where, at the date of purchase, the dealer discount was determined to be insufficient to absorb all potential
credit losses associated with a static pool, a portion of unearned income associated with the static pool was allocated to the allowance for credit
losses. For loans purchased prior to April 1, 2005, the Company recognized revenue on the basis of interest expected to be collected, which was
the gross contractual interest less amounts allocated to the reserve for dealer discounts.

Effective with loans purchased after March 31, 2005, the Company discontinued the practice of allocating a portion of unearned income to the
allowance for credit losses. This change was made to reflect the predominate practice in the industry and improve comparability with other
companies within the finance industry. Effective with loans purchased after March 31, 2005 the Company began recognizing interest income
based upon the contractual rate of the loan. In situations where, at the date of purchase, the discount is determined to be insufficient to absorb all
potential losses associated with the static pool, a charge to income is calculated and amortized into provision for credit losses over the life of the
pool.

The change in the practice of allocating a portion of the unearned income to allowance for credit losses did not have a significant effect on the
periodic net operating results, but rather resulted in differences in the classification of amounts within the statement of income. Both interest
income and provisions for credit losses were higher for those pools acquired since March 31, 2005 than those pools previously acquired.

The following table sets forth a reconciliation of the changes in the allowance for credit losses on Contracts.

Three months ended

June 30,
2007 2006

Balance at beginning of period $ 20,638,912 $ 22,274,255
Discounts acquired on new volume 2,261,012 2,320,375
Losses absorbed (3,517,027) (2,340,210)
Current period provision 1,118,721 736,779
Recoveries 458,336 390,192
Discounts accreted (688,139) (1,270,248)

Balance at end of period $ 20,271,815 $ 22,111,143

The following table sets forth a reconciliation of the changes in the allowance for credit losses on direct loans.

Three months ended

June 30,
2007 2006

Balance at beginning of period $ 324,688 $ 293,767
Current period provision 56,867 55,830
Losses absorbed (73,368) (66,385)
Recoveries 8,566 9,113

Balance at end of period $ 316,753 $ 292,325
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Reserves accreted into income for the three months ended June 30, 2007 and 2006, were approximately $688,000 and $1.3 million, respectively.
The Company has seen deterioration in the performance of its Contract portfolio, more specifically, newer static pools have seen an increase in
the default rate when compared to the preceding year pool performance during their same liquidation cycle. The Company attributes this
increase to weakness in the consumer credit cycle and believes this trend will continue for the remainder of its fiscal year. Provisions reversed
for the three-month period ended June 30, 2007 totaled approximately $217,000. Provisions reversed for the three-month period ended June 30,
2006 totaled approximately $416,000. The reversal of provisions previously recorded in each period was due to the charge-off performance of
static pools originated from April 2005 through December 2005. The Company experienced a higher net charge-off percentage of 6.59% during
the three-month period ended June 30, 2007 as compared to 4.70% for the three-month period ended June 30, 2006.

The average dealer discount associated with new volume for the three months ended June 30, 2007 and 2006 were 8.21% and 8.55%,
respectively. The Company believes the average dealer discount may continue to decrease as the result of competition in the markets the
Company is currently operating in.

The provision for credit losses increased from approximately $810,000 for the three-month period ended June 30, 2006, to $1,197,000 for the
three-month period ended June 30, 2007. The Company�s losses as a percentage of liquidation increased from 5.04% for the three months ended
June 30, 2006, to 7.20% for the three months ended June 30, 2007. The Company anticipates losses as a percentage of liquidation will be in the
6-10% range during the remainder of the current fiscal year. The longer term outlook for portfolio performance will depend on the overall
economic conditions, the unemployment rate and the Company�s ability to monitor, manage and implement its underwriting philosophy in
additional geographic areas as it strives to continue its expansion. The Company does not believe there have been any significant changes in loan
concentrations, terms or quality of Contracts purchased during the three months ended June 30, 2007 that would have contributed to the increase
in losses.

