Diversified Financial Industry Study Format
Business Summary:

Evaluate what the company does, what its products are, and how it generates revenues. Business lines and information on revenue and profit contributions from its different segments should be available in the company’s annual report (or 10K online at Edgar – see our homepage for the link).

Business Outlook:


Assess the company’s prospects for growth and profitability.  Look at positive and negative influences that affect a  particular company.  These may be found in the annual report, 10K, online news or magazines articles, or by searching the I-Club-List archives.
Financial Assessment:

	Diversified Financial Services
	Consumer Finance Companies

	Revenue Growth: Compare with its historical growth rate and with competitors (use Multex).  Is growth accelerating or decelerating?  Is it outperforming others in its markets? If so, why?  
Pre-Tax Profit Margin:  (see SSG – Section 2A)
Net Profit Margin: (Net Interest income divided by average assets) These measures provide insight into a company’s ability to control operating costs and other costs of doing business.
Return on Equity: (see SSG – Section 2B) It  tells us how efficiently a company employs shareholders’ capital, or how much bang shareholders get for their buck.
Delinquency Rate:  This measure, and  bankruptcy trends, are related measures used to predict future consumer borrowing.  Compare the last 4 quarters delinquency rate.  Is it trending up or down? 
Loan Loss Provision:  Lending companies must set aside funds to cover bad loans.  This reserve should grow in line with loans.  If it’s growing faster, it’s a sure sign of potential problems.  It could indicate a slowing economy or an aggressive lending strategy.  Compare the difference between loans and reserves for the last 4 quarters.

	Customer Base/Credit Quality:  These are key factors in the success of this segment.  Do they cater to prime or sub-prime customers?  What types of loans do they make—by percentage of total revenues?  Look for their “risk profile” in the annual report or 10K.

Loan Growth: The two main sources of income are Net Interest Income and Securitization.  Both are driven by loan growth.  Compare the 10-year, 5-year and the short term (last 4 quarters).  Is loan growth consistent?  Is it growing?

Pre-Tax Profit Margin:  (see SSG – Section 2A)

Net Profit Margin: (Net Interest income divided by average assets) These measures provide insight into a company’s ability to control operating costs and other costs of doing business.

Return on Managed Assets:  (Net Income divided by average managed receivables) ROE and ROA don’t include off-balance-sheet items, such as securitization.  This measure accounts for all revenues streams, including those created by off-balance-sheet items.
Delinquency Rate:  This and bankruptcy trends are related measures used to predict future consumer borrowing.  Compare the last 4 quarters.  Are they trending up or down?
Loan Loss Provision:  Companies must set aside funds to cover bad loans.  This reserve should grow in line with loans.  If it’s growing faster, it’s a sure sign of potential problems.  It could indicate a slowing economy or an aggressive lending strategy.  Compare the difference between loans and reserves for the last 4 quarters.         


Judgements on the SSG:  How did you come to choose your future sales and earnings estimates?  What P/Es did you use and how did you choose them?  How did you choose the low price?

Results and Recommendation:  Based on your SSG for the June Valuation Date, what are the Upside/Downside Ratio, Relative Value, P.A.R. and Total Return?  What is your recommendation?
TEAM LEADERS’ CHOICES FOR THIS STUDY
	Diversified Financial Services
	Consumer Finance Companies

	1. PMI Group – Mortgage Insurance
	5. Fannie Mae – Residential Mortgages

	2. MGIC Investments – Mortgage Insurance
	6. Freddie Mac – Residential Mortgages

	3. MBIA, Inc. – Bond Guaranty firm
	7. Capital One – Credit Card Company

	4. Concord EFS – ATMs & Processing

	8. MBNA – Credit Card Company

	
	9. Countrywide Financial – Consumer Credit Provider

	
	10.Americredit Corp – Consumer Credit Provider


How to figure Revenues:  
Some financial companies have simple, single-source revenues.  Those that borrow money to lend money make their profit from the spread between the two.  This is called Net Interest Income.  They also make money from fees, such as bank charges, ATM charges, annual credit card fees, late fees, etc.  These are called Non-Interest Income. 

The regulators require lending companies to set aside a certain percentage of funds to cover bad debt.  This is called Loan Loss Provision, which must be deducted from income.  Therefore, lending companies’ revenues can be figured by calculating the following:

Net Interest Income + Non-Interest Income – Loan Loss Provision = Revenues

These figures can be found on the Value Line.  You should reconcile the OPS annual sales figures against the Value Line figures to see what items the company is using to report income.  If it’s not readily apparent, contact another club member, or the company’s Investor Relations department, for help.
Debt Levels:
Since most financial companies borrow money to lend money, this industry tends to have a higher debt ratio.  This doesn’t mean they are over-leveraged.  
P/E Ratios:

Finally, due to the inherent risk assumed by financial companies, the investment community has awarded them with a lower P/E.  While the range varies widely, it’s not uncommon for the P/E to be 60-80% lower than the overall market.
