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Key Stock Statistics 

52-Week Price Range  $33.47-69.39 

Market Capitalization (B) $14.66 

Shares Outstanding (M) 352.18 

Institutional Ownership 86.37% 

Beta 0.54 

Dividend Yield 3.34% 

Price/Earnings (ttm) 8.73 

Price/Book 1.11 

Price/Sales 1.11 

ROA (ttm) 3.55% 

ROE(ttm) (before goodwill) 13.28% 

Projected 5-Year Growth 9.5% 

EPS ($)  

Year 2006 2007 2008 2009E 2010E 2011E 

EPS 6.13 7.13 5.00 5.65 6.32 6.78 

All earnings represent earnings from operations and have been filtered from 
net nonrecurring gains.

 

Valuation Models 

Discounted Cash Flow $57.32 

Economic Profit $60.72 

PEG Ratio Analysis $59.48 

P/B Ratio Analysis $40.96 

Relative P/E $46.29 

INVESTMENT THESIS 

 The generation of excess capital is expected to 
result in share repurchases in the future. In FY09, 
Chubb will be repurchasing shares worth $250 
million or more depending upon the stock price. 
This indicates that company’s management is of 
the view that company’s shares are underpriced. 

 Because of this excess capital, Chubb may 
pursue acquisition opportunities if such an 
opportunity is in line with their long-term 
objectives and that the potential rewards of 
acquisition exceed risk. 

 With the available reserves, Chubb would be able 
to pay off principal, interest payments and rental 
payments for foreseeable future. In addition, we 
expect that its long term Debt/Equity ratio would 
remain around 25%. Hence, Chubb does not 
have a going concern.  

 For Chubb, Return on Equity before goodwill is 
expected to be 12 - 14% in near future due to 
share repurchases and its ability to maintain and 
grow it’s Net Income. 

 Demand for carriers with stable, high credit 
ratings, like Chubb, is likely to increase in the real 
estate investment trust segment. This will bring 
new opportunities and customers to Chubb and 
consolidate Chubb’s market share. 

 If the current disruption in the insurance sector 
continues, Chubb may have increased 
opportunity for new business, but competition for 
that new business may also be significant. 

 Chubb was also able to maintain its retention 
rates at strong levels i.e. 87%, despite a 
competitive market. The ratio of new-to-lost 
business was 1.3-to-1.0 which means that 
company was able to increase its market share 
even in such competitive environment. 

 International operations of Chubb will provide 
diversification benefits. This means that Chubb is 
unlikely to suffer a huge loss from a single 
catastrophic event 
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EXECUTIVE SUMMARY 

Chubb is a high growth company and we expect its 
long-term return on equity to be above 12% which is 
way higher than the industry average of 5.71%. It has 
forecasted an EPS between 4.80 and 5.20 for FY 2009. 
However, we expect that they would outperform their 
guidance on the back of their conservative investment 
philosophy. We believe that Chubb’s investment losses 
would be lower than that anticipated by the 
management because management was conservative 
while giving outlook for FY2009. Management believed 
that the investment environment may not improve in 
this year. However, we believe that markets would 
perform better in this year than what it did in the last 
year.  

In 2009, Chubb may experience a significant negative 
premium growth due to a significant reduction in 
exposure by its clients. Reduced income from 
investments would force companies in this industry to 
increase their premium rates significantly to remain 
profitable. Since Chubb has a comparatively lower 
combined ratio than its major competitors, an increment 
in premium rates by its competitors would give Chubb a 
pricing advantage over others. 

This disruption in markets would generate new 
business opportunities for Chubb. Chubb is strategically 
positioned to take advantage of an environment with 
higher rates and fewer competitors in future. In addition, 
revival of capital markets would help in reducing 
unrealized investment losses. 

 

COMPANY DESCRIPTION 

The Chubb Corporation, through its subsidiaries, 
provides property and casualty insurance to businesses 
and individuals. The company operates through three 
segments: Personal Insurance, Commercial Insurance, 
and Specialty Insurance. The Personal Insurance 
segment offers insurance products, such as 
automobile, homeowners, and other personal coverage 
products for individuals with homes and possessions. 
The Commercial Insurance segment provides multiple 
peril, casualty, workersô compensation, property, and 
marine. It also writes insurance products for niche 
businesses. The Specialty Insurance segment offers 
various professional liability products for privately and 
publicly owned companies, financial institutions, 
professional firms, and healthcare organizations, as 
well as involves in the surety business. The company 
provides its products and services through independent 
insurance agents and brokers in the United States, 
Canada, Europe, Australia, Latin America, and Asia. 

The Chubb Corporation was founded in 1882 and is 
based in Warren, New Jersey.

1
 

The geographic revenue distribution over last 5 years 
has been shown in the following graph. Chubb has 
diversified its portfolio by increasing revenues from the 
international markets. Geographic diversification is very 
critical for P&C companies as it acts as a hedge against 
unexpected catastrophes. It also helps in posting 
unswerving revenues over time. 

 

Source: Bloomberg.com and Chubb 10-K 

Business Segments 

The company operates in three segments, namely, 
Commercial Insurance, Specialty Insurance and 
Personal Insurance. The distribution of premiums 
earned from these segments in 2008 is as shown in the 
following graph. 

 

Source: Chubb Corp 10-K 

Commercial Insurance 

The products offered under commercial insurance are 
Multi-peril, workers’ compensation, casualty, and 
property & marine.  

In 2008, this segment contributed $5.02 billion to the 
total revenues. The distribution of premiums earned 
from these products is shown in the following figure. 

                                                           
1 www.finance.yahoo.com 
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Source: Chubb Corp 10-K 

The workers’ compensation segment has seen a 
significant growth in the last 2 years. However, as 
payrolls decline, premiums earned from this product will 
take a hit in near future. We believe that commercial 
insurance segment would consolidate in 2009 before its 
recovery in 2010. We expect commercial insurance 
segment to grow between 0.5% and 1% per annum in 
the long-term because we anticipate strong demand for 
its workers’ compensation and property & marine 
products after housing and employment market 
recovers in 2010. 

 

Specialty Insurance 

The products offered under Specialty insurance are 
professional liability and surety products.  

In 2008, this segment contributed $2.94 billion to the 
total revenues. The distribution of premiums earned 
from these products is shown in the following figure. 

 

Source: Chubb Corp 10-K 

Government spending on public construction as 
mentioned in the TALF plan, and demand for carriers 
with stable and high credit ratings would present new 
opportunities to Chubb. In 2009, we expect Chubb to 
post a positive growth of around 1% in specialty 
insurance segment due to highly uncertain and risky 
economic environment. 

 

Personal Insurance 

The products offered under personal insurance are 
automobile, homeowners and other products.  

In 2008, this segment contributed $3.79 billion to the 
total revenues. The distribution of premiums earned 
from these products is shown in the following figure. 

―Homeowners‖ and ―Automobile‖ products are directly 
related to home and auto sales, respectively. A decline 
in the home or auto sales would directly impact the 
growth of revenues from these products. The home 
sales showed first signs of consolidation in February as 
home sales increased by 4.7% in United States. 
However, a fall in auto sales would lead to an overuse 
of old vehicles. As insurance premium on older cars is 
lower than new cars we can expect a decline in 
premiums earned from automobile products. In 
addition, overuse of older cars may lead to an increase 
in claims. Hence, we expect a rise in the loss ratio and 
combined ratio of this product.  We expect this trend to 
continue this year and forecast an increase of 1% in 
earned premiums from these products in 2009. Auto 
sales may not improve as much as home sales. 

