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Market data

EPIC/TKR HUW
Price (p) 170.0
12m High (p) 214.0
12m Low (p) 81.7
Shares (m) 67.8
Mkt Cap (Em) 115.2
Adj NAV (£m) 102.3
Free Float* 65%
Country of listing UK
Market AIM

*As defined by AIM Rule 26

Description

Helios Underwriting is a corporate
Lloyds vehicle that is building a
portfolio of exposure to high-quality
syndicates.
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HELIOS UNDERWRITING

Timing its growth with the insurance cycle

Over the last few months, Helios has transformed itself. Having raised £64m, and
acquired over £10m of additional capacity, it has greatly increased its ability to add
to its exposure to its desired Lloyds syndicates. It can do this through continuing
to acquire new vehicles, increasing its retention by reducing its quota share
arrangement, or obtaining tenancy agreements with existing syndicates. The
timing for doing this looks ideal: after several years of losses, premium rates have
been increasing strongly since 2018. Notwithstanding the recent COVID-19-
related claims, the prospects for improved underwriting results are very good.

» Strategy: Helios has aims to build a portfolio of exposure to high-quality
syndicates at Lloyds of London. Its primary method for executing this has been to
buy out Names through the limited liability vehicles (LLVs) through which they
now conduct their business, generally acquiring these at a discount.

» 2020 interims: The interim results reflected a mixed pattern. While the 2018
and 2019 underwriting years showed a positive development, reserving for
COVID-19 losses in 2020 reduced underwriting income to £154,000. Helios
made a small loss of £96,000.

» Valuation: Post the November fundraise, the adjusted NAV per share was 151p.
Helios currently trades at a 13% premium to this book value. Helios management
views NAV per share as a key metric, and aims to grow it over time. It will take a
little while to see the financial benefits of the increased balance sheet.

» Risks: While increased premium rates bode well for underwriting profitability,
and Helios has reinsurance protection, it is still subject to the usual variations in
claims. The final effect of COVID-19 remains uncertain in some areas, and there
are the usual ongoing risks of large adverse events.

» Investment summary: Although it will take a couple of years for the full effect
of the larger balance sheet to come through, Helios appears to have increased
this at the right time in the insurance cycle. With the benefits of premium rate
increases to come and increased share liquidity, we believe it has some
attractions for investors.

Financial summary and valuation

Year-end Dec (£000) 2016 2017 2018 2019
Net earned premium 22,908 29,426 30,952 42,688
Claims -12,805 -18,032 -18,972 -27,624
Expenses -11,788 -13,107 -12,933 -17,528
Pre-tax profit 779 -1,305 327 4,287
Total assets 109,431 117,920 173,242 179,938
Net assets 22,519 21,010 21,045 28,148
EPS (p) 6.2 -4.8 3.1 25.6
DPS (p) 5.5 1.5 3.0 0.0
NAV/share (p) 154 139 139 153
P/E (x) 24.5 =82, 48.6 5.9
Dividend yield 3.6% 1.0% 2.0% 0.0%
P/NAV 1.0 1.1 1.1 1.0

Source: Hardman & Co Research

Disclaimer: This research has been paid for by the company. Please read the important disclaimers at the end of this document.
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Aiming to add exposure to desired Lloyds

syndicates

Raised £64m across two fundraisings plus

acquired four LLVs

Helios seeks exposure to high-quality

syndicates...

Strategy

Helios aims to build a portfolio of exposure to high-quality syndicates at Lloyds of
London. Its primary method for executing this has been to buy out Names through
the LLVs through which they now conduct their business.

As Names age, and with some recent underwriting losses, their desire to exit makes
this an attractive option for Helios, which can acquire these vehicles at a discount to
their underlying value. From a Name's perspective, there are few buyers in the market,
with Helios being the largest, and the main alternative is to close down the LLV, which
is not tax-efficient. Any gain on purchase also contributes reverse goodwill to earnings.

The acquisition of each LLV gives Helios rights to the following:

» Ashare of future underwriting profits/losses in the underlying syndicates, plus
the investment returns, pro-rata with its capacity ownership. This includes
returns from any open years (Lloyds closes underwriting years after 36 months).

» The net assets in the LLV.

