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NMI Holdings, Inc. 
(NMIH, Buy, $36.00 PT) 
Impressive 3Q19 Print: Strong Earnings Beat, Record Origination 
Volume, 7.3% Q/Q Boost in Book Value; Reiterating Buy and $36 PT 
 
 

 
 

Given the strong origination figures posted by NMI 
Holdings’ (NMIH) private mortgage insurance (PMI) peers thus far in 3Q19 against a 
favorable backdrop of lower interest rates and a low unemployment rate, it was not 
surprising that the company also posted very solid results during the quarter. Yet the 
3Q19 report that NMIH released today after the market close nevertheless exceeded 
that raised bar in several respects. As such, we believe that the company’s shares, 
which have traded up by more than 63% this year, will be given fresh fuel by the 
better-than-expected print. 

▪  
 

NMIH reported 3Q19 adjusted earnings per share of $0.71, exceeding the 
consensus estimate of $0.62 and our estimate of $0.65. The beat was facilitated 
by an 11% sequential increase in net premiums earned to $92.4mm, outpacing 
the consensus estimate of $88.5mm and our estimate of $89.2mm. While pretty 
much all the metrics the company posted during the quarter were impressive, 
standing out was its adjusted ROE of 23.7%. 

 

▪  
 

Originations reached record levels as NMIH posted $14.1bn in new insurance 
written (NIW), up from the strong $12.2bn level it achieved in the prior quarter. 
The company’s insurance in force (IIF) – the primary source of its revenue and 
earnings – was $89.7bn as of September 30, up 10% sequentially and 41% versus 
the prior year period, an increase that occurred despite a decline in annual 
persistency to 82.4% versus 86.0% in 2Q19. NMIH’s book value per share jumped 
during 3Q19 by 7.3% sequentially to $12.86. 

 

▪  
 

Management during NMIH’s conference call noted that the company’s increased 
revenue during 3Q19 – $101.6mm, up 42% year-over-year, and better than the 
consensus estimate of $96.7mm and our estimate of $97.0mm – was due to a 
combination of new customers added to its platform as well as an increase in 
wallet share. They said they believed NMIH’s adoption of risk-based pricing – it 
rolled out its pricing engine, Rate GPS, last June – had helped it to get to market 
faster and thereby drive volumes. Meanwhile, NMIH continued to benefit from 
benign credit and expense control as seen in the decline in its combined ratio to 
38.8% in 3Q19 from 48.1% in the prior year period. The company’s expense ratio 
was down to 36.0% during 3Q19 from 48.1% in 3Q18, and its loss ratio remained 
low at 2.8% while increasing from 1.7% in the prior year period. 

 

▪  
 

We are reiterating our Buy recommendation on NMIH and price target of $36 
based on 10x our FY21E adjusted earnings per share of $3.60. We view NMIH 
shares as inexpensive at 8.3x the consensus FY21E adjusted EPS, especially 
considering the company’s removal of virtually all of its tail risk through the use 
of insurance linked notes (ILNs) and reinsurance. We believe NMIH’s Investor 
Day, slated for November 21 in New York City, could lend further support to the 
company’s valuation, as it is likely to include a demonstration of its projected 
resiliency in the face of a potential economic downturn given the positive impact 
of ILNs and reinsurance. 

 

▪  
 

Valuation: Our $36 price target for NMIH is based on 10x our FY21E adjusted EPS 
estimate of $3.60. The multiple we employ is based on comparable company 
analysis. 
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COMPANY DATA 

Closing Price: $29.12 

Price Target: $36.00 

Market Cap ($M): 2,042.39 

Shares Out (M): 70.1 

Avg Daily Vol - 3 Months (M): 0.27 

Dividend/Yield: $0.00/0.0% 
    

 

REVISIONS 

 Previous Current 

Rating Buy Buy 

Price Target $36.00 $36.00 

FY19E EPS $2.47 $2.54 

FY20E EPS $3.15 $3.13 

FY19E Rev. (M) $369.67 $375.79 
 

Diluted EPS (Adjusted) 

