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Company Update
Following recent discussions with the Management team of
Custodian and Allied Insurance Plc, we provide an update on the
company, which highlights some changes to our near term
outlook on its business segments and performance.






FY’10 Gross Premium Income (GPI) in excess of N7 billion:
We expect Custodian’s GPI to reach N8.08 billion by FY’10, placing
it in the league of Leadway Assurance, IGI and AIICO – the only
Insurance companies that have attained premiums in excess of this
amount. This growth is to be driven largely by Custodian’s Motor
and Oil & Energy Insurance portfolios. We note that Motor has
historically been the largest contributor to Gross Premiums (2009:
24%, 2008: 29%); however, Custodian’s improving competence in
Oil & Energy underwriting is increasingly contributing to its top line
numbers – 38% in 2009, up from 16% in 2008. We expect growth
in the Company’s Energy portfolio in 2010 to be supported by the
Nigerian National Petroleum Corporation – Consolidated Insurance
Policy (NNPC CIP) account, for which Custodian is the 2010/2011
lead underwriter. Nevertheless, it is important to note
Management’s commitment to growing premiums across all policy
classes especially in the retail space. Though we have increased our
year end expectations, we note that the NNPC CIP account is open
to renewal and bids from qualified Insurance underwriters every
year.
Re-accessing Life Insurance: From inception in 1995, Custodian
was a General Insurer, until 2001 when it diversified into Life
Insurance business. However, in a bid to comply with regulatory
requirements, the Company in 2007 sold its Life business to
Leadway Assurance. In recent years, Life Insurance business in
Nigeria has recorded significant mileage aided by better compliance
with mandatory Insurance policies. In this regard, we refer to the
Statutory Group Life Policy, which mandates employers with a
minimum of five employees to purchase Life Assurance policies on
their behalf. This policy has supported the strong YoY growth of
Gross Premiums in the Life Insurance segment. It is estimated that
Group Life Insurance cover for Federal Government employees is in
excess of N4 billion/annum, and this figure is set to increase as Civil
Service participation improves. In addition, considering that Life
Assurance has grown at a 5–year CAGR of 26%, Custodian is
evaluating plans to re-access this fast growing Insurance class and
may consider an M&A in the medium-long term to achieve this
objective.
Impact of stringent regulations: Regulations have become more
severe in recent times, with efforts by the regulator, NAICOM, to
stamp out unethical practices and improve the Industry’s credibility.
One of the key issues in the Sector relates to the menace of
premiums owed to Insurance companies by Brokers, who remain the
major conduit of Insurance policy/product sales, especially to
corporates. In light of this, we note that the 2010 operational
guidelines released by NAICOM, now mandates the treatment of
outstanding premiums as follows:
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On the back of this, we expect industry-wide provisioning levels to rise
relatively. The Management of Custodian alluded to this, but also
expressed optimism on recoveries in Q4’10, which it anticipates will
nil-off some of the margin pressures from the revised rules by FY’10.
However, we understand that in an effort to effectively manage debtor
levels, some Insurance companies may be returning premiums to
some clients who they see as most risky on their expected default
rankings. Thus, we may see some growth strains at top line level by
FY’10.
 Leasing subsidiary still work-in-progress: Custodian’s leasing
business which commenced operations in 2007, currently contributes
less than 1% to its Total Income (2009: 0.60%, 2008: 0.33%).
Challenging economic conditions in 2009 and 2010, and the fact that
leasing businesses typically have relatively long gestation periods have
meant a slow start for the business, which we believe has robust
potential in the medium term. Custodian still sees the business as
relevant to its strategic longer term objectives, and is working on
steadily growing the business.
 Asset allocation: Compared to most Insurers who have taken a hit
on their Investment Income line due to capital market exposures,
Custodian has shown dexterity in effectively managing its portfolio,
albeit conservatively, as Investment Income inched up slightly by 3%
YoY in 2009. To a large extent, Investments have been skewed
towards fixed income and money markets securities, whilst focusing on
short term maturities. For diversification purposes, we note that the
Company is looking at real estate investments, amongst other
alternative investment options.
 Share buy-back: Custodian recently concluded a share buy-back
exercise of 37,924,787 units through the open market on the floor of
the Nigerian Stock Exchange (NSE). Following this, the company’s
shares outstanding reduced by 0.73% to 5,100,846,808 units. Whilst
we had expected the company to fully exercise the buy-back option of
5% of its issued and paid-up share capital as earlier hinted, the
company’s management disclosed that it was constrained by a limited
time period, post obtaining regulatory approval, to buy up the shares.