» Pre-emption rights, whereby it automatically gets a pro-rata share of any
increase in capacity at no cost. This represents a substantial saving over buying
at auction.

Recent fundraising and acquisitions

The latest accounts (Jun'20 interims) list 38 corporate vehicles that Helios owns, with
at least half a dozen more having been acquired since then. Over the past couple of
years, Helios has grown its balance sheet quickly. In particular, the last six months have
seen two significant fundraisings, a summary of which is given in a table on page 4.

The Nov'20 issue was combined with the acquisition of four LLVs; the executive
directors held an interest in three of these. As well as £6.96m of shares, the
consideration included £2.37m of cash, of which £1.17m was retained by Helios to
repay an intercompany loan. This leaves the executive directors with no underwriting
exposure outside the company, reducing potential conflicts of interest. Terms were
set by the non-executive directors and were subject to shareholder approval. The
120p issue price was dilutive to net assets, but the benefits were judged to offset this.

These were bought at an average discount of 21% to the Humphrey's Valuation (which
includes the net assets, the auction value of capacity and adjustments for open
underwriting years). We understand that this is a larger discount than may be expected
for future acquisitions.

The Mar'21 raise was much larger, at £55m. In aggregate, the amount raised, less
consideration (pre-expenses), across the two fundraisings was £64m. Given that the
net assets at the Jun'20 interims were £28m, these have been transformative in terms
of scale. This also brought in some credible institutional insurance industry investors.

Getting the right syndicates

While there are usually a number of LLVs available at any one time, Helios aims to
have exposure to high-quality ones. While Lloyds has effectively closed many of the
worst-performing syndicates, Helios rightly looks for capacity in the better ones. For
the 2021 underwriting year, it started with exposure to 20 different syndicates; the
syndicates managed by the top eight agents represented 83% of capacity.

The ideal LLV acquisition will most likely have exposure to these syndicates.
However, Helios expects to do some management after purchase, selling unwanted
capacity in auctions and focusing on its desired syndicates.
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...but needs to manage exposure carefully

Insurance cycle been challenging in last
few years, but Helios has outperformed

market

COVID-19 claims have adversely affected

development...

...but underwriting losses have had

positive effect on premium rates

Current activities

£m 2018 2019 2020 2021
Retained at 17/11/20 27.6 23.3 21.1

Reinsured at 17/11/20 38.2 39.0 491

Retained - acquired post

17/11/20 85 8.0 7.7

Retained at 31/3/21 36.1 31.3 30.8 58.6
Reinsured at 31/3/21 38.2 39.0 491 51.6
Total capacity 31/3/21 74.3 70.3 80.0 110.3

Source: Hardman & Co Research

Reinsurance policies

With its small capital base, Helios needed to be careful to manage its exposure
appropriately. A key part of this has been the use of reinsurance, the largest part of
which has been a quota share arrangement. Up to the 2020 underwriting year, 70%
of capacity was reinsured at the start of the year. The larger balance sheet allowed
this to be reduced in 2021 to just under 47%. The expectation is that retentions will
increase further in 2022, although the amount will be contingent on the amount of
acquisitions this year.

In addition to the quota share, Helios has a stop loss policy, which kicks in when
overall losses exceed 5% of capacity. This also covers any potential solvency gap. A
bank facility of £4m is in place, if required.

Acquisitions effectively increase retentions. The capacity from open years at the
time of purchase is usually not reinsured. However, the purchase price is adjusted
for the forecast performance - so net exposure is effectively reduced.

Financial results

The insurance cycle has been challenging for the last few years. 2017 saw a
combined ratio for Lloyds as whole of 114%. While 2018 and 2019 were better,
losses are still expected for these years. Helios has outperformed the market in each
of the last six years. For 2018, the final result was a loss of 0.3%, against a market
average loss of 5.9%. For 2019, the latest mid-point estimates are a Helios loss of
2.15%, versus a 5.19% loss for the market - a 3% outperformance.

Generally, Helios expects years to improve as they develop. Managing agents are
incentivised to show that they are adding value by reducing claims, so tend to be
conservative with initial estimates. This was not the case for 2019, as COVID-19
claims adversely affected development. Helios estimates an additional 5% on its
combined ratio for 2020 as a consequence of COVID-19 on event cancellation lines.
There may be further employment and health claims to come.