 

Source: Chubb Corp 10-K 

 

RECENT DEVELOPMENTS 

 

Source: Chubb Corp10-K 
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In the last year, the decline in revenues was driven by 
Net realized investment losses as shown in the graph 
above. 

Usually costs are measured by the GAAP combined 
ratios which include the sum of the loss ratio (loss and 
loss adjustment expenses divided by earned 
premiums), the expense ratio (underwriting expenses 
divided by written premiums) and (sometimes) the 
dividend ratio (policyholder dividends divided by earned 
premiums). 

The GAAP combined ratios for Commercial Insurance, 
Specialty Insurance and Personal Insurance are as 
shown in the graph below. 

The overall consolidated GAAP combined ratio for 
Chubb was 88.7%, compared to 82.9% in 2007

2
. This 

indicates that the profitability of core business reduced 
in 2008. 

 

Additionally, the company was also able to maintain its 
retention rates at strong levels i.e. 87%, despite a 
competitive market and an increase in the renewal 
prices of policies. In 2008, the earned premiums 
declined by 0.99%.  

The surprise percentage (i.e. the difference between 
Actual EPS and estimated EPS) was positive at 3.9% in 
Q4 2008, despite the slowdown in the economic activity 
and the property and casualty industry.

3
 This can be 

seen in the following graph. 

 
Source: Yahoo finance 

                                                           
2
 Chubb Corp 10-K 

3
 Yahoo Finance (www. finance.yahoo.com) 

INDUSTRY TRENDS 

UNDERWRITING and INVESTMENT LOSSES 

The combination of deteriorating underwriting and 
investment results that plagued many insurers during 
most of 2008 could ultimately lead to a firming of 
premium rates for most lines of coverage, as these 
losses remove the so-called ―excess‖ underwriting 
capacity from the marketplace and enable many 
carriers to raise rates (or at least stop cutting rates). 
However, the impact of these pricing gains (or 
stabilizations) is not likely to emerge until 2009. This 
means that companies which would survive this 
downturn would play in a higher rates and fewer 
competitors environment. 

It is particularly positive for Chubb as it already has a 
lower combined ratio in the industry as shown in the 
combined ratio graph above. Any such firming up of 
rates would give it some additional margin. 
 
In addition to the ongoing capital markets pressures, 
insurers have also had the additional (and continuing) 
challenge of dealing with catastrophe losses. After a lull 
in 2006 and 2007 following record losses in 2005, 
catastrophes once again ticked upward in 2008. 
Forecasters are also calling for an active hurricane 
season in 2009, citing ―above average‖ activity in the 
Atlantic.

4
 In US, Chubb has a significant exposure in 

California and other states on the east coast. However, 
the wide spread of Chubb’s business across several 
countries would help minimize the effect of a single 
catastrophe. 
 

TERRORISM 

However, Chubb didn’t have any exposure to any 
recent terrorism related losses. The attacks on the Taj 
Mahal Hotel and other sites in Mumbai, India, in late 
November 2008 served to reinforce the notion that 
terrorism remains a huge threat to property and 
casualty insurers. Initial estimates from the terrorist 
attacks peg the insured losses at $600 million in India, 
with experts saying this event will likely cause a sharp 
spike in terrorism coverage. For risks such as acts of 
terrorism — for which affordable and available 
coverage is difficult to find — federal support has been 
instrumental in addressing market dislocations. The 
Terrorism Risk Insurance Act (TRIA) is the federal 
terrorism backstop insurance program that was enacted 
in 2002 in the aftermath of the September 11 terrorist 
attacks and renewed in 2005. Congress passed 
another iteration of TRIA in late 2007, with the next 
expiration scheduled for 2014. Under this act, a 
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company is liable to pay till the deductible level 
assigned to it. For Chubb, this limit is kept at $1billion. 
For any loss caused by an act of terrorism which is 
between $1 and $100 billion, TRIA would pay for 85% 
of the losses and Chubb would be liable only for 15% of 
the losses. Nevertheless, the industry still faces 
significant coverage gaps for nuclear, biological, and 
chemical attacks. 

 

ACQUISITIONS 

Growing competitive and financial pressures are 
eroding the ability of some US insurance companies to 
survive independently, while the declining value of the 
US dollar has made US insurers an attractive target for 
international players. In future, large M&A activities may 
be initiated by firms which are based abroad. Recently 
on March 2

nd
, United Insurance Holdings Corp. sent a 

letter of intent to acquire all of the assets and some of 
the liabilities of Coral Enterprises LLC

5
. Other 

companies such as HCC Insurance, State automobile 
mutual, ACE Ltd., Unitrin, Trinity Universal and Hanover 
Insurance have recently completed their acquisitions. 
Chubb currently holds 18% of Harbor point after 
converting convertible notes and warrants to common 
stock of Harbor point. Harbor point may be a potential 
target which Chubb may be looking at for a possible 
acquisition. 

 

MARKETS AND COMPETITION 

For risk-averse investors, apart from savings, there is 
no close substitute for insurance. The demand for 
insurance products remains inelastic, especially in the 
regions which are susceptible to natural catastrophes 
and terrorism.  

Insurance markets are very competitive due to low 
entry barriers. Moreover, as majority of the market 
share is controlled by small number of big firms, the 
new entrants may find it difficult to place their feet in the 
market and gain some market share. Their problems 
have been further complicated because of the current 
financial crisis since customers would be vary to not to 
get an insurance from companies which may not exist 
in near future.  

Hence, the insurance industry is going through a phase 
of consolidation. Consolidation is also being seen as a 
way to compete against the giants. Companies are also 
viewing M&A activities as a tool to fight against 
reducing revenue growth by achieving economies of 
scale, economies of scope and cost complementarity. 
 

                                                           
5
 http://www.bizjournals.com/tampabay/stories/2009/03/02/daily12.html 

For example, Lincoln National Corp. and Jefferson-Pilot 
Corp. struck a merger deal worth $7.6 billion in October 
2005. The deal, completed on April 3, 2006, created the 
fourth largest US life insurer, with $151.3 billion in 
assets and allows the combined company to better 
compete with larger rivals such as MetLife Inc., 
Manulife Financial Corp., and Prudential Financial Inc. 
Although there have been no reports or a rumor 
suggesting that some other company is planning to 
acquire Chubb, we believe that Chubb’s growth 
potential, its conservative investment strategy, its ability 
to maintain higher premiums and retain clients, and its 
strong balance sheet would be attractive for other 
insurers. Other companies may try to acquire Chubb.  

Industry’s major players and their market shares have 
been shown below. Chubb controls 2.00% of the total 
property & casualty market’s share.

6
  

 

Source: www.naic.org (March 6
th
, 2009) 

We believe that due to a steep decline in investment 
income and a similar rise in unrealized losses on 
investments, Insurer’s considerable amount of capital 
may be locked and cannot be reinvested. 

