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Business Summary:

The PMI Group, Inc., headquarter in Walnut Creek, California, is most notably associated with home purchase insurance.  They provide coverage for individuals who put down less then 20% equity on a home purchase.  This is actually a requirement of most lenders that those barrowers that do not put down the 20% must purchase PMI (Private Mortgage Insurance) in order to complete the purchase.  Mortgage insurance protects mortgage lenders and investors against potential losses in the event of borrower default.  By covering default risk on residential first mortgage loans, mortgage insurance facilitates the sale of low downpayment mortgages in the secondary mortgage market.

PMI is also an international provider of credit enhancement products and lender services that promote homeownership and facilitate mortgage transactions in the capital markets.  Through a number of wholly-owned subsidiaries and unconsolidated strategic investments, they offer residential mortgage insurance and credit enhancement products domestically and internationally, residential lender services and financial guaranty reinsurance.  

Executives:  
W. Roger Haughton, Chairman & CEO

L. Stephen Smith, President & Chief Operating Officer

Headquarters:  
3003 Oak Road – Walnut Creak, CA 94597    (925) 658-6863

Employees:  
1,313
Business Outlook:

Value Line estimates that PMI earnings will improve at a healthy clip in 2003 and 2004.  They do note two cautions, though, persistency rate has steadily decreased over past year and their default rate has increased (most likely due to economy).  They note positive indications on earnings and expect them to climb at a double-digit clip in the 3 – 5 year frame.  Value line feels that due to the 15% dip PMI share have experienced over the past three months, they are discounted and have a wide appreciation potential over the next 3 – 5 years but these share are only rated to mirror the market averages in the short term.

Industry Outlook – Insurance (Property/Casualty):

Value Line believes pricing conditions will likely remain favorable through next year which is a result of three positive factors:  supply conditions are poised to remain favorable over the next several quarters, broader industry appears to be underreserved which allow more flexibility in for rate-increases, and yields on fixed-income securities will likely remain at depressed levels.  It is believed that the “specialty” insurance segments will enjoy the largest rate increases such as directors & officers’ insurance and aviation insurance.  They note that this industry has been characterized by relatively long upturns and downturns and there is no definitive way to gauge how long this current upturn will remain.

News Articles:

PMI Australia appoints Chief Financial Officer: Michael Savery -- Friday June 6, 5:26 pm ET 

WALNUT CREEK, Calif.--(BUSINESS WIRE)--June 6, 2003--The PMI Group, Inc. (NYSE:PMI - News) today announced the appointment of Michael Savery as Chief Financial Officer for PMI's Australia operations. This newly created position is based at the head office in Sydney. PMI Australia is one of the largest mortgage insurers in Australia and New Zealand, with over 30 years of experience in the Australian market and 10 years in the New Zealand market.   Mr. Savery's primary focus will be to direct the financial systems, controls, compliance functions and reporting of PMI Australia. 

RESEARCH ALERT-Morgan Stanley cuts PMI Group rating -- Tuesday June 3, 12:00 pm ET 

NEW YORK, June 3 (Reuters) - Morgan Stanley on Tuesday cut mortgage insurer PMI Group Inc. (NYSE:PMI - News) to "equal-weight" from "overweight," saying given "industry conditions, further diversification is likely, exposing shareholders to execution risk."

PMI Successfully Completes Consent  -- Thursday May 29, 4:15 pm ET 

WALNUT CREEK, Calif.--(BUSINESS WIRE)--May 29, 2003--The PMI Group, Inc. (the "Company") today announced approval of an amendment to the indenture for its 2.50% Senior Convertible Debentures due 2021 (the "Debentures").  …

The amendment changes the definition of "designated subsidiary" in the indenture by excluding from the definition Fairbanks Capital Holding Corp. ("Fairbanks") and Fairbanks' subsidiaries, and any of their respective successors. The amendment also increases the percentage of the Company's total assets on a consolidated basis (from 15% to 25%) that a subsidiary of the Company is required to represent to constitute a designated subsidiary. In addition, the amendment provides that in the case of any subsidiary of the Company that is not accounted for as a consolidated entity in the Company's consolidated financial statements in accordance with generally accepted accounting principles in the United States, only the Company's proportionate share of the assets of such subsidiary shall be counted for purposes of this asset test. As a result of the amendment, any failure to pay indebtedness at maturity or default with respect to indebtedness for borrowed money by Fairbanks or any of its subsidiaries will not constitute events of default under the indenture. In addition, events of bankruptcy, insolvency or reorganization with respect to Fairbanks or any of its subsidiaries will not result in an event of default under the indenture. Also, some current subsidiaries that might have become designated subsidiaries in the future as a result of changes in their assets or the Company's total consolidated assets and some future subsidiaries of the Company that would have otherwise been designated subsidiaries will not constitute designated subsidiaries as a result of the amendment. Consequently, failures to pay indebtedness at maturity or defaults with respect to indebtedness for borrowed money by any such subsidiary that will no longer constitute a designated subsidiary will not constitute events of default under the indenture. 

Financial Assessment:

Revenue Growth:

	Revenue Growth Rate
	 
	 
	 
 
 
 
 
	Percentage Changed
	 

	Quarters
	2000
	2001
	2002
	2003
	
	2000 - 2001
	2001 - 2002
	2002 - 2003

	MAR
	179,418
	204,573
	263,430
	294,179
	
	14%
	29%
	12%

	JUN
	187,893
	216,621
	276,046
	 
	
	15%
	27%
	 

	SEP
	195,046
	236,817
	288,607
	 
	
	21%
	22%
	 

	DEC
	200,215
	278,952
	293,279
	 
	
	39%
	5%
	 

	 
	
	 
	 
	 

	Totals
	762,572
	936,963
	1,121,362
	294,179
	
	23%
	20%
	 


Pre-Tax Profit Margin:

PMI has averaged 44.65 % Pre-Tax Profit over the last 9 years and has averaged a 46.1 % Pre-Tax Profit over the last 5 years.  The trend is even overall.

Net Profit Margin:


PMI’s Net Profit Margin has increased each year over the last 7 years and is expected to grow steadily in the future.  

Return on Equity:

PMI has averaged 16.25 % Return on Equity over the last 8 years and has averaged a 16.9 % Return on Equity over the last 5 years. 

Delinquency Rate:

In the market as a whole the delinquency rate is increasing as reported in many news articles of the number of foreclosures and bankruptcies dramatically increasing over the last year.

Loan Loss Provision:


UNSURE WHERE TO FIND THIS INFORMATION
Judgments on the SSG:

After reading Value Line and looking at other earnings estimates, I chose 13% for sales and 10.5% for earnings going forward. While the earnings number is considerably less than the 5-year average of 18%, I was taking into account the economy and the inherently risky nature of the housing market.  Since the P/Es were pretty stable, I let the program calculate the rest of the figures.

Results and Recommendations:

As of June 6th, the price was $29.17.  This gives us an upside ratio of 8.9 to 1, a relative value of 80.4%, and a total return between 16.7% and 24.3%.  I recommend that we buy/hold this stock.
