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Private Mortgage Insurers 
Implications for Private Mortgage Insurance Industry 
from Sale of United Guaranty by AIG to Arch Capital 

Arch Capital Group (AGCL, Not Rated) CEO Constantine Iordanou during 
the company's 2Q16 conference call in late July emphasized the need for 
the company to diversify its revenue streams as a means of offsetting the 
impact of narrowing reinsurance returns on its operating results. AGCL 
yesterday after the market close took a large step toward that desired 
diversification when it agreed to buy private mortgage insurer (PMI) 
United Guaranty from AIG (AIG, Not Rated) for $3.4bn in cash and 
preferred stock. 
 

 

 

The deal, which is subject to regulatory approval and expected to close 
in late 4Q16 or early 1Q17, had implications for the valuations and 
perhaps the operating prospects of the five firms – Radian Group 
(RDN, Buy, $22 PT), MGIC Investment Corporation (MTG, Buy, $12 
PT), Essent Group (ESNT, Buy, $31 PT), NMI Holdings (NMIH, Buy, $10 
PT) and Genworth Financial (GNW, Buy, $5 PT) – that together with 
Arch Mortgage Insurance and United Guaranty make up the U.S. PMI 
industry. 

 

 

 

From a valuation standpoint, the $3.4bn that AGCL agreed to pay for 
United Guaranty represented 9.5x of its 2015 earnings per share. As 
seen in the table on page 3, applying that multiple to BTIG’s FY18 EPS 
estimates for RDN, MTG, ESNT and NMIH – the pure-play U.S. PMIs – 
translates into upside of 37%, 38%, 5% and 62%, respectively, versus 
their closing prices yesterday. With that said, we believe the faster 
growth trajectories of ESNT and NMIH may merit higher multiples 
than their slower-growth peers. 

 

 

 

While GNW is a more diversified insurer than the other PMIs, the 
success of its hoped-for split hinges on the valuation of its U.S. 
mortgage insurance unit, and the United Guaranty print appears to 
have helped its cause. The company’s long-term goal is to separate its 
U.S., Canada and Australia mortgage insurance units from its life and 
long-term care insurance businesses as a means of unlocking 
shareholder value. 

 

 

 

If anything, we believe the multiple implied by the price AGCL agreed 
to pay for United Guaranty might have been higher if AIG had not 
been a motivated seller; the giant insurer’s alternative was to sell part 
of its mortgage insurance business via an initial public offering – with 
an uncertain reception amidst a weak market for new issues.  
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 Also potentially contributing to AIG’s willingness to accept a 
lower valuation for United Guaranty as a condition of selling all of 
the unit is the contribution such a sale would allow toward its goal 
of returning $25bn in capital to shareholders by YE17. 

 Moreover, we believe that AGCL was likely the only player in the 
U.S. PMI space that had the size and wherewithal to make the 
deal happen, and that lack of other plausible bidders may have 
been a factor in limiting the price that AIG received – a factor 
unlikely to be in play if the other, smaller PMIs were to be 
targeted. 

 The deal represented the first movement in years toward what 
some believe to be much-needed consolidation in the PMI space. 
MTG CEO Patrick Sinks during an investor conference in June 
created some buzz when he observed that “I don’t know that 
there’s enough business to go around for seven [mortgage 
insurance] companies in the long term.”  

 While others such as ESNT CEO Mark Casale subsequently 
disagreed – he asserted that the U.S. could support seven PMIs – 
the backtracking by the U.S. government on its previously 
outlined intentions to cede a larger portion of the nation’s 
mortgage insurance volume to the PMIs given a change in 
leadership at the FHFA caused some investors to question the 
insurers’ growth prospects absent increased risk-sharing with the 
government or consolidation within the industry. 

 Some investors had seen the potential for the planned IPO of 
United Guaranty to make the business less competitive such that 
a portion of its 20% market share within the U.S. could be more 
readily contested. After AIG in January announced its plan to sell 
up to 19.9% of United as a first step toward a full separation, 
Moody’s gave fuel to investor concerns – and perhaps its PMI 
peers’ market-share ambitions – by noting the potential for the 
mortgage insurer to face a higher cost of capital and more 
compliance expenses as a public company.  