Therefore, competitors that are experiencing financial 
difficulties may offer products at prices and on terms 
that are not consistent with Chubb’s economic 
standards in an effort to maintain their business and get 
access to capital

7
. This may expose Chubb’s 

competitors to risks which will prove harmful to 
themselves in the long run. 

 

COMPARATIVE ANALYSIS 

Among the major players of the property & casualty 
insurance industry, Travelers and Chubb Corp are the 
strongest players. These two companies have been 
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producing highest return on assets and equity and have 
the highest Net profit margin amongst their peers. 

Company Name 
Mkt Cap 

(B) ROA ROE NPM P/B 

Berkshire Hathway 130.03 2.1 4.34 5.19 1.19 

Allianz 31.17 0.5 11.12 5.41 0.65 

Travelers Companies Inc 20.49 2.6 11.29 11.95 0.81 

Zurich Fin  16.63 0.9 12.07 9.63 0.77 

Tokio Marine  16.39 0.6 3.65 
 

0.92 

Chubb Corp 12.56 3.6 12.94 13.64 0.94 

ACE Ltd 11.25 1.7 7.54 8.78 0.78 

Allstate Corp 8.27 -1.2 -9.74 -5.71 0.65 

Loews Corp 7.99 0.8 -1.19 4.38 0.61 

Progressive Corp 7.53 -0.4 -1.53 -0.55 1.78 
Source: Moneycentral MSN (www.moneycentral.msn.com) 

Generally, net profit margins, return on assets and 
return on equity of companies consolidate as a firm 
grows. However, we foresee Chubb maintaining its 
superior profit margin over next 4-5 years. Our belief is 
on the back of the company’s ability to keep loss ratio 
and combined ratio under check and its ability to 
generate superior revenues/employee as shown below. 

As we can see in the graph below, Chubb has the 
lowest Loss ratio and combined ratio among its peers in 
the Property & Casualty industry. This means that 
Chubb’s primary underwriting business is more 
profitable than its peers. This could be because of their 
conservative approach and risk aversion, which means 
that they may be charging higher premiums to ensure 
that they are not under insured. 

 

Source: Bloomberg.com 

Chubb has the most productive employees among its 
peers as on an average each employee of Chubb 
contributes $1.27 million to sales. 

 

Source: Bloomberg.com 

 

ECONOMIC OUTLOOK 

 

Seasonally adjusted real gross domestic product 
 
Source: Using data from the website of Bureau of economic analysis 

A slowdown in economy would directly put pressure 
upon the number of policies sold by Chubb and the 
number of policy surrenders. GDP contracted by 6.3% 
in the 4

th
 Quarter of 2008. Such economy forced 

businesses to reduce the number of vehicles that they 
were using, sell their commercial properties and lay-off 
employees. This resulted in a reduction of premiums 
paid on policies related to Workers’ compensation, 
commercial multi-peril and properties. 

Contracting GDP and economic activity have spurred 
the unemployment rate. As of March 2009, 
unemployment rate increased to 8.5% and is expected 
to peak out at 9.7% within the next 6 months as per the 
consensus of Henry fund analysts. 

Rising unemployment may increase the number of 
defaults in premium payment and thus bring uncertainty 
to Chubb’s financial results. However, there may a 
steep rise in demand for unemployment insurance 
policies. 
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Dramatic fall in housing prices and a deflationary 
environment would have a negative impact on Chubb. If 
the price of the house falls below the present value of 
the principal and interest paid by the owner of the 
house then he may default on such property and 
surrender his insurance policy. In addition, if the 
property prices fall below the price for which it has been 
insured then the owner would have an incentive to 
destruct his own house and claim the insurance 
amount. As seen in the graph above, home prices have 
fallen by 30% from their peak prices. This can be 
noticed from the fact that Chubb’s Loss ratio increased 
from 52.73% to 58.32% in 2008. However, lower prices 
of houses have lead to an increase in sales and as a 
result loss ratio may improve in future. However, we 
have taken a conservative assumption of loss ratio 
remaining constant at 58.32% for foreseeable future. 
We believe that Home sales would improve this year. 

On December 16, 2008, the Federal Reserve set the 
target for fed funds rate to a historical low of 0.00 – 
0.25%. 

 

Source: Moneycafe.com 

Such a free fall in federal funds rate has pushed short-
term yields on US treasuries to almost 0 and has 
steepened the yield curve. 

 

Source: US Treasury (www.ustreas.gov) 

Due to such a rapid fall in federal funds target rates and 
lower yields on short-term bonds, the insurance prices 
may rise as now each premium dollar would generate 
less investment income for Chubb, especially on short-
term fixed income securities. Therefore, Chubb and 
other companies would most likely increase their 
premium rates in order to remain profitable. This 
premium growth would result in an increase in 
revenues. However, a competitive environment may not 
allow Chubb to increase premium rates significantly. 

In a period of declining interest rates, growth in net 
investment income — an important revenue source for 
a property & casualty insurer — will slow, as yields on 
insurers’ bond portfolios slide. However, lower interest 
rates also increase the value of the underlying assets 
(usually fixed-income securities) that produce the 
investment income. Fed Funds rate are likely to remain 
in this range for at least next 2-3 quarters. For valuation 
purposes, we have considered a modest growth of 
4.1% in investment income on a weighted average 
basis. 

 

Source: Chubb 10-K 

Chubb has invested 84.91% of its portfolio in fixed 
income, 6% in short-term and 3.8% in Equities.

8
 Fixed 

income is sub-divided into taxable and tax exempt 
securities. Taxable income securities include US 
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Government and Government Agency Bonds, 
Corporate Bonds, Foreign Bonds and Mortgage Backed 
securities.  The distribution has been shown in the 
graph below. The distribution indicates that Chubb’s 
portfolio is well diversified. 

Chubb’s 20-25% of the revenue comes from 
International markets and any further revaluation of 
dollar would reduce the underlying value of these 
assets in dollar terms and thus affect Chubb’s profits as 
now Chubb would have to pay more dollars to settle 
claims made in other countries. However, it is unlikely 
that such an appreciation would happen considering the 
deficits US Government is running in and the huge debt 
which has been issued by US treasury in the last 6 
months. This may lead to hyper-inflation and 
devaluation of dollar over next 2 years which is positive 
for Chubb. Reduced consumer spending may help 
dollar in gathering some strength against other 
currencies. 

 

CATALYSTS FOR GROWTH 

REVIVAL OF MARKETS 

Chubb currently has $735 million in unrealized losses 
i.e. 40% of 2008 EPS. Revival of capital markets would 
not only reduce the unrealized investment losses held 
by Chubb but it would also help in building up consumer 
confidence in the US financial system. It is important for 
customers to feel confident about the insurance 
company they are investing in. 

INDUSTRY CONSOLIDATION 

Due to Chubb’s financial stability and credit rating of 
A+, it can raise capital at a comparatively cheaper cost 
and search for acquisition targets. In such an economic 
environment, they may get a great deal. It would help 
them in consolidating their position, increasing their 
market share and achieve economies of scope and cost 
complementarity. 

DEVALUATION OF DOLLAR 

Since 20-25% of the revenues are generated from 
international operations a fall in the value of dollar 
would prove to be a lot beneficial for Chubb. A 5% 
devaluation of dollar would increase net premiums 
earned by approximately 1 - 2%. 

