
 
 
 
 

 

 

 BTIG LLC Giuliano Bologna (212) 588-6583 
1 

www.btigresearch.com  

 

 

 

Mr. Cooper Group Inc. 
COOP Shifts Strategy to Increasing Profitability 

from Growth During Acquisition Integration   
Mr. Cooper Group (COOP) this morning before the market open 
released the company’s 4Q18 earnings results and reported 
adjusted net income of $0.55 per share slightly above the 
consensus estimate of $0.54 and slightly below our estimate of 
$0.57. During the quarter, the servicing segment outperformed 
on profitability and UPB increased to over $600B in March, 2019.   

 Servicing – In 4Q18, COOP reported adj. servicing margin of 
6.7 bps. Excluding the impact of Project Titan expenses, adj. 
servicing margin was 7.6 bps compared to our 6.6 bps estimate. 
The margin improvement materially outperformed our model 
and should level out as the company works through Titan.  

 Servicing UPB increased 7% in FY18 to $548B, outpacing 
management’s prior $535B target and our estimate of $540B. 
This does not include the impact of the acquisitions of Pacific 
Union and Seterus which closed during 1Q19 and had 
approximately $25B and $48B of UPB, respectively. And during 
March, UPB increased above $600B.  

 Originations – Reported $5.4B of originations volume 
outpacing our estimate of $4.8B but underperformed on margin 
reporting $16M of adjusted pretax income below our $32M 
estimate. A significant portion of the margin compression was 
due to an 8% sequential decrease in higher margin direct to 
consumer and a 17% increase in significantly lower margin 
correspondent volume. 

 XOME – The segment reported $1M of adjusted pretax 
income below our $10M estimate. The largest part of the impact 
was a larger than expected loss from recently acquired Assurant 
which was acquired during 3Q18.  

 Shift in business strategy – COOP if shifting from growth 
and M&A to optimizing the company’s cost structure and 
integrating its recent acquisitions: Assurant, Pacific Union and 
Seterus. Additionally, the company intends to reduce leverage 
and is evaluating the potential use of derivative hedging going 
forward 
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Management’s decision to shift their focus towards optimization and 
cost reductions away from growth in the near-term will have an 
impact on the company’s results during FY19.  

Going forward, COOP will be in a position to stabilize its earning, 
increase internal MSR replenishment and reduce the need to acquire 
MSRs to fuel growth as ~$10B of originations from Pacific Union 
increase total originations above $30B.  

Excluding the impact of project Titan expenses and one-time benefits 
on the reverse servicing portfolio, the segment was able to generate 
an adjusted pretax margin above 6.5 bps for 2H18. We believe this 
puts COOP in a position to drive material earnings power from the 
segment as the company completes Titan and leverages an optimized 
expense structure to generate increased profitability on a portfolio of 
over $600B.  

On the XOME side of the business, as COOP turns around Assurant, 
we believe the earning power of the segment will provide a material 
contribution to earnings growth in a capital light segment. When 
COOP acquired Assurant, it was operating at a loss and it reported a 
pretax operating loss of $7M during 4Q18 reducing combined 
segment profitability. The company believes it can achieve break-
even in the business by the end of FY19. 

Investment thesis – We believe COOP has all the right pieces in place 
and the shift in strategy will yield positive returns putting the 
company in a position to increase its earnings power and drive 
shareholder value as the impacts of the transition roll-off during FY19.   

We expect management to provide additional guidance throughout 
FY19 as the company refines its new strategy and Chris Marshall 
assumes the role of CFO and puts together an updated business 
strategy and targets for the company.  

Our estimates are under review pending the filling of the company’s 
10K.  
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Appendix: Analyst Certification and Other Important Disclosures 
 
 

Analyst Certification 
I, Giuliano Bologna, hereby certify that the views about the companies and securities discussed in this report are 
accurately expressed and that I have not received and will not receive direct or indirect compensation in exchange 
for expressing specific recommendations or views in this report. 

I, Mark Palmer, hereby certify that the views about the companies and securities discussed in this report are 
accurately expressed and that I have not received and will not receive direct or indirect compensation in exchange 
for expressing specific recommendations or views in this report. 

 

 

Regulatory Disclosures 
Ratings Definitions 
BTIG LLC’s (“BTIG”) ratings, effective June 12, 2017, are defined as follows: 
BUY – A security which is expected to produce a positive total return of 15% or greater over the 12 months following 
the recommendation. The BUY rating may be maintained as long as it is deemed appropriate, notwithstanding 
price fluctuations that would cause the target to fall outside of the 15% return. 
SELL – A security which is expected to produce a negative total return of 15% or greater over the next 12 months 
following the recommendation. The SELL rating may be maintained as long as it is deemed appropriate, 
notwithstanding price fluctuations that would cause the target to fall outside of the 15% return. 
NEUTRAL – A security which is not expected to appreciate or depreciate meaningfully over the next 12 months. 
NOT RATED – A security which is not rated or covered by BTIG. 
UNDER REVIEW – Effective immediately, coverage of the following securities is Under Review. Ratings, price 
targets, disclosures, and estimates for the companies listed below are suspended and should no longer be relied 
upon. 
 

Distribution of Ratings and Investment Banking Clients 
BTIG must disclose in each research report the percentage of all securities rated by the member to which the 
member would assign a “buy”, “neutral” or “sell” rating. The said ratings are updated on a quarterly basis. BTIG 
must also disclose the percentage of subject companies within each of these three categories for whom the 
member has provided investment banking services within the previous twelve months. Stocks under coverage as 
of the end of the most recent calendar quarter (December 31, 2018): 331 

 
Distribution of BTIG’s Research Recommendations (as of December 31, 2018): 
BUY: 59.8%; NEUTRAL: 38.1%; SELL: 2.1%  
 
Distribution of BTIG’s Investment Banking Services (as of December 31, 2018): 
BUY: 27.3%; NEUTRAL: 11.1%; SELL: 0.0% 

 
For purposes of FINRA ratings distribution rules, BTIG’s stock ratings of Buy, Neutral and Sell fall into Buy, Hold and 
Sell categories, respectively. 
 