FY Dec 2018A 2019E 2020E 

Q1 0.34 0.56 0.75 

Q2 0.40 0.59 0.74 

Q3 0.46 0.71 0.78 

Q4 0.46 0.71 0.85 

Fiscal EPS 1.67 2.54 3.13 Fiscal P/E 17.4x 11.4x 9.3x Calendar EPS 1.67 2.54 3.13 

Calendar P/E 17.4x 11.4x 9.3x 
 

REVENUE ($M) 

FY Dec 2018A 2019E 2020E 

Q1 59.55 81.11 104.78 

Q2 67.45 91.18 108.60 

Q3 71.76 101.59 113.65 

Q4 76.26 101.92 117.54 

FY 275.03 375.79 444.58 
 

 

Source: IDC, BTIG Estimates and Company Documents 
($ in millions, except per share amount) 

 

http://www.btig.com/
http://www.btig.com/
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Investment Thesis 

We believe NMIH is poised to trade higher due in part to the company’s early adoption of the use of insurance-linked 
notes (ILNs) and reinsurance as a means of reducing its exposure to the boom-and-bust cycles that the PMIs have 
historically faced. NMIH was also the first company in the group to introduce a risk-based pricing engine – Rate GPS – 
that it rolled out last June, enabling it to actively shape the credit mix of its new production. The positive impacts of 
these innovations are not yet reflected in NMIH’s valuation, in our view. 

 
 

 

Upcoming Catalysts 

▪ Additional removal of tail risk through use of ILNs and reinsurance. 
▪ Potential actions by U.S. government to reduce its footprint in the mortgage 

insurance space, including program enabling NMIH and its private mortgage 
insurance (PMI) peers to offer deep cover mortgage insurance. 

▪ CFPB’s issuance of a workable replacement for the current Qualified Mortgage 
patch based on borrowers’ debt-to-income ratios. 

▪ Investor Day to be held on November 21. 
 

Base Case Assumptions 

▪ Our price target of $36 for NMIH is based on 10x our FY21E adjusted earnings per 
share of $3.60. 

▪ NMIH continues to execute on its business strategy and further enhances its 
position in the U.S. PMI space. 

 

Upside Scenario 

▪ An uptick in U.S. household formation results in increasing demand for NMIH’s 
mortgage insurance, while sustained low unemployment fosters further 
improvement in the company’s credit profile. 

▪ The U.S. government announces plans to allow NMIH and its PMI peers to offer 
deep-cover mortgage insurance, providing a boost to their volumes of new 
insurance written (NIW). The stock trades up to $40. 

 
 

Downside Scenario 

▪ A U.S. economic slowdown results in significantly reduced demand for NMIH’s 
mortgage insurance while causing deterioration in the company’s credit metrics. 

▪ The U.S. government opts to hold back on initiatives that would result in 
increased market share for NMIH and its PMI peers. The stock trades down to 
$20. 

 

Price Performance 

 

Source: IDC 

 

Company Description 

NMI Holdings, Inc. (Nasdaq: NMIH)  
provides private mortgage guaranty 
insurance through its insurance 
subsidiaries. NMIH’s primary 
mortgage insurance provides 
mortgage default protection on 
individual loans at specified 
coverage percentages. The 
company serves national and 
regional mortgage banks, money-
center banks, credit unions, 
community banks, builder-owned 
mortgage lenders, Internet-sourced 
lenders, and other non-bank 
lenders. 

 

http://www.btig.com/
http://www.btig.com/
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▪ NMIH during 3Q19 added 23 new customers that management estimated to represent about $700mm in potential 
NIW for the company. 

▪ Management said they believed the adjusted ROE of 23.7% that NMIH posted during 3Q19 may have been the 
highest level achieved by a PMI in that metric during the post-crisis period. They said the achievement of that level 
was an outcome of the work the company had done across its operations including credit risk management and an 
improved funding profile. 

▪ Management said the boost that NMIH and its PMI peers had received from an increased penetration of mortgage 
insurance in refinancings– estimated penetration of 11% during 3Q19 was 2-3x what has been typical – could 
continue through the end of the year but was likely to end during 1H20 when most of those who could still benefit 
from refinancing will have taken advantage of the opportunity afforded by lower interest rates. With that said, they 
were encouraged by the penetration of mortgage insurance in the purchase market which had increased to an 
estimated 25.5% during 3Q19 from 22.5% in 4Q18. 