 

INVESTMENT POSITIVES 

 Company has operations across the globe which 
serves as a hedge for the company against 

catastrophes. This means that Chubb is unlikely to 
suffer a huge loss from a single catastrophic event. 

 The survivors of this downturn would get an 
opportunity to flourish in an environment with higher 
rates and fewer competitors. 

 Chubb has been able to maintain high retention 
rates of 87%, despite a competitive market. The ratio 
of new-to-lost business was 1.3-to-1.0 which means 
that company was able to increase its market share 
even in such competitive environment. A downgrade 
on any of the Chubb’s competitor would increase 
Chubb’s probability of increasing market share.  

 Chubb has favorable loss and combined ratios. In 
addition, Chubb’s employees are a lot more 
productive than their competitors. 

 A depreciation of dollar, a more likely scenario, 
would increase the premiums earned by Chubb from 
international markets in dollar terms. 

 Travelers and Chubb corp have highest ROA, ROE 
and NPM among the top 10 companies of the 
property & casualty industry. 

 

INVESTMENT NEGATIVES 

 Net Investment income is expected to shrink as a 
percentage of revenues in 2009 due to Fed rate 
cuts. 

 Exposure is expected to decline because of the 
current economic environment. For example, a 
trucking company which had a fleet of 5 trucks 
would downsize its fleet to 3 due to current 
economic environment. This would lead to a 
reduction in business growth and arguably business 
shrinking. 

 An appreciation of dollar can reduce premiums 
earned by Chubb to tune of 1-4%. 

 Forecasts suggest above normal activity in the 
Atlantic Ocean.

1
 Any such incident would adversely 

impact Chubb’s bottom line due to high retention 
rate of such policies.  

 

VALUATION 

For the DCF model, several assumptions have been 
made. The risk free rate is 3.7%, the return on the 30-
year US T-Bond on March 4, 2009. By using the 2 year 
daily data we get an equity beta of 1.07. With a market 
premium of 5%, the resulting cost of equity comes out 
to be 9.06%. Revenues and expenses for the up-
coming years are forecast based predominantly on 
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keeping constant percentage levels of assets or 
maintaining the increasing trends. The growth of the 
continuing value is assumed to be 2%. The terminal 
Return of Equity is estimated to be 13%. The 
calculation of Free Cash Flows to Equity is based on 
Net Income from Operations+ Change in Sources – 
Change in Uses, rather than Net Income - change in 
Total Assets + change in Total Liabilities. All models 
incorporate data available up to April 08, 2009. 
 
In addition, we have assumed that specialty insurance 
would show positive growth in 2009 due to the reasons 
mentioned in the report. 
 
Due to a rising unemployment rate, we expect a soft 
market for Workers’ compensation product of 
commercial insurance segment which is Chubb’s 
biggest segment. We expect that premiums earned 
would fall by 3% in this segment.  
 
Due to an increase in home sales, we believe that 
homeowner’s insurance product of personal insurance 
segment would perform well. 
 
In addition, as we will see a reduction in exposure by 
companies, we expect a 1.14% fall in total premiums 
earned in FY2009. 
 
In light of an improvement in the capital markets, we 
have forecasted a growth of 4.1% in investment income 
in FY2009. 
 

REFERENCES 

1. http://tropical.atmos.colostate.edu/forecasts/2008/d
ec2008/dec2008.pdf 

2. Chubb’s 10-K Report 

3. Chubb’s annual conference call. 

4. NAIC (www.naic.org) 

5. Chubb’s website (www.chubb.com) 

6. Yahoo Finance (www.finance.yahoo.com) 

7. Business Journal (www.bizjournal.com) 

8. Bureau of Economic Analysis (www.bea.org) 

9. US Treasury (www.ustreas.gov) 

10. Bloomberg Terminal and website. 

 

IMPORTANT DISCLAIMER 

This report was created by a student(s) enrolled in the 
Applied Securities Management (Henry Fund) program 

at the University of Iowa’s Tippie School of 
Management.  The intent of these reports is to provide 
potential employers and other interested parties an 
example of the analytical skills, investment knowledge, 
and communication abilities of Henry Fund students.  
Henry Fund analysts are not registered investment 
advisors, brokers or officially licensed financial 
professionals.  The investment opinion contained in this 
report does not represent an offer or solicitation to buy 
or sell any of the aforementioned securities. Unless 
otherwise noted, facts and figures included in this report 
are from publicly available sources. This report is not a 
complete compilation of data, and its accuracy is not 
guaranteed. From time to time, the University of Iowa, 
its faculty, staff, students, or the Henry Fund may hold a 
financial interest in the companies mentioned in this 
report

http://tropical.atmos.colostate.edu/forecasts/2008/dec2008/dec2008.pdf
http://tropical.atmos.colostate.edu/forecasts/2008/dec2008/dec2008.pdf
http://www.naic.org/
http://www.finance.yahoo.com/
http://www.bizjournal.com/
http://www.bea.org/
http://www.ustreas.gov/
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Exhibit 1: Assumptions and Calculations 

 

Tax Rate 29% 

Terminal Growth 2% 

Cost of Equity 9.06% 

Market Premium 5.00% 

Beta (2 year daily) 1.07 

Risk Free Rate 3.71% 

CV ROE 13% 

 

 

    Discounting Grid     

2009E 2010E 2011E 2012E 2013E 2014E(CV) 

0.917852226 0.8424527 0.7732471 0.7097266 0.65142411 0.59791107 

            
 

Stock Price 41.63 

Dividend 1.39 

Yield 3.34% 
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Exhibit 2: Income Statement 

 

For the year ended December 31, 2006 2007 2008 2009E 2010E 2011E 2012E 2013E 
2014E 
(CV) 

Revenues 

        
  

Property and casualty insurance 

        
  

Premiums earned 

        
  

Personal insurance 
3,409 3,642 3,787 3,825 3,863 3,902 3,941 3,980 4,020 

Commercial insurance 
5,079 5,120 5,015 4,865 4,889 4,916 4,945 4,977 5,012 

Specialty insurance 
2,953 2,971 2,935 2,964 2,994 3,024 3,054 3,085 3,116 

Total insurance 
11,441 11,733 11,737 11,654 11,746 11,841 11,940 12,042 12,148 

Reinsurance assumed 
517 213 91 39 17 7 3 1 1 

Total premiums earned 
11,958 11,946 11,828 11,693 11,763 11,849 11,943 12,044 12,148 

Increase in premium 

 
-0.10% -0.99% -1.14% 0.60% 0.73% 0.80% 0.84% 0.87% 

Investment income 
1,485 1,622 1,652 1,580 1,744 1,822 1,950 2,062 2,180 

Other revenues 
0 11 4 0 0 0 0 0 0 

Total property and casualty insurance 
13,443 13,579 13,484 13,273 13,506 13,671 13,893 14,106 14,328 

Corporate and other 
315 154 108 97 102 108 114 122 130 

Realized investment gains (losses) 
245 374 -371 0 0 0 0 0 0 

Total revenues 
14,003 14,107 13,221 13,370 13,608 13,778 14,008 14,227 14,459 

Losses and Expenses 

        
  