 With Arch as its new parent, United Guaranty is unlikely face such 
issues, and the competitive boost some had hoped would be 
enjoyed by the other PMIs given a stand-alone United is not apt 
to materialize. Arch is rated ‘A+’ by Standard & Poor’s, A.M. Best 
and Fitch and ‘A1’ by Moody’s, and its mortgage insurance unit 
already has a robust compliance apparatus while generating 
about 11% of its premium revenue. 

 

 

 

 

http://www.btigresearch.com/


 
 
 
 

 

 

 BTIG LLC Mark Palmer (212) 588-6582 
3 

www.btigresearch.com  

Valuations Implications  of United Guaranty Sale 
 

 
 

BTIG Diluted EPS Estimates 2015A 2016E 2017E 2018E

Essent Group ltd. $1.72 $2.30 $2.61 $2.88

MGIC Insurance Corporation $1.13 $0.87 $0.98 $1.11

NMI Holdings Inc. ($0.44) $0.14 $0.67 $1.20

Radian Group Inc. $1.23 $1.53 $1.81 $1.95

Source: BTIG Estimates and Company Documents

Valuation at 9 .5X  Diluted EPS 2015A 2016E 2017E 2018E

Essent Group ltd. $16.29 $21.86 $24.84 $27.37

MGIC Insurance Corporation $10.73 $8.23 $9.28 $10.54

NMI Holdings Inc. ($4.19) $1.31 $6.36 $11.38

Radian Group Inc. $11.71 $14.52 $17.17 $18.51

Source: BTIG Estimates and Company Documents

Upside (Downside) to 08/15/16 Closing Price 2018E

Essent Group ltd. 5.2%

MGIC Insurance Corporation 38.2%

NMI Holdings Inc. 61.9%

Radian Group Inc. 37.4%

Source: BTIG Estimates and Company Documents

http://www.btigresearch.com/
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Essent Group Operating Model 
 

 

 

 

 

Operating Model - ESNT Dec-14 Dec-15 Mar-16 Jun-16 Sep-16 Dec-16 Dec-16 Mar-17 Jun-17 Sep-17 Dec-17 Dec-17 Dec-18

($ millions) 2014A 2015A 1Q16A 2Q16A 3Q16E 4Q16E 2016E 1Q17E 2Q17E 3Q17E 4Q17E 2017E 2018E

Net premiums written 276.78        370.57        100.47        108.51        116.48        119.14        444.60        118.25        124.08        129.12        131.05        502.51        547.49        

Increase in unearned premiums (53.55)         (44.10)         (6.06)           (7.80)           (8.63)           (8.83)           (31.32)         (7.74)           (8.12)           (8.45)           (8.57)           (32.87)         (35.82)         

Net premiums earned 223.23    326.47    94 .40      100.71    107.85    110.31    413.28    110.52    115.96    120.68    122.48    469.63    511.67    

Net investment income 12.29          19.89          6.18             6.70             6.84             6.97             26.69          7.32             7.69             8.07             8.47             31.55          38.35          

Realized investment gains 0.93             2.55             0.47             0.58             -               -               1.05             -               -               -               -               -               -               

Other income 3.03             4.38             1.41             0.17             0.17             0.18             1.93             0.19             0.20             0.20             0.21             0.80             0.87             

Revenue 239.47    353.29    102.47    108.17    114.86    117.46    442.95    118.03    123.85    128.95    131.16    501.98    550.89    

Provision for losses and LAE 6.31             11.91          3.73             2.96             3.19             3.43             13.31          3.68             3.96             4.26             4.57             16.47          20.70          

Other underwritting and operating expenses 97.23          112.99        31.39          31.41          32.98          34.30          130.08        34.64          34.99          35.34          35.69          140.66        146.37        

Losses and expenses 103.54    124.89    35 .12      34 .37      36 .17      37 .72      143.38    38 .32      38 .95      39 .59      40 .27      157.13    167.07    

Loss before income taxes 135.93    228.40    67 .35      73 .79      78 .69      79 .74      299.57    79 .71      84 .90      89 .36      90 .89      344.86    383.82    

