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Private Mortgage Insurers 
Given RDN's Lack of Clear Successor to Soon-to-Be 
Retiring CEO Ibrahim, Should ESNT Make a Bid? 

Discussion among investors in shares of the U.S. private mortgage insurers 
(PMIs) about the potential for consolidation in the space is nothing new, 
but the benefits that would accrue to the industry's seven players, were 
they to become six (or fewer) came into sharper focus in the middle of last 
year when concerns about intensifying price competition arose and PMI 
stock prices started falling. 
 

 

 

We believe the potential for M&A activity in the industry may have 
increased after Radian Group (RDN, Buy, $22 PT) announced on 
Tuesday that CEO S.A. Ibrahim would retire at the end of 2017. Insofar 
as RDN has no clear successor for Ibrahim, who has served as the 
company's chief executive since May 2005, we think it would be logical 
to surmise that the company's board of directors may be more inclined 
to entertain approaches from interested suitors to a greater extent 
than it had previously. 

 

 

 

So which PMI would make the most sense as a bidder for RDN? We 
believe Essent Group (ESNT, Buy, $31 PT) could fit the bill for several 
reasons. 

 

 

 

First of all, ESNT’s stock provides it with the acquisition currency to 
pursue RDN insofar as its shares trade at 1.58x the company’s adjusted 
book value per share as of March 31, whereas RDN trades at 0.96x. 
ESNT is smaller than RDN, but this is far from a case of a small fish 
swallowing a whale: ESNT’s market capitalization is $1.83bn, while 
RDN’s is $2.56bn. 

 

 

 

Given the overlap in the client bases of ESNT (12.6% market share 
based on LTM NIW) and RDN (19.5%), the combined company likely 
would not have a combined market share of 32.1%, but rather one that 
could settle in the mid-20% ballpark, in our view. However, a deal 
would take out a competitor and reduce the number of players in the 
PMI space, which could help to mitigate persistent pricing pressure. 

 

  In addition to providing the benefits from enhanced scale, market 
presence and economies of size, an ESNT-RDN combination would 
provide significant opportunities for expense savings.  
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 While it seems like ancient history at this point, RDN and MGIC 
Investment Corporation (MTG, Buy, $12 PT) had agreed to a stock-
for-stock merger in February 2007 before upheaval in the U.S. 
housing market derailed the deal seven months later. We believe it is 
worth noting that the $128mm in pre-tax aggregate expense savings 
expected from that deal had been equal to 24% of the pro forma 
combined operating expense base. 

 ESNT CEO Mark Casale, who appears to have lofty ambitions within 
the PMI space and is just 51, has RDN “DNA.” He held several 
leadership positions with RDN from 2001-2007, most recently as 
president of its mortgage insurance subsidiary before he departed to 
assume his current role. While RDN has retained an executive search 
firm to consider both internal and external candidates, its ideal CEO 
may be just 18 miles away from its Philadelphia headquarters at 
ESNT’s headquarters in Radnor, PA. We note that this proximity 
would help to minimize the disruption for employees at both firms. 

 Insofar as the operating subsidiaries of both ESNT and RDN are based 
in Pennsylvania and both are regulated by the Pennsylvania Insurance 
Department, the regulatory issues associated with a combination 
would be less complicated. 

 While one of ESNT’s selling points has been a balance sheet that is 
free from insured legacy exposures and an investment grade credit 
rating, some investors have favored investing in RDN and MTG 
because of the enhanced profitability that has and should continue to 
result from the run-off of their legacy books and improved portfolio 
mixes. Combining ESNT with RDN would result in a company with a 
still strong balance sheet – RDN was recently upgraded to investment 
grade – that would benefit from the earnings uplift associated with 
the legacy book run-off. 

 There are a few potentially complicating factors to an ESNT-RDN 
combination that would need to be considered. One of these is that 
RDN had approximately $1.1bn in net operating loss (NOL) 
carryforwards as of March 31 that are scheduled to expire during 2030 
through 2032, and a net deferred tax asset of $518mm. While the deal 
structure could affect the treatment of the NOLs, the amount of them 
that would be lost is a consideration, and any lost NOL benefit would 
need to be more than offset by expense savings and other earnings 
drivers. 

