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Essent Group (ESNT)



What Is Private Mortgage Insurance (PMI)? 

Private mortgage insurance (PMI) is insurance coverage that 
homeowners are required to have if they’re putting down less than 
20% of the home’s cost. Basically, PMI gives mortgage lenders 
some backup if a house falls into foreclosure because the 
homeowner couldn’t make their monthly mortgage payments.


Most banks don’t like losing money, so they did the math and 
determined that they can recover about 80% of a home’s value at a 
foreclosure auction if the buyer defaults and the bank has to seize 
the house. So, to protect themselves, banks require buyers to pay 
an insurance policy—the PMI—to make up the other 20%.


PMI premiums are calculated using your loan total and range from 
0.55% to 2.25% of the loan or more.
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Source: U.S. Census Bureau. Mortgage Bankers Association. Inside Mortgage Finance. 

Mortgage Industry Fundamentals are Supportive of Growth  

Growing Domestic First-Time Homebuyer Population 

Homeownership Rates Have Started to Rebound 

Industry NIW Continues to Grow 
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New Entrants to Domestic First-Time Homebuyer Population (mm) 

z Millennial generation of roughly 80mm will drive 
housing’s longer term prospects and first time buyer 
activity 

z Over next several years, on an annual basis, 
approximately 4-5mm millennials will reach the average 
age of a first time home buyer which is 32 years old 

z Homeownership rates have been increasing recently 
z Outlook on affordability is favorable as mortgage rates 

continue to be at historically low levels 
z Impacts of COVID-19 may cause a pause in purchase 

mortgages, but conversely, could accelerate housing 
demand as millennials explore moving away from more 
densely populated urban areas 

z Demographic and macroeconomic tailwinds have 
supported NIW growth over the past decade 

z Growth has been focused on higher credit quality 
business 



September Investor Advisory Service 

By all indications, Essent Group (ESNT) is hunkering down for a 
drawn-out recession while maintaining its growth strategy. In its 
second quarter ended June 30, 2020, revenues were up 11.4% 
to $236.1 million, but mortgage defaults had reached 5.19%. 
Cost cutting, raising rates on new policies sold, and an increased 
number of policies wasn’t enough offset a 89.2% decline in EPS 
to $0.15


The mortgage default rate improved in July, and Essent Group’s 
balance sheet is strong enough to weather a pretty severe 
recession. If the company is able to pick up market share from 
weaker peers in the maelstrom, there could be a silver lining to 
the downturn.


Essent Group ($34.78) is a buy up to $39  







SSG Key Assumptions 

Revenue Growth: 8%

Return on Equity: 24%

Pretax Profit on Sales: 76%

LT Debt to Equity: 7.9%

Average P/E: 9

PAR (avg): 14%
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LGI Homes (LGIH)



COMPANY HIGHLIGHTS

Founded in 2003, LGI Homes is one of the nation’s fastest 
growing homebuilders. Currently recognized as the 10th largest 
residential builder in America based on units closed, LGI Homes’ 
unique business model is focused on offering entry-level 
homebuyers quality homes at affordable prices through a well-
established sales and marketing approach, a culture of customer 
service excellence, and a highly efficient construction process. 

FOCUS ON PERFORMANCE

LGI HOMES AT A GLANCE

$2.0 BILLION REVENUE

8,358 HOME CLOSINGS

6.5 AVERAGE ABSORPTIONS

23.9% GROSS MARGIN (1) (2)

25.9% ADJUSTED GROSS MARGIN (2) (3)

25.9% RETURN ON EQUITY

34 MARKETS IN 18 STATES (4)

44,307 OWNED & CONTROLLED LOTS (4) 

40,000+ HOMES CLOSED SINCE FOUNDING

© LGI Homes, Inc. | 3
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1) Gross margin is defined as home sales revenues less cost of sales
2) Calculated as a percentage of home sales revenues 
3) Adjusted gross margin is defined as gross margin adjusted for capitalized interest and adjustments 

resulting from the application of purchase accounting included in cost of sales. See the Appendix for a 
reconciliation of adjusted gross margin to gross margin

4) As of June 30, 2020
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2013
Home Closings: 1,617 
Revenue: $241 million

States: 5
Markets: 10

Active Communities: 25

2019
Home Closings: 7,690
Revenue: $1.8 billion

States: 18
Markets: 31

Active Communities: 106

BUILDING OUR BUSINESS
LGI Homes’ unique operating model has driven 
rapid growth. Between 2013 and 2019, we grew our 
home closings 376% and our revenue 663% (a 
compounded annual growth rate of over 40%) while 
expanding from 5 to 18 states and 10 to 31 markets. 

Since our initial public offering in 2013, we have 
significantly diversified our business geographically. 
In 2013, our Central division represented 84% of our 
home closings compared to just 43% in 2019.

FOCUS ON GROWTH

Central Southeast West Florida
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STRONG OPERATING RESULTS
LGI HOMES HAS GENERATED STRONG OPERATING RESULTS AND SIGNIFICANT GROWTH

Home Closings (Units) (1) Revenue ($ millions) (1)

Average Communities and Absorptions (1) Average Sales Price ($ thousands) (1)
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Since 2014, LGI has increased home closings at a compound annual growth rate of 26.7%... …and increased revenue at a compound annual growth rate of 36.8%
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SSG Key Assumptions 

Revenue Growth: 16%

Return on Equity: 26%

Pretax Profit on Sales: 12.6%

LT Debt to Equity: 51%

Average P/E: 10.4

PAR (avg): 11%



Daily Price Chart



Weekly Price Chart



Questions?