Income tax expense (benefit) 47.43          71.07          19.40          21.53          22.82          23.12          86.88          23.12          24.62          25.91          26.36          100.01        111.31        

Net income 88.50      157.33    47 .95      52 .26      55 .87      56 .61      212.70    56 .59      60 .28      63 .44      64 .53      244.85    272.51    

Di luted EPS 1.01        1 .72        0 .52        0 .57        0 .60        0 .61        2 .30        0 .61        0 .64        0 .68        0 .69        2 .61        2 .88        

Diluted shares outstanding 87.95          91.74          91.86          92.14          92.60          93.06          92.41          93.29          93.53          93.76          94.00          93.64          94.58          

Average primary IIF 42,770.3     59,248.0     66,479.6     69,991.9     73,976.0     76,549.0     72,564.9     78,176.5     80,885.8     84,514.3     86,839.8     83,211.2     92,373.0     

Total primary NIW 24,799.4     25,927.5     5,366.7       8,715.2       7,753.9       6,269.2       28,104.9     6,171.7       8,628.0       8,335.4       6,457.3       29,592.4     30,480.2     

Average premium rate 0.56% 0.58% 0.58% 0.58% 0.57% 0.57% 0.57% 0.56% 0.56% 0.56% 0.56% 0.56% 0.55%

Book value per share 10.87          12.20          12.72          13.08          13.69          14.30          14.30          14.90          15.55          16.22          16.91          16.91          19.79          

Tax rate 34.89% 31.12% 28.80% 29.18% 29.00% 29.00% 29.00% 29.00% 29.00% 29.00% 29.00% 29.00% 29.00%

Source: BTIG Estimates and Company Documents

http://www.btigresearch.com/
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MGIC Investment Corporation Operating Model 

 

 

 

 

 

MGIC - O perating Model Dec-12 Dec-13 Dec-14 Dec-15 Mar-16 Jun-16 Sep-16 Dec-16 Dec-16 Mar-17 Jun-17 Sep-17 Dec-17 Dec-17 Dec-18

$ Millions 2012A 2013A 2014A 2015A 1Q16A 2Q16A 3Q16E 4Q16E 2016E 1Q17E 2Q17E 3Q17E 4Q17E 2017E 2018E

Net premiums written 1,017.83    923.48       881.96       1,020.28    231.28       250.02       247.29       251.88       980.47       259.28       266.41       273.97       280.28       1,079.93    1,185.58    

Increase in unearned premiums 15.34          19.57          (37.59)        (124.06)      (9.94)          (18.56)        (11.78)        (11.99)        (52.27)        (12.35)        (12.69)        (13.05)        (13.35)        (51.43)        (56.46)        

Net premiums earned 1,033.17    943.05       844.37       896.22       221.34       231.46       235.51       239.89       928.20       246.93       253.72       260.92       266.93       1,028.50    1,129.12    

Investment income 121.64       80.74          87.65          103.74       27.81          27.25          27.79          28.35          111.20       29.20          30.08          30.98          31.91          122.16       130.85       

Realized investment gains 197.72       6.06            1.50            27.72          3.06            0.84            -              -              3.89            -              -              -              -              -              -              

Total other than temporaty losses (2.31)          (0.33)          (0.14)          0.64            -              -              -              -              -              -              -              -              -              -              -              

Prostion of losses recognized in other comprehensive income -              -              -              -              -              -              -              -              -              -              -              -              -              -              -              

Net impairment losses recognized in earnings (2.31)          (0.33)          (0.14)          0.64            -              -              -              -              -              -              -              -              -              -              -              

Other revenue 28.15          9.91            8.42            12.46          6.37            3.99            4.03            4.07            18.48          4.07            4.12            4.16            4.20            16.54          17.04          

Total revenues 1,378.36    1,039.44    941.80       1,040.78    258.58       263.53       267.34       272.31       1,061.76    280.20       287.91       296.06       303.03       1,167.20    1,277.02    

Losses incurred 2,067.25    838.73       496.08       343.55       85.01          46.59          80.75          82.25          294.60       83.86          86.17          86.15          88.14          344.32       378.02       

