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Company Information

Alleghany Corporation was founded in 1929 and engages in the property and casualty and surety insurance business. It underwrites specialty insurance coverage in property, umbrella, general liability, directs and officers liability, and professional liability lines of business as well as conducting corporate investment and other activities. Alleghany offers its services primarily through independent wholesale insurance brokers. A subsidiary, Alleghany Properties LLC. Owns and manages improved and unimproved commercial land, and residential lots around Sacramento.

From their website: “Alleghany's objective is to create stockholder value through the ownership and management of a small group of operating businesses and investments, anchored by a core position in property and casualty insurance.”

Alleghany Corporation’s business model doesn’t rely on R&D, or making radical adaptations to its market. Rather, Alleghany Corporation’s success depends on the strength of the national economy and consumer confidence. With this in mind, the predicted recession bodes ill for strong growth in the insurance business.
Industry Information

Alleghany Corporation competes with firms that have very similar business models. Between the three largest competitors in the industry, Alleghany is the smallest in terms of market capitalization (2.95B) compared to AIG and CB(Chubb Corporation), 137.9B and 19.65B respectively. It should be noted that Alleghany’s relative market capitalization gives plenty of room for improvement.

The recent and ongoing ripple effect from the collapse in the sub-prime lending market has hurt this industry recently. Future investment in the industry should be made after evaluating the likelihood and time frame of a recovery from the sub-prime crisis.

On Tuesday 29 January 2008 The New York Times reported that the FBI is opening investigations into “improper sub-prime lending.” The authorities didn’t release the names of the 14 companies they are investigating, just said that investigations are underway. I believe this increases the risk of all holdings associated however distantly with the sub-prime mess. If any companies are implicated and fined by the federal government the whole industry will be hurt. I believe there is no positive gain that will come out of this report. As of the 29th January there was no set date for a release of the FBI’s findings.

Security Information

Ticker Symbol: Y

Exchange: NYSE

52-Week Range: 437 to 330.05 ((106.95)

10-Day Average Trading Volume: 21385.7

Beta: .33 (AIG 1.34 CB 7.53)

1-yr return: 5.044%

Financial Information

Earnings per Share: 171.203

Price/Earnings: 11.04 (AIG:9.67 CB:7.53)

Price/Sales: 2.11

Company Analysis

Quarterly Earnings Growth (yoy): 34.8%

Quarterly Revenue Growth (yoy): 18.8%

Profit Margin: 33.9%

Return on Equity: 12.81%

Return on Assets: 4.61%

Peer Analysis

In terms of %growth over the past year Alleghany has done very well against AIG, holding ground against a tough market and outperforming their competitor by 20%

Alleghany Corporation has done comparably against Chubb Corporation over the past year, and experienced higher share prices between July and January, though Chubb Corporation closed the gap recently. (see graph on next page)
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Analyst Information

Consensus recommendations: A- or five-stars

TheStreet.com rates Allegheny Corporation at an A- or Excellent. Allegheny has experienced 11.08% growth in the last thee years, but growth has slowed in the last year (.12%) and the last three months (-12.0%). Rating Allegheny at an A-, The Street believes that Allegheny will continue to grow.

Morningstar.com agrees and rates Allegheny’s management at A level, and calls the business risk “average.” They do comment that Allegheny’s economic “moat” is narrow and that past insurance rate increases are coming down, which will present a challenge to Allegheny’s insurance subsidies. Also, sustained low long term interest rates will moderately reduce Alleghany’s investment income. That said, morningstar’s five star rating and the average business risk makes it attractive.

Evaluation

Allegheny is a relatively small firm in its industry with a tiny market capitalization compared to its competitors.  That could mean that Alleghany has room to grow in the industry if it can adapt into emerging markets that would be more difficult for AIG and CB to adapt to.

That said, I think WIC should be careful in any industry related to the insurance business until the sub-prime storm blows over and the national economy shows signs of recovery. In light of the recent volatility of Allegheny Corporation’s share price, this company is moving fast, and we should watch it closely in case share price takes a drastic downturn. I don’t think Alleghany Corporation will be experiencing huge growth anytime soon, especially while the lending industry which includes many of it’s subsidiaries is being investigated by the Federal Government.

To conclude, our investment in Allegheny Corporation leaves us open to a variety of different types of risk. One of Alleghany Corporation’s subsidaries could be implicated in the FBI investigation, or Alleghany’s volitaile share price could drop as quickly as it has risen in recent days.

These possiblities should be weighed against the strong ratings the analysts give Allegheny Corporation. This corporation has been around for more than 75 years, is managed well, and is rated as an average risk five-star investment. We should not be frightened away from this strong, consistent performer.