We value Custodian between N4.35 – N4.49 and place an
OVERWEIGHT rating at current market price. The Company recently
declared an interim dividend of N0.06 per ordinary share held as at
October 14, 2010, which represents 35.39% of our FY’10 DPS estimate
of N0.17.
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INVESTMENT RECOMMENDATIONS
Vetiva uses a 5-tier recommendation system for stocks under coverage: Buy,
Accumulate, Neutral, Reduce and Sell.
Buy/Overweight ≥ +25% expected absolute price performance
Accumulate +10% to +25% expected absolute price performance
Neutral/Hold +/-10% range expected absolute price performance
Reduce -10% to -20% expected absolute price performance
Sell/Underweight ≤ -20% expected absolute price performance
Definition of Ratings
Buy/Overweight recommendation refers to stocks that are highly
undervalued but with strong fundamentals and where potential return in excess
of or equal to 20% is expected to be realized between the current price and
analysts’ target price.
Accumulate recommendation refers to stocks that are undervalued but with
good fundamentals and where potential return of between 10% and 20% is
expected to be realized between the current price and analysts’ target price.
Neutral/Hold recommendation refers to stocks that are correctly valued with
little upside or downside where potential return of between +/- 10% is
expected to be realized between current price and analysts’ target price.
Reduce recommendation refers to stocks that are overvalued but with good or
weakening fundamentals and where potential return of between -10% and 20% is expected to be realized between current price and analysts’ target
price.
Sell/Underweight recommendation refers to stocks that are highly
overvalued but with weak fundamentals and where potential return in excess of
or equal to -20% is expected to be realized between current price and
analysts’ target price.
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Disclosures Section
Analyst Certification
The research analysts who prepared this report certify as follows:
1.
That all of the views expressed in this report articulate the research
analyst(s) independent views/opinions regarding the companies,
securities, industries or markets discussed in this report.

2.

That the research analyst(s) compensation or remuneration is in no way
connected (either directly or indirectly) to the specific recommendations,
estimates or opinions expressed in this report.

Other Disclosures
Vetiva Capital Management Limited or any of its affiliates (collectively “Vetiva”)
may have financial or beneficial interest in securities or related investments
discussed in this report, potentially giving rise to a conflict of interest which
could affect the objectivity of this report. Material interests which Vetiva may
have in companies or securities discussed in this report are herein disclosed:

Vetiva may own shares of the company/subject covered in this research
report.

Vetiva does or may seek to do business with the company/subject of this
research report

Vetiva may be or may seek to be a market maker for the company which
is the subject of this research report

Vetiva or any of its officers may be or may seek to be a director in the
company which is the subject of this research report

Vetiva may be likely recipient of financial or other material benefits from
the company/subject of this research report.

Disclaimer
This research report is based on public information which the research
analyst(s) consider credible and reliable. Facts and views presented in this
material have not been reviewed by, and may not reflect information known to,
professionals in other business areas of Vetiva, including the investment
banking team, as Vetiva has established information barriers between its
Research team and certain business groups. Whilst reasonable care has been
taken in preparing this document, no responsibility or liability is accepted either
by Vetiva, its officers or any of its employees for any error of fact or opinion
expressed herein. No reliance should be placed on the accuracy, fairness or
completeness of the information contained in this report as it has not been
verified by the research analyst(s) involved or the companies whose securities
have been referred to except as otherwise disclosed. Neither Vetiva nor any of
its officers or employees including the research analyst (s) warrant or represent
the accuracy or completeness of information set out in this report. Any ratings,
forecasts, estimates and opinions set forth in this report constitute the
analyst(s) position as at the date of this report and may not necessarily be so
after the report date as they are subject to change without notice. It is also
instructive to note that a company’s past performance is not necessarily
indicative of its future performance as estimates are based on assumptions that
may or may not be realized.
The value, price or income from investments mentioned in this report may fall
as well as rise due to economic conditions, industry cycles, market indices,
operational or financial conditions of companies or other factors. Thus, Vetiva
and its officers and employees shall not accept liability for any loss arising from
the use of this report or its contents in making investment decisions or
recommendations.
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This report provides general information only. It is not intended to provide
personal investment advice and does not take into account the specific
investment objectives, financial situation and the particular needs of any
specific person. Investments discussed in this report may not be suitable for all
investors and the reader(s) should independently determine their suitability and
evaluate the investment risks associated with such investments. All investors
are solely responsible for their investment decisions. Any decision to purchase
or subscribe for securities in any offering must be based solely on existing
public information on such security or the information in the prospectus or
other offering document issued in connection with such offering, and not on this
report. Vetiva, through business units other than Vetiva Research, may have
issued and may in the future issue trading ideas or recommendations that are
inconsistent with, and reach different conclusions from, the information
presented in this report. Such ideas or recommendations reflect the different
time frames, assumptions, views and analytical methods of the persons who
prepared them, and Vetiva is under no obligation to ensure that such other
trading ideas or recommendations are brought to the attention of any recipient
of this report.
To the extent this report discusses any legal proceeding or issue, it has not
been prepared as nor is it intended to express any legal conclusion, opinion or
advice. Information relating to the tax status of companies whose securities are
discussed in this report is not intended to provide tax advice or to be used by
anyone to provide tax advice. By accepting this research report, you agree to
be bound by the foregoing limitations.
Vetiva Capital Management Limited is registered with the Securities & Exchange
Commission to conduct Financial Advisory, Fund/Portfolio Management, and
Trusteeship business in Nigeria. This document is for information purposes only
and for private circulation. No portion of this document may be reprinted, sold
or redistributed without the written consent of Vetiva Capital Management
Limited. Vetiva research report is disseminated and available primarily
electronically, and, in some cases, in printed form.

Additional information on recommended securities/instruments
is available on request.
© 2010 Vetiva Capital Management Limited. All rights reserved
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