Change in premium deficiency reserve (61.04)        (25.32)        (24.71)        (23.75)        -              -              -              -              -              -              -              -              -              -              -              

Amortization of deferred policy acquisition costs 7.45            10.64          7.62            -              -              -              -              -              -              -              -              -              -              -              -              

Underwritting and operating expenses 194.00       181.88       138.44       164.37       41.74          37.59          37.69          37.78          154.80       37.88          37.97          38.07          38.16          152.07       154.56       

Loss on extinguishment of debt -              -              -              -              13.44          1.87            -              -              15.31          -              -              -              -              -              -              

Interest expense 99.34          79.66          69.65          68.93          14.70          12.24          11.61          11.61          50.17          11.61          11.61          11.61          11.61          46.46          46.46          

Total losses and expenses 2,307.01    1,085.59    687.07       553.09       154.89       98.30          130.05       131.64       514.88       133.35       135.75       135.83       137.91       542.85       579.04       

Income (loss) before income taxes (928.64)      (46.15)        254.72       487.69       103.69       165.24       137.29       140.67       546.89       146.85       152.16       160.22       165.12       624.35       697.98       

Provision for income taxes (1.57)          3.70            2.77            (684.31)      34.50          56.02          45.31          46.42          182.24       48.46          50.21          52.87          54.49          206.04       216.37       

Net income (loss) (927.08)      (49.85)        251.95       1,172.00    69.19          109.22       91.98          94.25          364.64       98.39          101.95       107.35       110.63       418.32       481.60       

Adjusted EPS ($4.59) ($0.16) $0.61 $1.13 $0.17 $0.26 $0.22 $0.22 $0.87 $0.23 $0.24 $0.25 $0.26 $0.98 $1.11

Diluted shares outstanding 201.89       311.75       413.55       460.85       431.37       446.14       446.14       446.14       442.45       446.59       447.03       447.48       447.93       447.26       450.73       

Tax rate 0.2% -8.0% 1.1% -140.3% 33.3% 33.9% 33.0% 33.0% 33.3% 33.0% 33.0% 33.0% 33.0% 33.0% 31.0%

Book Value per diluted share 0.97 2.20 2.36 4.78 5.43 5.63 5.84 6.05 6.05 6.26 6.48 6.72 6.96 6.96 7.95

Average primary IIF 166,537.5 159,425.0 160,350.0 169,300.0 174,750.0 176,250.0 179,437.5 182,771.4 178,302.2 186,361.5 191,487.0 196,923.5 201,455.8 194,057.0 213,041.8 

Total primary NIW 24,100.0    29,800.0    33,400.0    43,000.0    8,300.0      12,600.0    9,300.0      8,330.0      38,530.0    9,130.0      10,710.0    9,997.5      9,163.0      39,000.5    40,170.5    

Average premium rate 0.62% 0.59% 0.53% 0.53% 0.51% 0.53% 0.53% 0.53% 0.52% 0.53% 0.53% 0.53% 0.53% 0.53% 0.53%

Source: BTIG Estimates and Company Documents

http://www.btigresearch.com/
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NMI Holdings Operating Model 

 

 

 

 

NMIH - Operating Model Dec-12 Dec-13 Dec-14 Dec-15 Mar-16 Jun-16 Sep-16 Dec-16 Dec-16 Mar-17 Jun-17 Sep-17 Dec-17 Dec-17 Dec-18

$ Millions 2012A 2013A 2014A 2015A 1Q16A 2Q16A 3Q16E 4Q16E 2016E 1Q17E 2Q17E 3Q17E 4Q17E 2017E 2018E

Net premiums written -           3.54         34.03      114.21    38.13      48.86      55.42      64.75      207.16    60.71      63.14      64.35      67.10      255.30    310.23     

Increase in unearned premiums -           (1.45)       (20.62)     (68.70)     (18.32)     (22.82)     (23.75)     (27.75)     (92.65)     (20.24)     (18.04)     (14.85)     (13.42)     (66.55)     (60.04)      

Net premiums earned -           2.10         13.41      45.51      19.81      26.04      31.67      37.00      114.52    40.47      45.10      49.50      53.68      188.75    250.19     

