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Highlights 

 We are downgrading the TRV shares to HOLD as we feel low yields and pricing pressures from 
competition will lower margins and compound catastrophe losses. 

 On April 21, Travelers reported 1Q16 operating income of $2.33 per share, down 8% from 1Q15 
and well below the consensus forecast of $2.55.  

 The decline from was driven by higher than expected catastrophe losses due to hailstorms in 
Texas. 

 Meanwhile, the shares are up almost 8% from January lows and are only 4% below our previous 
price target of $115. 

 
Thesis 

 Management says low bond yields will narrow margins and we think pricing pressures will do so 
as well, keeping a lid on 2016 potential. 

 Although Travelers’ long-term profitability and ROE make it an industry leader, we are 
concerned that the underwriting cycle has now run for several years and that profitability has 
peaked.  

 Dividend raises and buybacks are not enough to drive growth.  

 Shares are trading at 11.6-times our 2016 EPS estimate, and at a relatively high 1.3-times 
reported book value, versus a five-year range of 0.8-1.5.  

 Even though the shares are trading below the peer average for most valuation metrics, we don’t 
see any catalyst that would raise multiples in 2016. 

 
 
 
 
 
 



What’s Going On? 

 Those hailstorm losses are in-line with catastrophe losses at Allstate and Progressive – so it’s not 
a big deal in the grand scheme. 

 Dividend raises and buybacks are not enough to drive sustainable growth. 

 In fact, capital returned in Q1 ($790 million) was more than operating earnings ($698 million): 
o TRV raised the dividend 10% to $0.67, for an annual yield of 2.4%. 
o The buyback program is aggressive – there is $2.8 billion left on last $5 billion 

authorization. 

 Competitive pricing is forcing TRV to slow price raises or even lower them – hurting margins. 
o Management forecasts 2016 margins as either in-line or below those in 2015. 

 Record low bond yields are bad for returns on $67 billion bond portfolio. Company sees net 
investment income lower by $25-$30 million each quarter in 2016.  

o Even though insurance is TRV’s primary business, the portfolio’s investment returns 
contribute significantly to ROE. Hedge fund and private equity returns have plagued 
returns amid choppy capital markets. 

 While ROE is higher than the industry, it has fallen to 12.5% from 14.5% last year. 

 On the positive side, TRV is gaining new business and has a high 85% overall business retention 
rate. Its balance sheet is solid as well. 

 
What Has to Change? 

 Maybe an M&A deal can boost growth. 

 In a low interest-rate environment, the company should reevaluate its alternative investment 
strategy to boost returns. 

 It can also focus on its core business – which it does better than peers. 
 
Conclusion 

 In our opinion, 2016 is not the year for Travelers. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 
DISCLAIMER 
This Note reflects the current thinking of an Argus analyst anticipating or responding to corporate 
earnings reports or other news relevant to covered companies. This Note may be an initial, real-time 
response to developments that are expected to impact stocks under coverage; as such, it does not 
imply that the information in it is correct as of any time after its preparation or that there has been no 
change in the business, financial condition, prospects, creditworthiness or status of a covered 
company. The views or opinions expressed in this Note are subject to change pending further analysis. 
This Note is produced and copyrighted by Argus, and any unauthorized use, duplication, redistribution 
or disclosure is prohibited by law and can result in prosecution. The opinions and information 
contained herein have been obtained or derived from sources believed to be reliable, but Argus 
makes no representation as to their timeliness, accuracy or completeness or for their fitness for any 
particular purpose. This Note is not an offer to sell or a solicitation of an offer to buy any security. The 
information presented in this Note is for general information only and does not specifically address 
individual investment objectives, financial situations or the particular needs of any specific person 
who may receive this Note. Investing in any security or investment strategies discussed may not be 
suitable for you and it is recommended that you consult an independent investment advisor. Nothing 
in this Note constitutes individual investment, legal or tax advice. Argus may issue or may have issued 
other reports that are inconsistent with or may reach different conclusions and opinions than those 
represented in this Note, and all opinions are reflective of judgments made on the original date of 
publication. Those reports may reflect the different assumptions, views and analytical methods of the 
analysts who prepared them and Argus is under no obligation to ensure that other reports are 
brought to the attention of any recipient of this Note or to update or keep current the information 
contained in other reports so that such information is consistent with, or not contrary to, the 
information contained in this Note. Argus Research is an independent investment research provider 
and is not a member of the FINRA or the SIPC. Argus Research is not a registered broker dealer and 
does not have investment banking operations. None of our research is attributable to Argus Investors’ 
Counsel, a registered investment adviser and the asset management arm of Argus Research. Argus 
shall accept no liability for any loss arising from the use of this report, nor shall Argus treat all 
recipients of this report as customers simply by virtue of their receipt of this material. Investments 
involve risk and an investor may incur either profits or losses. Past performance should not be taken 
as an indication or guarantee of future performance. Argus has provided independent research since 
1934. Argus officers, employees, agents and/or affiliates may have positions in stocks discussed in this 
report. No Argus officers, employees, agents and/or affiliates may serve as officers or directors of 
covered companies, or may own more than one percent of a covered company’s stock. 
 

 


