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Saudi Re Initiating coverage
Argaam Capital initiates coverage on Saudi Reinsurance Co
(Saudi Re) with a Buy rating and a target price of SAR10.3 per
share. Saudi Re is the sole reinsurer in Saudi Arabia with strong
underwriting track record, improving profitability, and strong
credit rating at A3 (Moody’s). Key investment themes include:
e Strong brand and market position in Saudi Arabia as the
sole Saudi professional reinsurer as well as a growing
presence in its target markets of the Middle East, Asia,
Africa and Lloyd’s
e Preferential position in Saudi market due to a right of first
refusal on a portion of premiums ceded by primary carriers
in the Saudi market
e Strong asset quality exemplified by its conservative
investment portfolio

e Good capital adequacy and relatively modest exposure to
natural catastrophe risk

e Strong financial flexibility with non-existent leverage and
good access to capital markets in Saudi Arabia given its
listing on the Saudi stock exchange, and broad investor
base.

Key forecasts: RoE should increase from 0.5% in FY 18A to 6.5%
in FY 23e on domestic (CAGR of 11.3% FY 18-22e in health,
motor and P&C) and international growth (CAGR of 5.7% FY 18-
22e), improved investment yields and underwriting margins
(3.9% in FY 20e). Growth should also come from regional
markets (share to increase from 14% to 20% of GWP from FY
18A to FY 22e), especially after i) the credit rating downgrade of
Trust Re, ii) the ceasing of operations of ARIG by the CB, and iii)
the foreclosure of ACR’s Dubai branch - amongst its largest three
regional competitors.

Valuation and risks: Stock trades at 44% discount to domestic
peers on P/E 20e and 82% on P/tNAV 19e, which Argaam Capital
finds unwarranted for the anticipated upward trajectory in RoE.
Argaam Capital expects RoE to increase by 5.5ppts to 6.5% in
the medium term helped by higher GWP/NAV (increasing from
86.7% in FY 18A to 105.4% by FY 26e), reduction in combined
ratio (expense ratio -6.8ppts, with flat NLR) and higher
investment yields (2.1% in FY 18A to 4.2% in FY 19-22e).
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