Recoveries as a percentage of charge-offs were approximately 14% and 19% for the three months ended June 30, 2007 and 2006, respectively.
The Company believes that as it continues to expand its operations, it will become more difficult to implement its loss recovery model in
geographic areas further away from its Corporate headquarters, and as a result, the Company will likely experience declining recovery rates over
the long term.

The Company believes there is a correlation between the unemployment rate and future portfolio performance. The Company believes the down
turn in the housing sector is affecting its customer�s employment status and does not foresee any recovery during the current fiscal year. The
number of bankruptcy filings by customers during the three months ended June 30, 2007 was consistent with the three months ended June 30,
2006.

The following tables present certain information regarding the delinquency rates experienced by the Company with respect to Contracts and
under its direct consumer loan program:

June 30, 2007 June 30, 2006
Contracts
Gross balance outstanding $ 250,450,750 $ 220,467,207

Delinquencies
30 to 59 days $ 5,005,607 2.00% $ 3,336,681 1.51%
60 to 89 days 1,857,560 0.74% 1,202,325 0.55%
90 + days 615,176 0.25% 353,185 0.16%

Total delinquencies $ 7,478,343 2.99% $ 4,892,191 2.22%

Direct Loans
Gross balance outstanding $ 10,315,193 $ 9,105,441

Delinquencies
30 to 59 days $ 98,820 0.96% $ 73,073 0.80%
60 to 89 days 65,710 0.64% 32,056 0.35%
90 + days 41,762 0.40% 9,500 0.11%
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The delinquency percentage for Contracts more than thirty days past due as of June 30, 2007 was 2.99% as compared to 2.22% as of June 30,
2006. The delinquency percentage for direct loans more than thirty days past due as of June 30, 2007 was 2.00% as compared to 1.26% as of
June 30, 2006.

The Company does not give significant consideration to short-term trends in delinquency percentages when evaluating reserve levels. The
Company believes delinquency trends over several reporting periods are more useful in estimating future losses and overall portfolio
performance. The Company also estimates future portfolio performance by considering various factors, the most significant of which are
described as follows. The Company analyzes historical static pool performance for each branch location when determining appropriate reserve
levels. Additionally, the Company utilizes internal branch audits as an indication of future static pool performance. The Company also considers
such things as the current unemployment rate in markets the Company operates in, the percentage of voluntary repossessions as compared to
prior periods, the percentage of bankruptcy filings as compared to prior periods and other leading economic indicators.

Income Taxes

The provision for income taxes decreased to approximately $1.7 million for the three months ended June 30, 2007 as compared to $1.9 million
for the three months ended June 30, 2006. The Company�s effective tax rate decreased from 38.20% for the three months ended June 30, 2006 to
38.12% for the three months ended June 30, 2007.

Liquidity and Capital Resources

The Company�s cash flows are summarized as follows:

Three months ended

June 30,
2007 2006

Cash provided by (used in):
Operating activities $ 5,727,647 $ 5,647,848
Investing activities (primarily purchase of Contracts) (4,156,812) (5,452,391)
Financing activities 205,146 1,701,861

Net increase in cash $ 1,775,981 $ 1,897,318

The Company�s primary use of working capital for the three months ended June 30, 2007 was the funding of the purchase of Contracts. The
Company has a Line which is secured by all of the assets of the Company�s Nicholas Financial, Inc. subsidiary. As of June 30, 2007 the
Company could borrow the lesser of $110.0 million or amounts based upon formulas principally related to a percentage of eligible finance
receivables, as defined. Borrowings under the Line may be under various LIBOR pricing options plus 175.0 basis points or at the prime rate plus
37.5 basis points. Prime rate based borrowings are generally less than $5.0 million. As of June 30, 2007, the amount outstanding under the Line
was approximately $94.0 million and the amount available under the Line was approximately $16.0 million.

The Company has entered into interest rate swap agreements, each of which effectively converts a portion of the Company�s floating-rate debt to
a fixed-rate, thus reducing the impact of interest rate change on the Company�s interest expense. As of June 30, 2007, approximately 43% of the
Company�s borrowings under the Line were subject to interest rate swap agreements. These swap agreements have maturities ranging from
May 19, 2008 through September 2, 2010.