Losses and Loss Expenses 
6,574 6,299 6,898 6,819 6,860 6,910 6,965 7,024 

           
7,085  

Amortization of Deferred Policy Acquisition 
Costs 2,919 3,092 3,123 3,096 3,114 3,137 3,162 3,189 3,217 

Other Insurance Operating Costs and 
Expenses 550 444 441 438 437 439 442 448 456 

Investment Expenses 
34 35 32 32 33 33 33 34 34 

Other Expenses 
207 48 36 38 40 42 44 46 48 

Corporate Expenses 
194 252 284 312 344 378 416 457 503 

Total Losses and Expenses 
10,478 10,170 10,814 10,736 10,828 10,939 11,063 11,198 11,343 

Total Income before Income Tax 
3,525 3,937 2,407 2,634 2,781 2,840 2,945 3,030 3,115 

Income Tax 

        
  

Federal and foreign income tax 
997 1,130 686 751 792 809 839 863 888 

Net Income 
2,528 2,807 1,721 1,884 1,988 2,031 2,106 2,166 2,228 

EPS Basic 
6.13 7.13 5.00 5.65 6.32 6.78 7.64 8.36 9.33 

EPS Diluted 5.98 7.01 4.92 5.54 6.20 6.66 7.50 8.20 9.16 

Weighted avg no. of common shares outstanding 
        

  

Basic 412.5 393.6 361.1 333.6 314.7 299.4 275.5 259.1 238.8 

Dividends 1 1.16 1.32 1.50 1.67 1.80 2.03 2.22 2.47 

ROE before goodwill 
 

20.08% 13.28% 13.90% 13.86% 12.97% 12.70% 12.15% 11.82% 
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Exhibit 3: Balance Sheet 

At December 31, 2007 2008 2009E 2010E 2011E 2012E 2013E 

2014E 

(CV) 

Assets 

        TOTAL INVESTED ASSETS 
40,081 38,738 40,481 42,303 44,206 46,196 48,275 50,447 

Cash 
49 56 56 55 55 55 56 56 

Securities Lending Collateral 
1,247 0 0 0 0 0 0 0 

Accrued Investment Income 
440 435 442 422 466 487 521 551 

Premiums Receivable 
2,227 2,201 2,178 2,191 2,207 2,224 2,243 2,263 

Reinsurance Recoverable on Unpaid Losses and 
Loss Expenses 

2,307 2,212 2,334 2,187 2,212 2,251 2,279 2,317 

Prepaid Reinsurance Premiums 
392 373 374 381 386 392 398 405 

Deferred Policy Acquisition Costs 
1,556 1,532 1,519 1,528 1,539 1,551 1,564 1,578 

Deferred Income Tax 
442 1,144 775 813 854 897 942 989 

Goodwill 
467 467 467 467 467 467 467 467 

Other Assets 
1,366 1,271 1,290 1,313 1,329 1,351 1,373 1,395 

TOTAL ASSETS 
50,574 48,429 49,915 51,660 53,721 55,872 58,118 60,467 

Liabilities  

        Unpaid Losses and Loss Expenses 
22,623 22,367 23,108 24,148 25,235 26,370 27,557 28,797 

Unearned Premiums 
6,599 6,367 6,450 6,377 6,415 6,462 6,513 6,568 

Securities Lending Payable 
1,247 0 0 0 0 0 0 0 

Long Term Debt 
3,460 3,975 3,975 3,975 3,575 3,575 3,300 3,300 

Dividend Payable to Shareholders 
110 118 126 135 144 154 163 173 

Accrued Expenses and Other Liabilities 
2,090 2,170 2,232 2,216 2,235 2,258 2,284 2,311 

TOTAL LIABILITIES 
36,129 34,997 35,892 36,851 37,604 38,819 39,817 41,150 

Shareholdersô Equity 

        Common Stock & Paid-In surplus 
721 625 694 769 850 939 1036 1142 

Retained Earnings 
13,280 14,509 15,884 17,336 18,818 20,355 21,937 23,563 

Accumulated Other Comprehensive Income (Loss) 

444 -735 -593 -536 -73 409 885 1374 

Treasury Stock 
0 (967.00) (1,962.58) (2,759.82) (3,478.18) (4,650.20) (5,557.70) (6,760.96) 

Total Shareholdersô Equity 
14,445 13,432 14,023 14,809 16,117 17,054 18,301 19,318 

Total Liabilities and Shareholdersô Equity 
50,574 48,429 49,915 51,660 53,721 55,872 58,118 60,467 

ROA 
5.55% 3.55% 3.77% 3.85% 3.78% 3.77% 3.73% 3.68% 
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Exhibit 4: Cash flow Statement 

For the year ended December 31, 2006 2007 2008 2009E 2010E 2011E 2012E 2013E 

2014E 

(CV) 

Cash Flows from Operating Activities 

         Net Income 
2,528 2,807 1,804 1,884 1,988 2,031 2,106 2,166 2,228 

Provided from Operating Activities 

          Increase in Unpaid Losses and Loss 
Expenses, Net 753 350 -256 741 1,040 1,087 1,136 1,187 1,240 
 Increase (Decrease) in Unearned 
Premiums, Net 16 -74 -46 83 -74 38 47 52 55 
Reinsurance Recoverable on Paid Losses 

-225 258 148 122 -147 25 39 28 38 
 Amortization of Premiums and Discounts 
on Fixed Maturities 233 233 206 206 206 206 206 206 206 
 Depreciation 

81 69 64 64 64 64 64 64 64 
 Realized Investment Losses (Gains), Net 

-245 -374 371 0 0 0 0 0 0 
 Other, Net 

201 -78 -392 62 -16 19 23 26 28 

  NET CASH FROM OPERATING ACTIVITIES 
3,342 3,191 1,899 3,162 3,062 3,469 3,621 3,728 3,858 

Cash Flows from Investing Activities 

         Proceeds from Fixed Maturities 

          Sales 
3,623 4,616 4,145 5,449 5,694 5,951 6,218 6,498 6,791 

 Maturities, Calls and Redemptions 
1,579 1,790 2,173 2,857 2,985 3,120 3,260 3,407 3,560 

Proceeds from Sales of Equity Securities 

186 360 432 568 593 620 648 677 708 
Purchases of Fixed Maturities 

-6,758 -7,909 -7,125 -9,367 -9,788 -10,229 -10,689 -11,170 -11,673 
Purchases of Equity Securities 

-377 -650 -191 -251 -262 -274 -287 -299 -313 
Investments in Other Invested Assets, Net 

-264 -164 -45 -59 -62 -65 -68 -71 -74 
Decrease (Increase) in Short Term 
Investments -355 455 -654 -860 -898 -939 -981 -1025 -1071 
Increase (Decrease) in Net Payable from 
Security Transactions not Settled 50 -106 -18 -24 -25 -26 -27 -28 -29 
Purchases of Property and Equipment, 
Net -53 -53 -46 -60 -63 -66 -69 -72 -75 
Other, Net 

0 12 3 4 4 4 5 5 5 

  NET CASH USED IN INVESTING 
ACTIVITIES -2,369 -1,649 -1,326 -1,743 -1,822 -1,904 -1,989 -2,079 -2,172 

Cash Flows from Financing Activities 

         Proceeds from Issuance & repayment of 
Long Term Debt 0 1,000 515 0 0 -400 0 -275 0 
Proceeds from Common Stock Issued 
Upon Settlement of Equity Unit Purchase 
Contracts 460 0 0 0 0 0 0 0 0 
Proceeds from Issuance of Common Stock 
Under ESOP 229 130 109 69 75 82 89 97 106 
Repurchase of Shares 

