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The story is not over
Very satisfactory Q2 performance
Q2 2019 net income came in at EUR42m, up 55% yoy, driven by investment income
and, more importantly, the underwriting performance. Note that the Q2 net income
is ahead of consensus (EUR37m), mainly due to lower taxes and EUR3m badwill on the
PKZ acquisition.
The technical result is pretty much in line with expectations at EUR47m, up 32% yoy,
driven by strong top-line growth (up 8% yoy due to client activity, higher new business
and retention, and easing price pressure) and a very satisfactory 77.5% combined
ratio, way below the 83% across-the-cycle target.
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We have updated our model, mainly to take into consideration the higher-thanexpected top-line growth. On average, our net income estimates for 2019-2021 have
been revised up by 5%. In particular, we anticipate a FY combined ratio of 77.5%,
slightly better than last year (79.6%), but suggesting a c. 79% combined ratio for H2
after 76% in H1.
We strongly believe the current consensus for 2019 (80.3% combined ratio, suggesting
a 84%+ combined ratio for H2, and EUR123m net profit) and beyond is too timid, and
expect some upwards revisions across the board.
We have upgraded our fair value to EUR11. Note that our fair value excludes any
speculation premium, even if there is no doubt speculation is a reality as Natixis is a
seller (“financial participation”).

Internal model and new strategic plan to support the case
As expected, the company has filed its partial internal model to the regulator (ACPR),
paving the way for formal approval by year-end. We currently assume the company
will be able to reduce its capital requirement to 1x net premiums vs. 1.17x in 2018
with the standard formula (remember Euler Hermes’ was 0.75x), and based on a 160%
solvency margin target (high-end of the current 140-160% comfort range, while the
June-2019 level was 162%), the excess capital could reach c. EUR0.35bn, supporting
renewed high dividend and/or share buy-backs.
On that basis, we believe the 100% pay-out ratio the company granted shareholders
for 2018 is sustainable for the next 2-3 years, offering a 9%+ yield.
The management is likely to announce a new strategic plan by year-end or so. It will
definitely benefit from the strong credit of the success of the current “Fit to Win”
plan. Buy maintained.
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Bryan Garnier stock rating system
For the purposes of this Report, the Bryan Garnier stock rating system is defined as follows:

Stock rating
BUY

NEUTRAL

SELL

Positive opinion for a stock where we expect a favourable performance in absolute terms over a period of 6 months from
the publication of a recommendation. This opinion is based not only on the FV (the potential upside based on valuation),
but also takes into account a number of elements that could include a SWOT analysis, momentum, technical aspects or the
sector backdrop. Every subsequent published update on the stock will feature an introduction outlining the key reasons
behind the opinion.
Opinion recommending not to trade in a stock short-term, neither as a BUYER or a SELLER, due to a specific set of factors.
This view is intended to be temporary. It may reflect different situations, but in particular those where a fair value shows
no significant potential or where an upcoming binary event constitutes a high-risk that is difficult to quantify. Every
subsequent published update on the stock will feature an introduction outlining the key reasons behind the opinion.
Negative opinion for a stock where we expect an unfavourable performance in absolute terms over a period of 6 months
from the publication of a recommendation. This opinion is based not only on the FV (the potential downside based on
valuation), but also takes into account a number of elements that could include a SWOT analysis, momentum, technical
aspects or the sector backdrop. Every subsequent published update on the stock will feature an introduction outlining the
key reasons behind the opinion.

Distribution of stock ratings
BUY ratings 49,1%

NEUTRAL ratings 44,4%

SELL ratings 6,5%

Research Disclosure Legend
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Bryan Garnier
shareholding in Issuer

Bryan Garnier & Co Limited or another company in its group (together, the “Bryan Garnier
Group”) has a shareholding that, individually or combined, exceeds 5% of the paid up and
issued share capital of a company that is the subject of this Report (the “Issuer”).
The Issuer has a shareholding that exceeds 5% of the paid up and issued share capital of one
or more members of the Bryan Garnier Group.
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Issuer shareholding in
Bryan Garnier

3

Financial interest

A member of the Bryan Garnier Group holds one or more financial interests in relation to the
Issuer which are significant in relation to this report

No

4

Market maker or
liquidity provider

A member of the Bryan Garnier Group is a market maker or liquidity provider in the securities
of the Issuer or in any related derivatives.

No

5

Lead/co-lead manager

No

6

Investment banking
agreement

7

Research agreement

In the past twelve months, a member of the Bryan Garnier Group has been lead manager or
co-lead manager of one or more publicly disclosed offers of securities of the Issuer or in any
related derivatives.
A member of the Bryan Garnier Group is or has in the past twelve months been party to an
agreement with the Issuer relating to the provision of investment banking services, or has in
that period received payment or been promised payment in respect of such services.
A member of the Bryan Garnier Group is party to an agreement with the Issuer relating to the
production of this Report.

8

The investment analyst or another person involved in the preparation of this Report has
received or purchased shares of the Issuer prior to a public offering of those shares.

No

9

Analyst receipt or
purchase of shares in
Issuer
Remuneration of analyst

The remuneration of the investment analyst or other persons involved in the preparation of
this Report is tied to investment banking transactions performed by the Bryan Garnier Group.

No

10

Corporate finance client

No

11

Analyst has short
position

In the past twelve months a member of the Bryan Garnier Group has been remunerated for
providing corporate finance services to the issuer or may expect to receive or intend to seek
remuneration for corporate finance services from the Issuer in the next six months.
The investment analyst or another person involved in the preparation of this Report has a
short position in the securities or derivatives of the Issuer.

12

Analyst has long
position

The investment analyst or another person involved in the preparation of this Report has a long
position in the securities or derivatives of the Issuer.

No

13

Bryan Garnier executive
is an officer

No

14

Analyst disclosure

15

Other disclosures

A partner, director, officer, employee or agent of the Bryan Garnier Group, or a member of
such person’s household, is a partner, director, officer or an employee of, or adviser to, the
Issuer or one of its parents or subsidiaries. The name of such person or persons is disclosed
above.
The analyst hereby certifies that neither the views expressed in the research, nor the timing
of the publication of the research has been influenced by any knowledge of clients positions
and that the views expressed in the report accurately reflect his/her personal views about
the investment and issuer to which the report relates and that no part of his/her remuneration
was, is or will be, directly or indirectly, related to the specific recommendations or views
expressed in the report.
Other specific disclosures: Report sent to Issuer to verify factual accuracy (with the
recommendation/rating, price target/spread and summary of conclusions removed).

A copy of the Bryan Garnier & Co Limited conflicts policy in relation to the production of research is available at www.bryangarnier.com
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