▪ Management estimated that the PMI industry would generate $375mm to $400mm in NIW in 2019, adding that 
they expected 2020 to also be a strong year for the industry with the extent of that strength to depend in large part 
on the level of interest rates. 

 

 

 

 

http://www.btig.com/
http://www.btig.com/
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Income Statement 

 

 

NMIH - Operating Model Dec-13 Dec-14 Dec-15 Dec-16 Dec-17 Mar-18 Jun-18 Sep-18 Dec-18 Dec-18 Mar-19 Jun-19 Sep-19 Dec-19 Dec-19 Mar-20 Jun-20 Sep-20 Dec-20 Dec-20 Dec-21

$ Millions 2013A 2014A 2015A 2016A 2017A 1Q18A 2Q18A 3Q18A 4Q18A 2018A 1Q19A 2Q19A 3Q19A 4Q19E 2019E 1Q20E 2Q20E 3Q20E 4Q20E 2020E 2021E

Net premiums earned 2.1      13 .4    45 .5    110.5  165.7  54 .9    61 .6    65 .4    69 .3    251.2  73 .9    83 .2    92 .4    93 .8    343.3  96 .4      100.0    104.8    108.4    409.6   458.7   

`

Net investment income 4.8         5.6         7.2         13.8       16.3       4.6         5.7         6.3         7.0         23.5       7.4         7.6         7.9         8.1         31.0       8.4            8.6            8.9            9.1            35.0        39.4        

Net realized investment gains 0.2         0.2         0.8         (0.7)        0.2         -         0.1         (0.0)        0.0         0.1         (0.2)        (0.1)        0.1         -         (0.2)        -            -            -            -            -          -          

Other revenues (1.5)        3.0         1.9         0.3         0.5         0.1         0.0         0.1         0.0         0.2         0.0         0.4         1.2         -         1.7         -            -            -            -            -          -          

Total  revenues 5.6      22 .2    55 .5    123.8  182.7  59 .6    67 .5    71 .8    76 .3    275.0  81 .1    91 .2    101.6  101.9  375.8  104.8    108.6    113.6    117.5    444.6   498.1   

Insurance claims and claims expense -         0.1         0.7         2.4         5.3         1.6         0.6         1.1         2.1         5.5         2.7         2.9         2.6         3.5         11.7       3.7            3.9            4.2            4.5            16.4        19.2        

Amortization of deferred policy acquisition costs 0.0         0.4         -         -         -         -         -         -         -         -         -         -         -         -         -         -            -            -            -            -          -          

Underwritting and operating expenses 60.7       73.0       80.6       93.2       107.0    28.5       29.0       30.4       29.4       117.2    30.8       32.5       33.2       30.6       127.2    31.8          33.5          34.2          31.5          131.0      134.9      

Total  expenses 60.7    73 .5    81 .2    95 .6    112.3  30 .0    29 .7    31 .5    31 .5    122.7  33 .6    35 .5    35 .8    34 .0    138.9  35 .5      37 .5      38 .5      36 .0      147.4   154.1   

Gain (loss) from change in fair value of warrant liability (1.5)        2.9         1.9         0.6         (3.4)        0.4         0.1         (5.5)        3.5         (1.4)        (5.5)        (1.7)        1.1         -         (6.0)        -            -            -            -            -          -          

Other expense -         -         (2.1)        (17.4)     (14.2)     (3.4)        (5.6)        (3.0)        (3.0)        (15.0)     (3.1)        (3.1)        (3.0)        (3.0)        (12.1)     (3.0)           (3.0)           (3.0)           (3.1)           (12.1)       (12.4)       

Income (loss) before income taxes (56.7)  (48 .3)  (25 .9)  11 .5    52 .8    26 .5    32 .3    31 .8    45 .2    136.0  39 .0    51 .0    63 .9    64 .9    218.8  66 .3      68 .1      72 .1      78 .5      285.1   331.5   