-1,228 -2,185 -1,336 -996 -797 -719 -1,172 -908 -1,204 
Dividends Paid to Shareholders 

-403 -451 -471 -491 -518 -529 -549 -564 -580 
Other, Net 

-29 -25 -28 0 0 0 0 0 0 

  NET CASH USED IN FINANCING 
ACTIVITIES -971 -1,531 -1,211 -1,418 -1,240 -1,566 -1,632 -1,650 -1,678 

Net Increase in Cash 

2 11 -638 1 0 0 0 0 8 
Cash at Beginning of Year 

36 38 49 56 55 55 55 56 56 

  CASH AT END OF YEAR 
38 49 56 55 55 55 56 56 48 
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Exhibit 5: Key Ratios 

 

Parameter 2007 2008 2009E 2010E 2011E 2012E 2013E 

2014E 

(CV) 

Net Premium Growth -0.10% -0.99% -1.14% 0.60% 0.73% 0.80% 0.84% 0.87% 

Investment Income/Investments 4.05% 4.26% 3.90% 4.12% 4.12% 4.22% 4.27% 4.32% 

Accounts Payable/Total Revenues 9.62% 0.89% 0.95% 0.99% 1.05% 1.10% 1.15% 1.20% 

Total Revenue Growth 0.74% -6.28% 1.13% 1.78% 1.25% 1.66% 1.57% 1.63% 

Net Claims/Net Premiums (Loss Ratio) 52.73% 58.32% 58.32% 58.32% 58.32% 58.32% 58.32% 58.32% 

Common Dividends/Net Income 16.266% 27.693% 26.499% 26.499% 26.499% 26.499% 26.499% 26.499% 

Amort of Deferred Acq Costs/Net Prem. 25.88% 26.40% 26.48% 26.48% 26.48% 26.48% 26.48% 26.48% 

Debt/Equity 23.95% 29.59% 28.35% 26.84% 22.18% 20.96% 18.03% 17.08% 

Investments/Insurance Reserves (times) 1.77 1.73 1.75 1.75 1.75 1.75 1.75 1.75 

Accounts Receivable/net premium 0.38 0.37 0.39 0.37 0.37 0.37 0.38 0.38 
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Exhibit 6: Common Size Income Statement 

 

(As a % of assets) 

For the year ended December 31, 2007 2008 2009E 2010E 2011E 2012E 2013E 
2014E 
(CV) 

Revenues 
                

Property and casualty insurance 
                

Premiums earned 
                

Personal insurance 
7.20% 7.82% 7.66% 7.48% 7.26% 7.05% 6.85% 6.65% 

Commercial insurance 
10.12% 10.36% 9.75% 9.46% 9.15% 8.85% 8.56% 8.29% 

Specialty insurance 
5.87% 6.06% 5.94% 5.80% 5.63% 5.47% 5.31% 5.15% 

Total insurance 
23.20% 24.24% 23.35% 22.74% 22.04% 21.37% 20.72% 20.09% 

Reinsurance assumed 
0.42% 0.19% 0.08% 0.03% 0.01% 0.01% 0.00% 0.00% 

Total premiums earned 
23.62% 24.42% 23.43% 22.77% 22.06% 21.38% 20.72% 20.09% 

Increase in premium 
                

Investment income 
3.21% 3.41% 3.17% 3.38% 3.39% 3.49% 3.55% 3.61% 

Other revenues 
0.02% 0.01% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 

Total property and casualty insurance 
26.85% 27.84% 26.59% 26.14% 25.45% 24.87% 24.27% 23.70% 

Corporate and other 
0.30% 0.22% 0.19% 0.20% 0.20% 0.20% 0.21% 0.22% 

Realized investment gains (losses) 
0.74% -0.77% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 

Total revenues 27.89% 27.30% 26.79% 26.34% 25.65% 25.07% 24.48% 23.91% 

Losses and Expenses 
                

Losses and Loss Expenses 
12.46% 14.24% 13.66% 13.28% 12.86% 12.47% 12.09% 11.72% 

Amortization of Deferred Policy Acquisition Costs 
6.11% 6.45% 6.20% 6.03% 5.84% 5.66% 5.49% 5.32% 

Other Insurance Operating Costs and Expenses 
0.88% 0.91% 0.88% 0.85% 0.82% 0.79% 0.77% 0.75% 

Investment Expenses 
0.07% 0.07% 0.06% 0.06% 0.06% 0.06% 0.06% 0.06% 

Other Expenses 
0.09% 0.07% 0.08% 0.08% 0.08% 0.08% 0.08% 0.08% 

Corporate Expenses 
0.50% 0.59% 0.63% 0.67% 0.70% 0.74% 0.79% 0.83% 

Total Losses and Expenses 
20.11% 22.33% 21.51% 20.96% 20.36% 19.80% 19.27% 18.76% 

Total Income before Income Tax 
7.78% 4.97% 5.28% 5.38% 5.29% 5.27% 5.21% 5.15% 

Income Tax 
                

Current Income Tax Expense (credit) - US 
1.88% 0.94% 0.92% 0.88% 0.85% 0.82% 0.79% 0.76% 

Current Income Tax Expense (credit) - foreign 
0.33% 0.42% 0.40% 0.04% 0.04% 0.04% 0.03% 0.03% 

Deferred Income Tax Expense (credit) 
0.02% -0.12% -0.11% 0.85% 0.81% 0.78% 0.75% 0.72% 

Federal and foreign income tax 
2.23% 1.42% 1.50% 1.53% 1.51% 1.50% 1.49% 1.47% 

Net Income 
5.55% 3.55% 3.77% 3.85% 3.78% 3.77% 3.73% 3.68% 
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Exhibit 7: Common Size Balance Sheet 

As a percentage of assets 

At December 31, 2007 2008 2009E 2010E 2011E 2012E 2013E 
2014E 
(CV) 

Invested Assets 

        TOTAL INVESTED ASSETS 
79.25% 79.99% 81.10% 81.89% 82.29% 82.68% 83.06% 83.43% 

Cash 
0.10% 0.12% 0.11% 0.11% 0.10% 0.10% 0.10% 0.09% 

Securities Lending Collateral 
2.47% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 

Accrued Investment Income 
0.87% 0.90% 0.88% 0.82% 0.87% 0.87% 0.90% 0.91% 

Premiums Receivable 
4.40% 4.54% 4.36% 4.24% 4.11% 3.98% 3.86% 3.74% 

Reinsurance Recoverable on Unpaid Losses and Loss 

Expenses 
4.56% 4.57% 4.68% 4.23% 4.12% 4.03% 3.92% 3.83% 

Prepaid Reinsurance Premiums 
0.78% 0.77% 0.75% 0.74% 0.72% 0.70% 0.69% 0.67% 

Deferred Policy Acquisition Costs 
3.08% 3.16% 3.04% 2.96% 2.86% 2.78% 2.69% 2.61% 