Net investment income 0.01         4.81         5.62         7.25         3.23         3.34         3.41         3.48         13.46      3.65         3.69         3.72         3.76         14.82      16.04       

Net realized investment gains -           0.19         0.20         0.83         (0.89)       0.06         -           -           (0.82)       -           -           -           -           -           -            

Other revenues 0.28         (1.53)       2.99         1.93         0.03         0.04         -           -           0.07         -           -           -           -           -           -            

Total revenues 0.28         5.56         22.21      55.51      22.19      29.48      35.08      40.48      127.22    44.13      48.79      53.22      57.44      203.58    266.22     

Insurance claims and claims expense -           -           0.08         0.65         0.46         0.47         1.90         2.23         5.06         5.06         5.64         6.19         6.71         23.59      31.60       

Amortization of deferred policy acquisition costs -           0.00         0.37         -           -           -           -           -           -           -           -           -           -           -           -            

Underwritting and operating expenses 27.78      60.74      73.04      80.60      22.67      23.23      23.81      24.41      94.13      24.78      25.15      25.27      25.40      100.60    102.88     

Total expenses 27.78      60.74      73.50      81.25      23.13      23.70      25.72      26.64      99.19      29.84      30.79      31.46      32.11      124.19    134.48     

Gain (loss) from change in fair value of warrant liability (1.53)       2.95         1.91         0.67         (0.06)       -           -           0.61         -           -           -           -           -           -            

Interest expense -           -           -           (2.06)       (3.63)       (3.71)       (3.71)       (3.71)       (14.75)     (3.71)       (3.71)       (3.71)       (3.71)       (14.83)     (14.83)      

Income (loss) before income taxes (27.49)     (56.71)     (48.34)     (25.89)     (3.91)       2.01         5.65         10.14      13.89      10.58      14.29      18.05      21.63      64.56      116.91     

Income tax expense (benefit) -           -           (2.39)       -           -           -           1.98         3.55         5.53         3.70         5.00         6.32         7.57         22.60      40.92       

Net income (loss) (27.49)     (56.71)     (45.96)     (25.89)     (3.91)       2.01         3.67         6.59         8.37         6.88         9.29         11.74      14.06      41.96      75.99       

Diluted EPS (0.73)       (1.01)       (0.79)       (0.44)       (0.07)       0.03         0.06         0.11         0.14         0.11         0.15         0.19         0.22         0.67         1.20          

Diluted shares outstanding 37.91      56.01      58.28      58.70      59.01      59.83      61.62      61.78      60.56      62.40      62.55      62.71      62.87      62.63      63.42       

Book value 488.75    463.22    426.96    402.73    410.06    422.44    426.11    432.70    432.70    448.34    467.14    488.91    513.89    513.89    634.01     

DTA valuation 8.20         35.78      53.73      66.40      67.88      67.12      64.97      61.12      61.12      57.10      51.67      44.81      36.59      36.59      -            

Adjusted book value 496.94    499.00    480.69    469.13    477.94    489.55    491.08    493.82    493.82    505.44    518.81    533.72    550.48    550.48    634.01     

Book value per share 12.89      8.27         7.33         6.84         6.95         7.06         6.91         7.00         7.00         7.19         7.47         7.80         8.17         8.17         9.96          

DTA valuation per share 0.22         0.64         0.92         1.13         1.15         1.12         1.05         0.99         0.99         0.92         0.83         0.71         0.58         0.58         -            

Adjusted book value per share 13.11      8.91         8.25         7.97         8.10         8.18         7.97         7.99         7.99         8.10         8.29         8.51         8.76         8.76         9.96          

Source: BTIG Estimates and Company Documents

http://www.btigresearch.com/
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Radian Group Operating Model 

Radian - Operating Model Dec-12 Dec-13 Dec-14 Dec-15 Mar-16 Jun-16 Sep-16 Dec-16 Dec-16 Mar-17 Jun-17 Sep-17 Dec-17 Dec-17 Dec-18