These underwriting losses have had a positive effect on premium rates. Since the
start of 2018, premium rates have increased by 28%, with 10.5% in 2020 alone, and
Lloyds seeing “positive rate momentum continuing in the first quarter of 2021”.
While the pandemic has cost money, these higher rates bode well for profitability in
the next few years.

Until 2018, Helios paid a base dividend of 1.5p per share, increased by special
dividends, as appropriate. Recently, it announced that the dividend would be
reinstated with a base of 3p. Surplus over salaries, reinsurance and the base dividend
will be paid as a special dividend, or reinvested if opportunities are available.
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Financial summary and valuation

Year-end Dec (£000) 2016 2017 2018 2019
Net earned premium 22,908 29426 30,952 42,688
Other revenue 3,019 1,242 1,561 4,891
Claims -12,805 -18,032 -18,972 -27,624
Expenses -11,788 -13,107 -12,933 -17,528
Pre-tax profit 779 -1,305 327 4,287
Reported taxation -66 611 129 -233
Underlying net income 713 -694 456 4,054
Underlying Basic EPS (p) 6.22 -4.75 3.14 25.64
DPS (p) 5.50 1.50 3.00 0.00
P/E (x) 24.5 -32.1 48.6 5.9
Dividend vyield 3.6% 1.0% 2.0% 0.0%
Balance sheet

Intangible assets 10,732 12,175 16,051 21,178
Financial assets 45,580 48,074 58,075 67,151
Reinsurance assets 12,222 17,190 26,755 30,783
Cash 6,212 2,844 12,202 6,037
Total assets 109,431 117,920 173,242 179,938
Claim reserves 50,087 59,833 88,032 95,616
Unearned premium 16,821 15,916 24,772 26,522
Borrowings 0 1,094 9,196 2,000
Net assets 22,519 21,010 21,045 28,148
Number of shares (m) 14.6 15.1 15.1 18.4
Book NAV/s (p) 154 139 139 153
Helios adjusted NAV/s (p) 196 160 190 206
P/book NAV 1.0 1.1 1.1 1.0
P/adjusted NAV 0.8 1.0 0.8 0.7

Source: Hardman & Co Research

Fundraisings since last interims (Jun'20)

Gross amount (Em) No. shares (m) Price (p) Comment
Nov'20 - placing, subscription and offer 11.7 9.75 120
Nov'20 - acquisition of 4 LLVs 9.32 579 120 Cost includes £2.37m cash
Mar'21 - placing and offer 54.8 34.24 160

Source: Hardman & Co Research
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Disclaimer

Hardman & Co provides professional independent research services and all information used in the publication of this report has been compiled from publicly
available sources that are believed to be reliable. However, no guarantee, warranty or representation, express or implied, can be given by Hardman & Co as to the
accuracy, adequacy or completeness of the information contained in this research and they are not responsible for any errors or omissions or results obtained from
use of such information. Neither Hardman & Co, nor any dffiliates, officers, directors or employees accept any liability or responsibility in respect of the information
which is subject to change without notice and may only be correct at the stated date of their issue, except in the case of gross negligence, fraud or wilful misconduct.
In no event will Hardman & Co, its dffiliates or any such parties be liable to you for any direct, special, indirect, consequential, incidental damages or any other
damages of any kind even if Hardman & Co has been advised of the possibility thereof.

This research has been prepared purely for information purposes, and nothing in this report should be construed as an offer, or the solicitation of an offer, to buy
or sell any security, product, service or investment. The research reflects the objective views of the analyst(s) named on the front page and does not constitute
investment advice. However, the companies or legal entities covered in this research may pay us a fixed fee in order for this research to be made available. A full
list of companies or legal entities that have paid us for coverage within the past 12 months can be viewed at http://www.hardmanandco.com/legals/research-
disclosures. Hardman may provide other investment banking services to the companies or legal entities mentioned in this report.

Hardman & Co has a personal dealing policy which restricts staff and consultants’ dealing in shares, bonds or other related instruments of companies or legal entities
which pay Hardman & Co for any services, including research. No Hardman & Co staff, consultants or officers are employed or engaged by the companies or legal
entities covered by this document in any capacity other than through Hardman & Co.