Deferred Income Tax 
0.87% 2.36% 1.55% 1.57% 1.59% 1.60% 1.62% 1.64% 

Goodwill 
0.92% 0.96% 0.94% 0.90% 0.87% 0.84% 0.80% 0.77% 

Other Assets 
2.70% 2.62% 2.58% 2.54% 2.47% 2.42% 2.36% 2.31% 

TOTAL ASSETS 
100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 

Liabilities  
0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 

Unpaid Losses and Loss Expenses 
44.73% 46.19% 46.30% 46.74% 46.97% 47.20% 47.42% 47.62% 

Unearned Premiums 
13.05% 13.15% 12.92% 12.34% 11.94% 11.56% 11.21% 10.86% 

Securities Lending Payable 
2.47% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 

Long Term Debt 
6.84% 8.21% 7.96% 7.69% 6.65% 6.40% 5.68% 5.46% 

Dividend Payable to Shareholders 
0.22% 0.24% 0.25% 0.26% 0.27% 0.28% 0.28% 0.29% 

Accrued Expenses and Other Liabilities 
4.13% 4.48% 4.47% 4.29% 4.16% 4.04% 3.93% 3.82% 

TOTAL LIABILITIES 
71.44% 72.26% 71.91% 71.33% 70.00% 69.48% 68.51% 68.05% 

Shareholdersô Equity 
0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 

Common Stock & Paid-In surplus 
1.43% 1.29% 1.39% 1.49% 1.58% 1.68% 1.78% 1.89% 

Retained Earnings 
26.26% 29.96% 31.82% 33.56% 35.03% 36.43% 37.75% 38.97% 

Accumulated Other Comprehensive Income (Loss) 

0.88% -1.52% -1.19% -1.04% -0.14% 0.73% 1.52% 2.27% 

Treasury Stock 
0.00% -2.00% -3.93% -5.34% -6.47% -8.32% -9.56% -11.18% 

Total Shareholdersô Equity 
28.56% 27.74% 28.09% 28.67% 30.00% 30.52% 31.49% 31.95% 

Total Liabilities and Shareholdersô Equity 
100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 
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Exhibit 8: Drivers and DCF 

For the year ended December 31, 2008 2009E 2010E 2011E 2012E 2013E 2014E 

        
Premiums Earned 11828.00 11692.65 11762.59 11848.54 11943.23 12043.59 12148.33 

(-)Benefits & Claims 6898.00 6819.06 6859.86 6909.98 6965.20 7023.73 7084.82 

(+) Increase in Insurance Liabilities and reserves (488.00) 824.63 966.06 1124.81 1182.44 1238.30 1294.79 

(-)Amortization of deferred acquisition costs(ADAC) 3123.00 3095.96 3114.48 3137.24 3162.31 3188.88 3216.61 

Net Insurance Income (loss) 1319.00 2602.26 2754.32 2926.14 2998.16 3069.28 3141.70 

(+)Investing Income 1652.00 1580.00 1743.58 1822.04 1950.23 2062.12 2180.14 

(+) Other Revenues 112.00 97.20 102.06 107.67 114.13 121.55 130.06 

(+) Net Realized Gains (Loss) (371.00) 0.00 0.00 0.00 0.00 0.00 0.00 

(-) SG&A 725.00 750.42 780.89 816.67 858.09 905.53 959.44 

(-) Other Expense 36.00 37.80 39.69 41.67 43.76 45.95 48.24 

(-) Income Taxes 685.82 750.58 792.30 809.12 839.10 863.21 887.69 

Net Income from Operations 1265.18 2740.66 2987.08 3188.38 3321.57 3438.28 3556.53 

        
SOURCES 

       
Increase in Account Payable 8.00 8.40 8.87 9.06 9.39 9.66 9.94 

Increase in debt 515.00 0.00 0.00 (400.00) 0.00 (275.00) 0.00 

Increase in other liabilities 0.00 0.00 0.00 0.00 0.00 0.00 0.00 

Increase in preferred stock 0.00 0.00 0.00 0.00 0.00 0.00 0.00 

Sum of Sources 523.00 8.40 8.87 (390.94) 9.39 (265.34) 9.94 

        
USES 

       
Increase in Investments & Cash (1341.00) 1749.78 1801.00 1947.65 2010.59 2113.43 2202.66 

Increase in receivables (121.00) 98.41 (133.54) 40.63 57.07 46.82 57.45 

Increase in Deferred Acquisition Cost (24.00) (13.27) 9.09 11.16 12.30 13.04 13.61 

Increase in Prepaid premium reserves (19.00) 1.36 6.68 4.76 6.42 6.15 6.48 

Increase in other assets (95.00) 18.96 23.00 16.40 22.13 21.19 22.31 

Sum of USES (1600.00) 1855.25 1706.22 2020.61 2108.51 2200.63 2302.50 

        
FCFE 3388.18 893.82 1289.72 776.83 1222.45 972.31 1263.97 

Cost of Equity 9.06% 
      

CV 
 

2009E 2010E 2011E 2012E 2013E 2014E(CV) 

Discount Factor 
 

0.916926462 0.840754138 0.770909717 0.70686752 0.648145535 0.648145535 

FCFE 
 

893.82  1289.72  776.83  1222.45  972.31  26700.32  

Discounted Cash Flow 
 

819.56  1084.34  598.86  864.11  630.20  17305.70  

 

Sum of Discounted Cash Flows                           21,302.77  

Unrealized Gain/Loss                                (735.00) 

ESOP                                     42.77  

Shares (millions) 366.80 

Target Price                                     55.96  

Target Price as of (04/08/2009)                                     57.32  
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Exhibit 9: EP Model 

For the year ended December 31, 2006 2007 2008 2009E 2010E 2011E 2012E 2013E 2014E(CV) 

          
Economic Profit 

         
NI 2,528 2,807 1,721 1,884 1,988 2,031 2,106 2,166 2,228 

Beginning TSE - Unrealized Gains/Losses 
  

14,001 14,167 14,615 15,345 16,190 16,644 17,415 

Return on Beginnning Equity (ROE) 
   

13.30% 13.60% 13.23% 13.01% 13.02% 12.79% 

Cost of Equity 9.06% 9.06% 9.06% 9.06% 9.06% 9.06% 9.06% 9.06% 9.06% 

Equity EP = Beg TSE * (ROE-Re) 
  

14,001.00 600.16 664.24 640.40 639.02 658.37 9,319.74 

          

Discount Factor 
   

0.916926
5 

0.840754
1 

0.770909
7 

0.706867
5 

0.648145
5 0.6481455 

PV 
  

14,001.00 550.31 558.46 493.69 451.70 426.72 6,040.55 

          
Sum 22,522.42 

        
Unrealized Gain/Loss -735.00 

        
ESOP 42.77 

        
Total 21,744.66 

        
Shares 366.8 

        
Price 59.28 

        
Target Price (03/13/2009) 60.72 
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Exhibit 10: ESOP 

VALUATION OF OPTIONS GRANTED IN ESOP 

 

      

      Ticker Symbol 
 

CB 

  Current Stock Price 
 

     41.63  
  Risk Free Rate 

 
2.91% 

  Current Dividend Yield 3.34% 

  Annualized St. Dev. of Stock Returns 16.40% 

  

