BUILDING
BENJAMINS

Everest RE Premiums and Margins Climb
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e 2.4% Dividend with 9% expected dividend growth.

e Well-managed reinsurer, consistently growing portfolio without
substantially changing the risk profile.

e Improving loss ratio combined with increasing premium revenues
expanding margins and profits.

e Investment income bolstered by rising interest rates.

e Expanding into European markets.

e Experienced management targeting over 13% shareholder returns.

Investment Thesis

Everest RE (RE) is an insurance underwriter and provider of reinsurance.
Everest has significantly reduced its risk profile since FY2019, with a new
strategy focusing on improving risk-adjusted returns and bottom-line growth
over top line growth.

Despite economic downturn Everest has maintained a high level of operating
cash flow with $715 million in free cash flow. The increase in interest rates
has forced Everest to take losses on fixed-income investments lowering its
EBITDA in 2022; however, these book losses will be recovered as the bonds
are held to maturity.

In FY23 Everest is targeting over 13% shareholder returns, bolstered by
favorable interest rates on investments and increases in gross written
premiums. Additionally, Everest recently announced its intention to expand
its European presence by opening new branch offices in France and
Germany.

Everest RE (RE)
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https://www.reinsurancene.ws/everest-expands-europe-presence-with-offices-in-paris-and-dusseldorf/

Insurance

Everest insurance primarily offers group policies for employers or specialized
insurance products. Gross written premiums have increased 20% year over
year to $1.2 billion. The combined ratio of Everest has seen a 190-basis
point improvement year over year, lowering to 90.6% (any number below
100% means money is earned on the policies). This is a record low for the
insurance division, coupled with record high gross written premium income.

Across the entire insurance portfolio, Everest expects a 3-year CAGR of 18-
22% on premiums for insurance and 10-15% 3-year CAGR for premiums on

group policy.

Reinsurance

Reinsurance is insurance for insurance companies. In order to maintain high
solvency ratios, insurance companies will enter into contracts with
reinsurance companies to take some or all of the risk for a policy or group of
policies. Everest is the 7t largest reinsurance company globally and has
been steadily increasing its gross premium income without increasing its loss
ratio.

Everest expects a 3-year CAGR of 8-12% on reinsurance premiums. Gross
premiums are presently $2.2 billion, bolstered by a high renewal ratio. The
Reinsurance division combined ratio (any number below 100% means
money is earned on the policies) has decreased year over year since COVID
began, now sitting at 91.6%.

Investment

Everest investment division focuses on stable income and total return, with
$28.7 billion in total assets. 85% of assets are in fixed income or cash
equivalents, with a 3.1-year average duration and A average credit quality.

In 2Q22 Everest realized $226 million in net investment income but held
$1.6 billion in unrealized losses in the portfolio. This is primarily due to non-
issuer and non-industry specific credit environment coupled with interest
rate increases. As interest rates increase, the book value of the bonds
decreases. Everest reports it does not intend to offload any losses from the
portfolio and that it expects to recover the cost basis as the securities
maturity. Roughly 20% of the portfolio is comprised of adjustable-rate
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securities and as interest rates go up the return on those securities will
follow suit.

Risk

Natural disasters are becoming more frequent and more powerful on account
of climate change and more homes built near the ocean or in fire zones.
Most insurance companies are regulated with regard to raising premium
prices. However, reinsurance companies are generally not and can reprice
quickly as risks evolve. The slow price change for insurance companies
creates the need to offload more risk even if reinsurance prices are
increasing. This combination is leading to solid premium growth that is still
profitable in the face of higher industry losses.

While only 11% of Everest’s group and insurance division policies are
accident and health, COVID charges did increase the combined ratio to
above 100% in 2Q20, but it has since fallen significantly to 91.7% last
quarter. We have confidence in management’s ability to leverage the
increase in investment returns and premium income to push shareholder
returns to their target of above 13%.

Peer Comparisons

Price-to- Price-to-

Estimated Next 12 Months Dividend Yield Price-to-Book :
Sales Earnings

Everest RE (RE)

Score SE (SCOR)

Hannover Reuck (HNRGnN)

Renaissance Holdings
(RNR)

WR Berkley (WRB)

Lloyds Banking Group
(LLOY)

Arch Capital Group (ACGL)

Willis Towers Watson
(WTW)
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Estimated Fair Value

9 X $40 = $360

PE Ratio of 9 times E2023 EPS

Everest RE (RE)
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Disclaimer and Related Information

This article is a financial publication and is provided for educational purposes
only. It is not an investment recommendation nor investment advice.
It does not take into account your personal circumstance and whether this
investment is appropriate for you, your objectives, or your risk tolerance.
Under no circumstance is Building Benjamins LLC responsible for any actions
that you may take after reading this educational information. Nothing from
Building Benjamins should be considered personal investment advice.
Building Benjamins, the website, emails, interviews, social media pages and
other materials are published by Building Benjamins LLC. Investing, and in
particular, stock investing, is risky and may result in losses and sometimes
loss of your entire investment. Stock investing has company-specific
operational risks like demand, competition, legal and regulatory, as well as
broader financial market risks like liquidity, economic cycle, and government
policy. You may lose money in any stock investment that you make, and you
are solely responsible for those decisions.

Mr. Halliburton and/or his family office will have positions in the securities
discussed in this educational report. Mr. Halliburton is sharing his investment
knowledge and strategy with you as an educational endeavor. He may
transact in the security discussed at a later date prior to or without
notification in this format. This is not investment advice but only a discussion
of select investments that Mr. Halliburton has made or actions that he has
taken in his own portfolios. This is an investment blog about Mr.
Halliburton’s portfolio.

Building Benjamins is an investment newsletter, and the information
contained cannot be reproduced, copied, or redistributed without the written
authorization of Building Benjamins LLC. US copyright laws apply. We rely on
information from sources we believe to be reliable, including the companies
themselves but cannot guarantee the accuracy of the information that we
provide. You rely on this information at your own risk and are responsible for
the verification of the data.

é BUILDING BuildingBenjamins.com
A\~

BEN AMINS 973.699.3890



	Investment Thesis
	Insurance
	Reinsurance
	Investment
	Risk
	Estimated Fair Value
	Disclaimer and Related Information