Hardman & Co does not buy or sell shares, either for their own account or for other parties and neither do they undertake investment business. \We may provide
investment banking services to corporate clients. Hardman & Co does not make recommendations. Accordingly, they do not publish records of their past
recommendations. Where a Fair Value price is given in a research note, such as a DCF or peer comparison, this is the theoretical result of a study of a range of
possible outcomes, and not a forecast of a likely share price. Hardman & Co may publish further notes on these securities, companies and legal entities but has no
scheduled commitment and may cease to follow these securities, companies and legal entities without notice.

The information provided in this document is not intended for distribution to, or use by, any person or entity in any jurisdiction or country where such distribution or
use would be contrary to law or regulation or which would subject Hardman & Co or its dffiliates to any registration requirement within such jurisdiction or country.

Some or all alternative investments may not be suitable for certain investors. Investments in small and mid-cap corporations and foreign entities are speculative
and involve a high degree of risk. An investor could lose all or a substantial amount of his or her investment. Investments may be leveraged and performance may
be volatile; they may have high fees and expenses that reduce returns. Securities or legal entities mentioned in this document may not be suitable or appropriate
for all investors. Where this document refers to a particular tax treatment, the tax treatment will depend on each investor’s particular circumstances and may be
subject to future change. Each investor’s particular needs, investment objectives and financial situation were not taken into account in the preparation of this
document and the material contained herein. Each investor must make his or her own independent decisions and obtain their own independent advice regarding
any information, projects, securities, tax treatment or financial instruments mentioned herein. The fact that Hardman & Co has made available through this
document various information constitutes neither a recommendation to enter into a particular transaction nor a representation that any financial instrument is
suitable or appropriate for you. Each investor should consider whether an investment strategy of the purchase or sale of any product or security is appropriate for
them in the light of their investment needs, objectives and financial circumstances.

This document constitutes a ‘financial promotion’ for the purposes of section 21 Financial Services and Markets Act 2000 (United Kingdom) (‘FSMA’) and
accordingly has been approved by Capital Markets Strategy Ltd which is authorised and regulated by the Financial Conduct Authority (FCA).

No part of this document may be reproduced, stored in a retrieval system or transmitted in any form or by any means, mechanical, photocopying, recording or
otherwise, without prior permission from Hardman & Co. By accepting this document, the recipient agrees to be bound by the limitations set out in this notice.
This notice shall be governed and construed in accordance with English law. Hardman Research Ltd, trading as Hardman & Co, is an appointed representative of
Capital Markets Strategy Ltd and is authorised and regulated by the FCA under registration number 600843. Hardman Research Ltd is registered at Companies
House with number 8256259.

(Disclaimer Version 8 - Effective from August 2018)

Some professional investors, who are subject to the new MiFID Il rules from 3rd January 2018, may be unclear about the status of Hardman & Co research and,
specifically, whether it can be accepted without a commercial arrangement. Hardman & Co’s research is paid for by the companies, legal entities and issuers about
which we write and, as such, falls within the scope of ‘minor non-monetary benefits’, as defined in the Markets in Financial Instruments Directive I.

In particular, Article 12(3) of the Directive states: ‘The following benefits shall qualify as acceptable minor non-monetary benefits only if they are: (b) ‘written
material from a third party that is commissioned and paid for by a corporate issuer or potential issuer to promote a new issuance by the company, or where the
third party firm is contractually engaged and paid by the issuer to produce such material on an ongoing basis, provided that the relationship is clearly disclosed in
the material and that the material is made available at the same time to any investment firms wishing to receive it or to the general public...’

The fact that Hardman & Co is commissioned to write the research is disclosed in the disclaimer, and the research is widely available.

The full detail is on page 26 of the full directive, which can be accessed here: https://ec.europa.eu/transparency/regdoc/rep/3/2016/EN/3-2016-2031-EN-
F1-1.PDF

In addition, it should be noted that MiFID II's main aim is to ensure transparency in the relationship between fund managers and brokers/suppliers, and eliminate
what is termed ‘inducement’, whereby free research is provided to fund managers to encourage them to deal with the broker. Hardman & Co is not inducing the
reader of our research to trade through us, since we do not deal in any security or legal entity.
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