                  

  
Average Average B-S  Value  

Range of Number Exercise Remaining Option  of Options  
Outstanding 
Options of Shares Price Life (yrs) Price  Granted  

Range 1 5,592,086 $ 34.44 2.80 $ 7.65  $    42,767,452  

Total 5,592,086 $ 34.44 2.80 $ 10.56  $   42,767,452  

 

 

Effects of ESOP Exercise and Share Repurchases on Common Stock Balance Sheet Account and Number of Shares Outstanding 

          
Number of Options Outstanding (shares):  5,592,086 

     
Average Time to Maturity (years): 2.80 

     
Expected Annual Number of Options Exercised: 1,997,174 

     

          
Current Average Strike Price: 

 
 $               34.44  

     
Cost of Equity: 

  
9.06% 

     
Current Stock Price: 

  
 $               41.63  

     

          

    
2009E 2010E 2011E 2012E 2013E 2014E 

Increase in Shares Outstanding: 1,997,174 1,997,174 1,997,174 1,997,174 1,997,174 1,997,174 

Average Strike Price: 
 

 $               34.44   $               37.56   $               40.96   $               44.67   $               48.72   $               53.14  

Increase in Common Stock Account:      68,782,658       75,014,367       81,810,668       89,222,715       97,306,293     106,122,243  

          
Change in Treasury Stock 

 
995,579,105 797,320,186 718,518,524 1,172,288,458 907,896,228 1,203,793,758 

Expected Price of Repurchased Shares:  $               34.44   $               37.56   $               40.96   $               44.67   $               48.72   $               53.14  

Number of Shares Repurchased:      28,907,640       21,227,758       17,540,576       26,240,667       18,634,215       22,654,865  

          
Shares Outstanding (beginning of the year) 366,800,000 339,889,534 320,658,950 305,115,548 280,872,055 264,235,014 

Plus: Shares Issued Through ESOP 1,997,174 1,997,174 1,997,174 1,997,174 1,997,174 1,997,174 

Less: Shares Repurchased in Treasury        28,907,640         21,227,758         17,540,576         26,240,667         18,634,215         22,654,865  

Shares Outstanding (end of the year) 339,889,534 320,658,950 305,115,548 280,872,055 264,235,014 243,577,322 

 



 

 

 
20 

Exhibit 11: Relative P/E 

 

Ticker Company Price EPS 2009E EPS 2010E P/E 09 P/E 10 

5 yr 
Growth 

Est. PEG 09 PEG 10 P/B 

BRK.A Berkshire Hathaway 86700 5914.5 6534 14.66 13.27 7% 2.09 1.90 1.23 

AZ Allianz 8.36 1.05 1.63 7.96 5.13 4% 1.90 1.22 0.65 

TRV Travelers 40.64 5.4 5.49 7.53 7.40 6.33% 1.19 1.17 0.94 

ACE ACE Ltd 40.4 7.6 7.86 5.32 5.14 10.75% 0.49 0.48 0.93 

ALL Allstate Corp 19.15 4.56 4.52 4.20 4.24 6.50% 0.65 0.65 0.81 

L Loews Corp 22.1 3.92 4.7 5.64 4.70 20% 0.28 0.24 0.73 

PGR Progressive 13.44 1.39 1.36 9.67 9.88 6.85% 1.41 1.44 2.16 

FFH Fairfax Financial Holdings 260.5 24.2 29.87 10.76 8.72 15% 0.72 0.58 0.94 

           
CB Chubb 42.32 5.65 6.32 7.49 6.70 9.50% 0.79 0.71 1.11 

           
Averages   

   
8.22 7.31 

 
1.09 0.96 1.05 

   
Price Target FY09 FY10 Average 

   

   
Relative P/E 46.40 46.19 $46.30 

    

 
 

 
PEG Ratio Analysis 

Target P/E 09 10.36734 

Target Price 58.54 

Target Price (04/08/2009) 59.97 

  
 

  

Target P/E 10 9.114421 

Price 
 

57.59 

Target Price (04/08/2009) 58.99 

  
 

  

Average   $59.48 

 
  

Price/Book Analysis 

Target P/B 1.05 

Target Price 39.98 

Target Price (04/08/2009) $40.95 



 

 

 
21 

Exhibit 12: Dividend Discount Model 
 

                  

  
 

2009E 2010E 2011E 2012E 2013E 2014E  CV 

  
       

  

Dividends 
 

1.50 1.67 1.80 2.02 2.21 2.47   

Discount Factor 
 

0.91693 0.84075 0.77091 0.70687 0.64815 0.59430 0.59430 

Dividends Discounted at Re 1.37 1.41 1.39 1.43 1.43 1.47 21.20 

Target Price   29.70 
     

  

Target Price (04/08/2009) 30.42             
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Exhibit 13: Sensitivity Analysis 
 

Cost of Equity 
 

6.00% 107.42 

6.50% 94.52 

7.00% 84.23 

7.50% 75.82 

8.00% 68.83 

8.50% 62.92 

9.00% 57.88 

9.06% 57.32 

9.50% 53.51 

10.00% 49.70 

10.50% 46.35 

11.00% 43.38 
        
 
 
 
 

 

 
CV Growth 

           0.00% 0.50% 1.00% 1.50% 2.00% 2.50% 3.00% 3.50% 4.00% 4.50% 

 6.50%  79.10   81.99   85.41   89.51   94.52   100.79   108.84   119.58   134.61   157.17  

Cost of 
Equity 

7.00%  72.59   74.83   77.44   80.52   84.23   88.75   94.41   101.68   111.38   124.95  

7.50%  66.97   68.70   70.71   73.05   75.82   79.14   83.20   88.27   94.79   103.48  

8.00%  62.06   63.41   64.96   66.74   68.83   71.29   74.24   77.85   82.36   88.16  

 8.50%  57.75   58.80   59.99   61.35   62.92   64.76   66.92   69.52   72.70   76.67  

 9.00%  53.93   54.74   55.65   56.69   57.88   59.24   60.84   62.72   64.98   67.75  

 9.06%  53.50   54.28   55.17   56.17   57.32   58.64   60.17   61.99   64.16   66.81  

 9.50%  50.52   51.14   51.84   52.62   53.51   54.53   55.70   57.06   58.68   60.61  

 10.00%  47.47   47.94   48.46   49.04   49.70   50.45   51.30   52.28   53.42   54.78  

 10.50%  44.72   45.06   45.45   45.87   46.35   46.89   47.49   48.19   48.99   49.92  

 11.00%  42.22   42.47   42.74   43.04   43.38   43.75   44.17   44.65   45.19   45.82  

 11.50%  39.96   40.12   40.31   40.50   40.73   40.97   41.24   41.55   41.90   42.30  

 

CV Growth 
 

0.00% 53.50 

0.50% 54.28 

1.00% 55.17 

1.50% 56.17 

2.00% 57.32 

2.50% 58.64 

3.00% 60.17 

3.50% 61.99 

4.00% 64.16 

4.50% 66.81 

CV ROE 
 

9.00% 53.41 

10.00% 54.68 

11.00% 55.72 

12.00% 56.59 

13.00% 57.32 

14.00% 57.95 

15.00% 58.49 

16.00% 58.97 

17.00% 59.39 