Company Valuation and Risk Disclosures 
Mr. Cooper Group Inc. (COOP, Buy, $21.00 PT) 
Valuation: Our $21 price target for COOP is based on 7.5X our FY19E adjusted earnings per share estimate of 
$2.86. 
Risks: Risks to our rating include: regulatory risks, the company's ability to access the capital markets for 
servicing and originations activities, the ability to refinance corporate debt, the ability to fund future growth, 
interest rate risk and economic risks. 
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Other Disclosures 
Additional Information Available Upon Request 

General Disclosures 
Research reports produced by BTIG LLC (“BTIG”) are published for and intended to be distributed solely to BTIG 
institutional and corporate clients. Recipients of BTIG reports will not be considered clients of BTIG solely because 
they may have received such BTIG report. 
 
The research analyst(s) responsible for the preparation of this report receives compensation based upon a variety 
of factors, including the quality and accuracy of research, internal/client feedback, and overall Firm revenues. 
 
BTIG reports are based on public information and BTIG considers the same to be reliable, comprehensive 
information, but makes no representation or warranty that the reports are accurate or complete. BTIG opinions and 
information provided in this report are as of the date of the report and may change without notice. An issuer may 
be classified as “Under Review” or “Research Restricted”. In these cases, investors should consider any previous 
investment recommendation and/or rating to a subject company/issuer to no longer be current and should not be 
relied upon nor considered a solicitation. 
 
This research report is not an offer to buy or sell or solicitation of an offer to buy or sell any security in any jurisdiction 
where such an offer or solicitation would be illegal. This research report was not drafted specifically for any 
particular individual or entity and is not a personal recommendation to participate in any particular trading strategy 
or transaction. Any recipient of this research report should obtain independent advice specific to their personal 
circumstances before undertaking any investment activity and must make their own independent evaluation of any 
securities or financial instruments. 
 
Facts, views or opinions presented in this report have not been reviewed by, and may not reflect information known 
to, employees or other professionals in the “BTIG Group” (BTIG Group includes, but is not limited to, BTIG and its 
parents, subsidiaries and/or affiliates). BTIG Group employees, including Sales Representatives and Traders, may 
provide oral or written commentary or advice that may be inconsistent with the opinions and/or views expressed in 
this research report. BTIG Group employees and/or its affiliates not involved in the preparation of this research 
report may have investments in securities or derivatives of securities of companies mentioned in this report that 
are inconsistent with the views discussed in this report. 
 
Investors in securities products bear certain risks in conjunction with those investments. The value of, and income 
from, any investments may vary because of changes in interest rates or foreign exchange rates, securities prices or 
market indexes, operational or financial conditions of companies or other factors within or beyond the companies 
control. Recipient of the research reports should be aware that investments in securities may pose significant risks 
due to the inherent uncertainty associated with relying on forecasts of various factors that can affect the earnings, 
cash flow and overall valuation of a company. Any investment in securities should be undertaken only upon 
consideration of issues relating to the recipient’s overall investment portfolio and objectives (such as diversification 
by asset class, industry or company) as well as time horizon and liquidity needs. Further, past performance should 
not be taken as an indication or guarantee of future performance, and no representation or warranty, express or 
implied, is made regarding future performance. There may be time limitations on the exercise of options or other 
rights in any securities transactions. 
 
Investing in foreign markets and securities, including ADRs, is subject to additional risks such as currency 
fluctuation, limited information, political instability, economic risk, and the potential for illiquid markets. Investing 
in emerging markets may accentuate these risks. Non-U.S. reporting issuers of foreign securities, however, may 
not make regular or complete public disclosure relating to their financial condition or the securities that they issue. 
 
The trademarks and service marks contained herein are the property of their respective owners. Third-party data 
providers make no warranties or representations of any kind relating to the accuracy, completeness, or timeliness 
of the data they provide and shall not have liability of any damages of any kind relating to such data. The report or 
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any portion hereof may not be reprinted, sold or redistributed without the written consent of BTIG. This report is 
intended only for use by the recipient. The recipient acknowledges that all research and analysis in this report are 
the property of BTIG and agrees to limit the use of all publications received from BTIG within his, or her or its, own 
company or organization. No rights are given for passing on, transmitting, re transmitting or reselling the 
information provided. 
 

Jurisdiction and Dissemination 
BTIG is a U.S. broker-dealer and member of FINRA and SIPC. 
 
BTIG Australia Limited ACN 128 554 601, member of ASIC and ASX; BTIG Hong Kong Limited, an Exchange 
Participant of SEHK and licensed and regulated by the SFC; BTIG Ltd, member of the LSE, authorized and regulated 
by the FSA; and BTIG Singapore Pte Ltd, registered and licensed with MAS; are all separate but affiliated entities 
of BTIG. Unless governing law permits otherwise, you must contact a BTIG entity in your home jurisdiction for 
further information, or if you want to use our services in effecting a transaction. 
 
Issued and approved for distribution in the UK and EEA by BTIG Ltd. to eligible counterparties and professional 
clients only. Issued and distributed in Australia to “wholesale clients” only by BTIG Australia Limited. In Singapore 
and Hong Kong, further information may be obtained from BTIG Singapore Pte Ltd and BTIG Hong Kong Limited, 
respectively. 
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