The self-liquidating nature of Contracts and other loans enables the Company to assume a higher debt-to-equity ratio than in most businesses.
The amount of debt the Company incurs from time to time under these financing mechanisms depends on the Company�s need for cash and
ability to borrow under the terms of the Line. The Company believes that borrowings available under the Line as well as cash flow from
operations will be sufficient to meet its short-term funding needs.
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Future Expansion

The Company currently operates a total of forty-seven branch locations in eleven states, including nineteen in Florida, five in Ohio, five in North
Carolina, five in Georgia, three in Virginia, three in Kentucky, two in South Carolina, two in Maryland and one in Michigan, Indiana and
Alabama. Each office is budgeted (size of branch, number of employees and location) to handle up to 1,000 accounts and up to $7.5 million in
outstanding finance receivables, net of unearned interest. To date six of our branches have reached this capacity.

The Company currently intends to continue its expansion through the purchase of additional Contracts and the expansion of its direct consumer
loan program. The Company is evaluating certain new markets and plans to develop these markets using the recently announced Central
Processing Center to underwrite, process and collect new loans. The Company may or may not open new branch offices in these new markets.
The Company is currently evaluating certain under performing branch locations and may at sometime in the near future elect to close these
branches. The Company believes opportunities for growth continue to exist in states where it currently operates branches and plans to continue
its expansion activities in those states. No assurances can be given, however, that the Company will be able to continue to expand or, if it does
continue to expand, that it will be able to do so profitably. The Company is also analyzing other markets in states the Company does not
currently operate in, however, no assurance can be given that any expansion will occur in these new markets.

Recently Issued Accounting Standards

In September 2006, the FASB issued SFAS No. 157, �Fair Value Measurements�. This statement enhances existing guidance for measuring assets
and liabilities using fair value. Prior to the issuance of SFAS No. 157, guidance for applying fair value was incorporated in several accounting
pronouncements. This statement provides a single definition of fair value, together with a framework for measuring it, and requires additional
disclosure about the use of fair value to measure assets and liabilities. SFAS No. 157 also emphasizes that fair value is a market-based
measurement, not an entity-specific measurement, and sets out a fair value hierarchy with the highest priority being quoted prices in active
markets. Under this statement, fair value measurements are disclosed by level within that hierarchy. While SFAS No. 157 does not add any new
fair value measurements, it does change current practice. Changes to practice include: (1) a requirement for an entity to include its own credit
standing in the measurement of its liabilities; (2) a modification of the transaction price presumption; (3) a prohibition on the use of block
discounts when valuing large blocks of securities for broker-dealers and investment companies; and (4) a requirement to adjust the value of
restricted stock for the effect of the restriction even if the restriction lapses within one year. This statement is effective for financial statements
issued for fiscal years beginning after November 15, 2007, and interim periods within those fiscal years. The Company is currently evaluating
the impact SFAS No. 157 will have on our consolidated financial statements.

In September 2006, the FASB Emerging Issues Task Force (�EITF�) reached a consensus on Issue No. 06-4, �Accounting for Deferred
Compensation and Postretirement Benefit Aspects of Endorsement Split-Dollar Life Insurance Arrangements� and EITF Issue 06-5, �Accounting
for Purchases of Life Insurance � Determining the Amount That Could Be Realized in Accordance with FASB Technical Bulletin No. 85-4�. Both
issues provide guidance on the recognition of company-paid life insurance protecting against the loss of key employees. These issues are
effective for fiscal years beginning after December 15, 2007. The Company is currently evaluating both EITF No. 06-4 and EITF No. 06-5 and
the potential impact that adoption will have on the consolidated financial statements.

In February 2007, the FASB issued SFAS No. 159, �The Fair Value Option for Financial Assets and Financial Liabilities � Including an
amendment of SFAS No. 115�. SFAS No. 159 allows measurement at fair value of eligible financial assets and liabilities that are not otherwise
measured at fair value. If the fair value option for an eligible item is elected, unrealized gains and losses on that item shall be reported in current
earnings at each subsequent reporting date. SFAS No. 159 also establishes presentation and disclosure requirements designed to draw
comparison between the different measurement attributes the company elects for similar types of assets and liabilities. SFAS No. 159 is effective
for fiscal years beginning after November 15, 2007. Early adoption is permitted. The Company is currently evaluating SFAS No. 159 and the
potential impact, if adopted, on the consolidated financial statements.