 Another question concerns an agreement between RDN and the 
Minnesota Department of Commerce in which the company would 
not enter into any new captive reinsurance agreements for a period of 
10 years ending in June 2025. The company had entered into a similar 
agreement with the CFPB in 2013 that prohibited such agreements 
through 2023. While ESNT does not have and has never had such 
captive reinsurance arrangements, it does operate a Bermuda-based 
reinsurer, Essent Re. We believe clarity on the status of RDN’s 
agreements with the regulators – and whether ESNT’s quota share 
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agreements would impact the regulators’ views – in the event of a 
combination with ESNT would be helpful. 
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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. 

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. 
 

 

Regulatory Disclosures 
Analyst Stock Ratings Definitions 
BTIG LLC’s (“BTIG”) ratings, effective May 10, 2010, are defined as follows: 
BUY – A stock that is expected at initiation to produce a positive total return of 15% or greater over the 12 months 
following the initial recommendation. The BUY rating may be maintained following initiation as long as it is 
deemed appropriate, notwithstanding price fluctuations that would cause the target to fall outside of the 15% 
return. 
SELL – A stock that is expected at initiation to produce a negative total return of 15% or greater over the next 12 
months following the initial recommendation. The SELL rating may be maintained following initiation as long as it 
is deemed appropriate, notwithstanding price fluctuations that would cause the target to fall outside of the 15% 
return. 
NEUTRAL – A stock that is not expected to appreciate or depreciate meaningfully over the next 12 months. 
NOT RATED – A stock that is not rated but that is covered by BTIG. 
 

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 (March 31, 2016): 182 
 
Distribution of BTIG’s Research Recommendations (as of March 31, 2016): 
BUY: 62.6%; NEUTRAL: 34.1%; SELL: 3.3% 
 
Distribution of BTIG’s Investment Banking Services (as of March 31, 2016): 
BUY: 92.9%; NEUTRAL: 7.1%; SELL: 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 
Essent Group Ltd. (ESNT, Buy, $31 PT) 
Valuation: Our price target of $31 for ESNT is based on 12X our 17E EPS of $2.62. 
Risks: Risks to our recommendation include legislative or regulatory actions or decisions to change the role of the 
GSEs in the U.S. housing market, actions to decrease or discontinue the use of mortgage insurance or changes in 
the GSEs' eligibility requirements for mortgage insurers that could reduce ESNT's revenues or adversely affect its 
profitability and returns; a reduced amount of insurance ESNT may be able to write if lenders and investors select 
alternatives to private mortgage insurance; the negative impact on revenues, profitability and returns if ESNT 
were to lose a significant customer; the potential adverse impact on ESNT's business prospects and operating 
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results if the Consumer Financial Protection Bureau's final rule defining a qualified mortgage (QM) reduces the 
size of the origination market or creates incentives to use government-supported mortgage insurance programs; 
a potential increase in ESNT's losses if a downturn in the U.S. economy or a decline in the value of borrowers' 
homes from their value at the time their loans close results in more homeowners defaulting. 
 

 

Radian Group, Inc. (RDN, Buy, $22 PT) 
Valuation: Our price target of $22 for RDN is based on 12X our 2017E EPS of $1.80. 
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 RDN’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 RDN’s existing portfolio. 
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MGIC Investment Corporation (MTG, Buy, $12 PT) 
Valuation: Our price target of $12 for MTG is based on 11X our 2018E EPS of $1.11 
Risks: The primary risks to our thesis include: Competition with other PMIs could result in lower revenues and/or 
lower premium yields. Additional moves by the FHA to make its mortgage insurance offering more competitive 
could adversely impact demand for MTG’s product. A downturn in the U.S. economy could result in in higher 
delinquencies and higher losses on MTG’s existing portfolio. 
 

http://www.btigresearch.com/


 
 
 
 

 

 

 BTIG LLC Mark Palmer (212) 588-6582 
7 

www.btigresearch.com  

 
 

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 equity 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. 
 
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 
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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 equity 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 equity 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. 
 
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. 
 
Issues 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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