$ Millions 2012A 2013A 2014A 2015A 1Q16A 2Q16A 3Q16E 4Q16E 2016E 1Q17E 2Q17E 3Q17E 4Q17E 2017E 2018E

Net premiums earned - insurance 739.14        818.05        871.23        915.91        220.95        229.09        233.76        239.53        923.32        242.03        248.05        255.46        261.14        1,006.68     1,055.59     

Services revenue -               -              76.69           153.71        31.60           38.29           43.45           38.99           152.34        32.86           39.83           45.19           40.55           158.44        161.60        

Net investment income 114.34        98.94          92.68           81.54           27.20           28.84           29.56           30.30           115.90        30.75           31.21           31.68           32.16           125.81        131.88        

Net gains (losses) on investments 184.89        (145.52)      122.49        35.69           31.29           30.53           -               -               61.81           -               -               -               -               -               -               

Change in fair value of derivatives (144.03)       (70.36)         126.92        -               -               -               -               -               -               -               -               -               -               -               -               

Net losses on other financial instruments (82.27)         (5.79)           (0.90)            -               -               -               -               -               -               -               -               -               -               -               -               

Other income 13.50           6.90            5.91             6.40             1.92             3.42             1.73             1.53             8.60             1.93             3.46             1.75             1.55             8.68             8.77             

Total revenues 825.56        702.22        1,295.01     1,193.25     312.95        330.17        308.50        310.35        1,261.97     307.58        322.54        334.08        335.40        1,299.60     1,357.84     

Provision for losses 959.17        571.27        249.55        198.59        42.99           49.73           51.79           53.07           197.57        54.05           55.39           57.04           58.31           224.79        261.28        

Policy acquisition costs 61.88           39.57          29.51           22.42           6.39             5.39             5.42             5.45             22.65           5.47             5.50             5.53             5.56             22.06           22.51           

Direct cost of services -               -              43.61           89.16           21.75           24.86           24.98           25.11           96.70           25.36           25.49           25.61           25.74           102.20        104.77        

Other operating expenses 196.67        276.12        267.52        246.96        58.99           65.68           66.01           66.34           257.02        65.68           66.33           67.00           67.67           266.67        272.00        

Interest expense 51.83           74.62          90.46           91.10           21.53           22.55           18.14           18.14           80.35           18.14           18.14           18.14           18.14           72.54           72.54           

Amortization of intangible assets -               -              8.65             3.02             -               -               -               -               -               -               -               -               -               -               -               

Loss on induced conversion and debt extinguishment -               -              -               94.21           55.57           2.11             -               -               57.68           -               -               -               -               -               -               

Change in reserve for premium defficiency 0.04             0.62            0.85             9.96             3.33             3.31             -               -               6.64             -               -               -               -               -               -               

Total expenses 1,269.59     962.20        690.15        755.42        210.55        173.62        166.33        168.10        718.60        168.69        170.84        173.32        175.41        688.26        733.11        

Pretax income from continuing operations (444.03)       (259.97)      604.87        437.83        102.40        156.55        142.17        142.26        543.37        138.90        151.70        160.76        159.99        611.34        624.73        

Income tax expense (benefit) 7.27             (10.57)         (804.35)       156.29        36.15           58.44           49.76           49.79           194.14        48.61           53.10           56.27           56.00           213.97        193.67        

Net income (loss) from continuing operations (451.30)       (249.40)      1,409.22     281.54        66.25           98.11           92.41           92.47           349.24        90.28           98.61           104.49        103.99        397.37        431.06        

Income (loss) from discontinued operations (0.01)            52.42          (449.70)       5.39             -               -               -               -               -               -               -               -               -               -               -               

Net income (loss) (451.32)       (196.99)      959.52        286.92        66.25           98.11           92.41           92.47           349.24        90.28           98.61           104.49        103.99        397.37        431.06        

Diluted EPS - continuing operations (3.40)            (1.51)           6.03             1.14             0.28             0.43             0.41             0.41             1.53             0.41             0.45             0.48             0.48             1.81             1.95             

Diluted EPS - discontinued operations (0.00)            0.32            (1.93)            0.02             -               -               -               -               -               -               -               -               -               -               -               