Other recent accounting pronouncements issued by the FASB (including its EITF), the AICPA, and the SEC did not and are not believed by the
Company to have a material impact on the Company�s present or future consolidated financial statements.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Market risks relating to the Company�s operations result primarily from changes in interest rates. The Company does not engage in speculative or
leveraged transactions, nor does it hold or issue financial instruments for trading purposes.

Interest rate risk

Management�s objective is to minimize the cost of borrowing through an appropriate mix of fixed and floating rate debt. Derivative financial
instruments, such as interest rate swap agreements, may be used for the purpose of managing fluctuating interest rate exposures that exist from
ongoing business operations. There was no ineffectiveness associated with the interest rate swap agreements during the three-month periods
ended June 30, 2007 and 2006.

ITEM 4. CONTROLS AND PROCEDURES
Evaluation of disclosure controls and procedures. In accordance with Rule 13a-15(b) of the Securities Exchange Act of 1934 (the �Exchange
Act�), as of the end of the period covered by this Quarterly Report on Form 10-Q, the Company�s management evaluated, with the participation of
the Company�s President and Chief Executive Officer and Senior Vice President-Finance and Chief Financial Officer, the effectiveness of the
design and operation of the Company�s disclosure controls and procedures (as defined in Rule 13a-15(e) under the Exchange Act). Based upon
their evaluation of these disclosure controls and procedures, the President and Chief Executive Officer and the Senior Vice President and Chief
Financial Officer have concluded that the disclosure controls and procedures were effective as of the date of such evaluation to ensure that
material information relating to the Company, including its consolidated subsidiaries, was made known to them by others within those entities,
particularly during the period in which this Quarterly Report on Form 10-Q was being prepared.

Changes in internal controls. In response to the material weaknesses described in our Form 10-K for the year ended March 31, 2007, the
Company�s management is taking a series of actions to remediate these material weaknesses in our system of internal controls. We are continuing
to implement changes and will need to assess the operating effectiveness of these changes prior to concluding that our remediation efforts are
complete. The Company�s management anticipates that our remediation efforts will be complete before the filing of our 2008 Annual Report on
Form 10-K.

There have been no changes in the Company�s internal control over financial reporting that occurred during the Company�s last fiscal quarter that
have materially affected, or are reasonably likely to materially affect, the Company�s internal control over financial reporting, except to the extent
that the changes being implemented in connection with the remediation plan affect such controls.

Part II�Other Information

ITEM 1A. RISK FACTORS
In addition to the other information set forth in this report, you should carefully consider the factors discussed in Part I �Item 1A. Risk Factors� in
the Company�s Annual Report on Form 10-K for the year ended March 31, 2007, which could materially affect our business, financial condition
or future results. The risks described in the Form 10-K are not the only risks facing the Company. Additional risks and uncertainties not
currently known to the Company or that the Company currently deems to be immaterial also may materially adversely affect our business,
financial condition and/or operating results.

Item 6. EXHIBITS
See exhibit index following the signature page.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this Report to be signed on its behalf by the
undersigned thereunto duly authorized.

NICHOLAS FINANCIAL, INC.

(Registrant)

Date: August 9, 2007 /s/ Peter L. Vosotas
Peter L. Vosotas
Chairman of the Board, President,
Chief Executive Officer and Director

Date: August 9, 2007 /s/ Ralph T. Finkenbrink
Ralph T. Finkenbrink
Senior Vice President,
Chief Financial Officer and Director
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EXHIBIT INDEX

Exhibit No. Description
31.1 Certification of President and Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

31.2 Certification of Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

32.1 Written Statement of the Chief Executive Officer Pursuant to 18 U.S.C. § 1350

32.2 Written Statement of the Chief Financial Officer Pursuant to 18 U.S.C. § 1350
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