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Holland Views: Hiscox— Price: £8.33; MCap: £2.8bn

Building a snowball and keeping your word

We present the ingredients of what looks to us a lot like a mispriced franchise business.

This is a UK business that enjoys:
e A long track record of compounding capital: +15% median ROE since 2002 (BVPS
compounded at +11% plus + 34% of net income paid out as dividend).

Fig.1: A compounder by any measure
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e Atrack record of prudence and innovation in an industry well known for neither. It enjoys
genuine niche/specialist business positioning that is hard to replicate. The industry,
dominated by dinosaurs, is ripe for disruption.

e Longstanding management (its CEO in place since 1998) and an envied culture instilled
over decades. The business is growing and evolving fast.

¢ Management that have deftly allocated excess capital into new market developments.
Notably, those 15% ROEs above are after a cumulative ¢.$500m (now ¢.$90m pa) spent
on branding. This brand investment is central to our interest in this share.

¢ Meaningful global growth runway in potential ‘snowball’ division thanks to “a sector that
is ripe for disruption” according to its Head of UK. We agree. The new market
opportunity has strong analogies with direct-to-consumer pivots that we have studied in
other industries. With strong product, brand and distribution, the prospect for this
business to gain share (and bypass gouging middlemen) is significant.

e At the same time the core insurance market is finally undergoing a long awaited pricing
recovery. After years of over-capacity finally the hardening of rates looks both
widespread and lasting. Mr Market however seems less believing.

e All this opportunity is currently over-shadowed by the Covid-19 pandemic and a share
price that is back to 2015 levels. Recent fears over business interruption claims and an
FCA court cases provide uncertainty yes, but also today’s opportunity.

e We think the business is structurally well positioned to continue with it past level of
returns and compounded growth. A return to 15% ROE’s we think is both reasonable and
likely looking at the insurance sector and its retail business prospects. This would justify
a share price of £16 three years from now with further compounding to follow.
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“It all sounds great — what’s the catch?”
The catch, perhaps, is that this franchise is a UK insurance company: Hiscox Ltd. As we have
said in the past — please don’t let a bit of unconventional thinking prompt you to switch off.

Most of our previous work on insurance businesses built on our study of Berkshire’s pioneering
use of insurance float to compound capital. That specific work does not apply here.

Hiscox’s earnings power is primarily centred on its underwriting abilities and the building of a
brand. This is a former old school insurer that has evolved and is cementing its new growth
prospects.

That said, one area of relevance from our Berkshire work is Geico. Geico is the 800Ib gorilla of
direct insurance selling and we suggest a template investors should use to think about Hiscox’s
prospects as a direct seller of insurance to commercial businesses.

We’ve looked at plenty of great insurance businesses over the years but perhaps it is our work on
direct-to-consumer and brand building that was most helpful in identifying Hiscox as a good
business.

Bears point to long list of headwinds facing Hiscox shareholders. These including prolonged
underwriting losses since 2017, low interest rates that hamper investment returns, ‘social
inflation’ and not least, the ongoing FCA court case. We are cognisant of these risks but we
suggest they ought to be seen in context. Particularly in the light of management’s long track
record of compounding shareholder capital. Also, against the growth prospects of the Hiscox
brand, the favourable insurance pricing cycle and that lower starting equity valuation. As ever,
you can have good news or cheap stocks, you can’t have both. We suggest the news here is not
as bad as most think.

In this note, we focus on:
1. Reflections on Hiscox, a business that looks to us a lot like a pedigree franchise

2. What really interests us: the brand investment and DTC strategy. Is Hiscox building a
snowball?

3. Theinsurance cycle and FCA court case

Hiscox: a pedigree franchise

If it walks like a franchise and quacks like a franchise....

Andrew & Mark firstname@hollandadvisors.co.uk

The Directors and employees of Holland Advisors may have a beneficial interest in some of the companies mentioned in this report
via holdings in a fund that they also act as managers to.

Contact: Holland Advisors London Limited Tel: (0)871 222 5521
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This document does not consist of investment research as it has not been prepared in accordance with UK
legal requirements designed to promote the independence of investment research. Therefore even if it
contains a research recommendation it should be treated as a marketing communication and as such will
be fair, clear and not misleading in line with Financial Conduct Authority rules. Holland Advisors is
authorised and regulated by the Financial Conduct Authority. This presentation is intended for
institutional investors and high net worth experienced investors who understand the risks involved with
the investment being promoted within this document. This communication should not be distributed to
anyone other than the intended recipients and should not be relied upon by retail clients (as defined by
Financial Conduct Authority). This communication is being supplied to you solely for your information
and may not be reproduced, re-distributed or passed to any other person or published in whole or in part
for any purpose. This communication is provided for information purposes only and should not be
regarded as an offer or solicitation to buy or sell any security or other financial instrument. Any opinions
cited in this communication are subject to change without notice. This communication is not a personal
recommendation to you. Holland Advisors takes all reasonable care to ensure that the information is
accurate and complete; however no warranty, representation, or undertaking is given that it is free from
inaccuracies or omissions. This communication is based on and contains current public information, data,
opinions, estimates and projections obtained from sources we believe to be reliable. Past performance is
not necessarily a guide to future performance. The content of this communication may have been
disclosed to the issuer(s) prior to dissemination in order to verify its factual accuracy. Investments in
general involve some degree of risk therefore Prospective Investors should be aware that the value of any
investment may rise and fall and you may get back less than you invested. Value and income may be
adversely affected by exchange rates, interest rates and other factors. The investment discussed in this
communication may not be eligible for sale in some states or countries and may not be suitable for all
investors. If you are unsure about the suitability of this investment given your financial objectives,
resources and risk appetite, please contact your financial advisor before taking any further action. This
document is for informational purposes only and should not be regarded as an offer or solicitation to buy
the securities or other instruments mentioned in it. Holland Advisors and/or its officers, directors and
employees may have or take positions in securities or derivatives mentioned in this document (or in any
related investment) and may from time to time dispose of any such securities (or instrument). Holland
Advisors manage conflicts of interest in regard to this communication internally via their compliance
procedures.