Diluted EPS (3.40)            (1.19)           4.11             1.23             0.29             0.44             0.41             0.41             1.53             0.41             0.45             0.48             0.48             1.81             1.95             

Diluted shares outstanding 132.79        165.27        233.58        247.11        239.71        226.20        224.70        223.20        228.45        221.70        220.20        219.20        218.20        219.83        221.21        

Tax rate -1.6% 4.1% -133.0% 35.7% 35.3% 37.3% 35.0% 35.0% 35.7% 35.0% 35.0% 35.0% 35.0% 35.0% 31.0%

Book Value per diluted share 5.57             5.43            8.64             10.07           11.10           12.40           13.04           13.69           13.69           14.33           15.03           15.74           16.46           16.46           18.99           

Average primary IIF 133,340.0   153,966.3  167,097.3   173,821.5   175,485.0   176,529.0   180,128.8   184,578.5   180,553.8   187,987.0   192,657.3   198,412.5   202,828.9   197,743.1   210,157.7   

Total primary NIW 37,061.0     47,255.0    37,349.0     41,411.0     8,071.0       12,921.0     10,337.8     9,554.0       40,883.8     8,514.9       12,275.0     10,958.1     9,936.1       41,684.0     42,309.3     

Average premium rate 0.55% 0.53% 0.52% 0.53% 0.50% 0.52% 0.52% 0.52% 0.51% 0.52% 0.52% 0.52% 0.52% 0.51% 0.50%

Source: BTIG Estimates and Company Documents
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BTIG Covered Companies Mentioned in this Report 
 
NMI HOLDINGS, INC. (NMIH; Buy; CP: US$7.03; US$10 PT; Analyst 
Name: mark.palmer) 
ESSENT GROUP LTD. (ESNT; Buy; CP: US$26.03; US$31 PT; Analyst 
Name: mark.palmer) 
RADIAN GROUP, INC. (RDN; Buy; CP: US$13.47; US$22 PT; Analyst 
Name: Mark.Palmer) 
MGIC INVESTMENT CORPORATION (MTG; Buy; CP: US$7.63; US$12 
PT; Analyst Name: Mark.Palmer) 
GENWORTH FINANCIAL, INC. (GNW; Buy; CP: US$3.7; US$5 PT; 
Analyst Name: mark.palmer) 
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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 (June 30, 2016): 185 
 
Distribution of BTIG’s Research Recommendations (as of June 30, 2016): 
BUY: 61.6%; NEUTRAL: 35.7%; SELL: 2.7% 
 
Distribution of BTIG’s Investment Banking Services (as of June 30, 2016): 
BUY: 84.6%; NEUTRAL: 15.4%; 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 
NMI Holdings, Inc. (NMIH, Buy, $10 PT) 
Valuation: Our price target of $10 for NMIH is based on 10X our 2018E EPS of $1.20 discounted back at 10% 
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. 
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Essent Group Ltd. (ESNT, Buy, $31 PT) 
Valuation: Our price target of $31 for ESNT is based on 12X our 17E EPS of $2.61 
Risks: Risks to our reccomendation 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 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. 

 

http://www.btigresearch.com/


 
 
 
 

 

 

 BTIG LLC Mark Palmer (212) 588-6582 
11 

www.btigresearch.com  

 
Radian Group, Inc. (RDN, Buy, $22 PT) 
Valuation: Our price target of $22 for RDN is based on 12X our 2017E EPS of $1.81 
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. 
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Genworth Financial, Inc. (GNW, Buy, $5 PT) 
Valuation: Our $5 price target on GNW is based on 0.25x the company’s FY16E book value ex. AOCI per share of 
$20.60. 
Risks: The primary risks to achieving our price target include an accelerated rate of deterioration within GNW’s 
U.S. Mortgage Insurance portfolio, the possibility that waivers granted by various states to the U.S. MI unit could 
be revoked, credit downgrades that could hamper new business generation in all segments, a more stringent 
definition of qualified residential mortgage (QRM) that could shut the company out of the U.S. MI market, 
exposure to troubled Eurozone countries, and reinvestment risk given the current low interest rate environment. 
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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. 
 
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. 
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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 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 
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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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