Income tax expense (benefit) -         (2.4)        -         (54.4)     30.7       4.2         7.1         7.0         9.7         28.0       6.1         11.9       14.2       14.9       47.0       13.3          15.7          16.6          18.1          63.6        73.9        

Net income (loss) (56 .7)  (46 .0)  (25 .9)  65 .8    22 .0    22 .4    25 .2    24 .8    35 .5    108.0  32 .9    39 .1    49 .8    50 .0    171.7  53 .1      52 .5      55 .5      60 .4      221.5   257.6   

Di luted EPS (1 .01)  (0 .79)  (0 .44)  0 .19    0 .60    0 .34    0 .40    0 .46    0 .46    1 .67    0 .56    0 .59    0 .71    0 .71    2 .54    0 .75      0 .74      0 .78      0 .85      3 .13     3 .60     

Diluted shares outstanding 56.01    58.28    58.70    60.09    63.03    65.70    68.62    68.84    69.01    68.04    69.00    69.59    70.14    70.31    69.76    70.49       70.66       70.84       71.02       70.75      71.46      

New insurance written 158        3,451    12,242  21,191  21,585  6,460    6,513    7,361    6,962    27,296  6,913    12,179  14,100  6,997    40,189  7,155       9,134       9,870       7,242       33,401    34,403    

Insurance in force 162        3,370    14,595  32,168  48,465  53,434  58,089  66,501  71,452  71,452  76,072  84,466  92,381  95,221  95,221  97,615     101,868   106,645   108,554   108,554 120,344 

Book value 463.2    427.0    402.7    477.3    509.1    601.9    629.6    660.5    701.5    701.5    751.9    812.4    873.5    923.5    923.5    976.5       1,029.0    1,084.5    1,145.0    1,145.0   1,402.6   

Book value per share 8.27       7.33       6.84       7.80       8.00       9.16       9.18       9.59       10.16    10.16    10.90    11.67    12.45    13.13    13.13    13.85       14.56       15.31       16.12       16.12      19.55      

Source: BTIG Estimates and Company Documents

http://www.btig.com/
http://www.btig.com/
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BTIG Covered Companies Mentioned in this Report 
NMI HOLDINGS, INC. (NMIH, Buy, $36.00 PT; Current Price: $29.12; Analyst: Mark.Palmer) 
 
 

http://www.btig.com/
http://www.btig.com/
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Appendix: Analyst Certification and Other Important Disclosures 
Analyst Certification 
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 (September 30, 2019): 299 
  
Distribution of BTIG’s Research Recommendations (as of September 30, 2019): 
BUY: 65.6%; NEUTRAL: 33.1%; SELL: 1.3% 
  
Distribution of BTIG’s Investment Banking Services (as of September 30, 2019): 
BUY: 28.6%; NEUTRAL:  12.1%; 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 
NMI Holdings, Inc. (NMIH, Buy, $36.00 PT) 
Valuation: Our $36 price target for NMIH is based on 10x our FY21E adjusted EPS estimate of $3.60. The multiple we employ 
is based on comparable company analysis. 
Risks: The primary risks to our thesis include: Additional moves by the FHA to make its mortgage insurance offering more 
competitive could adversely impact demand for NMIH’s product. Competition with other PMIs could result in lower revenues 
and/or lower premium yields. A downturn in the U.S. economy could result in in higher delinquencies and higher losses on 
NMIH’s existing portfolio. 
 

 

http://www.btig.com/
http://www.btig.com/
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Company–Specific Regulatory Disclosures 
BTIG LLC expects to receive or intends to seek compensation for investment banking services in the next 3 months from: 
NMI Holdings, Inc. (NMIH) 
 

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. 
 
To the extent recipient accesses BTIG research, whether on a BTIG research website or through a third-party platform, BTIG 
is able to search, filter, download and review information on the readership of BTIG’s research, including the specific 
research consumed and the name, company name, email address and, in certain circumstances, the location of the 
individual who accessed the research (the “Readership Information”). Recipient consents to BTIG’s receipt of the Readership 
Information, including receipt of that information from a third party. 
 

http://www.btig.com/
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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 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. 
 

http://www.btig.com/
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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. 
 

http://www.btig.com/

