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Key Metrics
Current Price: S32 5 Year CAGR Estimate: 5.0% Volatility Percentile: 11.3%
Fair Value Price: $26 5 Year Growth Estimate: 8.0% Momentum Percentile: 70.6%
% Fair Value: 123% 5 Year Valuation Multiple Estimate: -4.0% Growth Percentile: 76.1%
Dividend Yield: 1.0% 5 Year Price Target S39 Valuation Percentile: 20.1%
Dividend Risk Score: A Retirement Suitability Score: D Total Return Percentile: 21.6%

Overview & Current Events

Brown & Brown Inc. is a leading insurance brokerage firm that provides risk management solutions to both individuals
and businesses. The company’s focus is on property & casualty insurance. Property insurance protects against physical
damage to the properties insured under its policies, while casualty insurance is focused on legal liabilities like
commercial, automobile, fidelity, surety, and workers’ compensation plans. Brown & Brown has a notably high level of
insider ownership. At the end of the most recent fiscal year, Brown & Brown’s Chairman, J. Hyatt Brown, and his son, J.
Powell Brown, collectively and beneficially owned approximately 15.8% of the company’s outstanding common stock.
Separately, the firm’s executive officers, directors, and their family members together own a total of 16.7% of the
company. Overall, Brown & Brown appears to be a very shareholder-friendly company, as its 25-year streak of
consecutive dividend increases qualifies it to be a member of the Dividend Champions list.

In late April, Brown & Brown announced (4/22/19) financial results for the first quarter of fiscal 2019. The company’s
performance was very strong. In the quarter, revenues of $619.3 million increased by 23.5% over the same period a year
ago, primarily driven by strong growth (23.4%) in commissions and fees. On the bottom line, net income of $113.9
million increased by 25.4% while diluted earnings-per-share of $0.40 increased by 25.0%. Excluding one-time accounting
charges, Brown & Brown saw its adjusted earnings-per-share increased by 24.2% year-on-year to $0.41.

What caused Brown & Brown’s strong financial performance? A closer look at the company’s financial results shows that
organic revenue increased by just 2.0%, while a full $103.8 million of its revenue growth was directly attributable to
acquisitions. More specifically, a large portion of this growth came from the acquisition of privately-held Hays
Companies. This acquisition was announced (10/22/19) last fall and contributed around $200 million in revenue to the
company.

More recently, Brown & Brown authorized (5/1/19) the repurchase of an additional $372.5 million of company stock,
which amounts to approximately 4% of the company’s current market capitalization. Including preexisting stock buyback
programs, the company now has the discretion to repurchase approximately $500 million of company stock.

Growth on a Per-Share Basis

Year 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2024
EPS $0.54 $0.55 $0.56 $0.63 $0.74 S0.83 S0.85 S0.92 S$1.42 $1.21 8145 $2.15
DPS $0.16 S$0.16 $0.17 $0.17 $0.19 $0.21 $0.23 S0.25 $0.28 $0.31 $0.35 $0.55
BVPS $4.82 S$527 $5.73 $6.28 $6.90 $7.37 S$7.73 S$8.42 $9.35 S10.73 $11.60 $517.05
Shares 275.0 278.6 280.5 284.0 2852 2858 280.2 2756 2776 2755 275.0 270.0

Brown & Brown has a remarkable growth track record that includes a decade-long earnings CAGR of 8.4%. The
company’s book value per common share has grown at a similar rate, expanding at 8.3% per year over the last ten years.
Brown & Brown’s growth strategy is both simple and sustainable. Over the years, the company has actively acquired
smaller insurance brokerage firms and integrated them into its larger operating base. We believe that this strategy has
plenty of room left to run, and believe that the firm is capable of continuing to grow at 8% per year for the foreseeable
future.

Disclosure: This analyst has no position in the security discussed in this research report, and no plans to initiate one in the next 72 hours.
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Valuation Analysis
Year 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 Now 2024
Avg. P/E 16.3 18.7 20.6 21.7 23.0 20.9 22.4 20.6 24.2 18.5 22.1 18.0
Avg.Yld. 1.6% 1.6% 1.4% 1.3% 1.1% 1.3% 1.3% 1.3% 1.2% 1.1% 1.0% 1.2%

Brown & Brown has historically traded at a somewhat lofty valuation, earnings a 10-year average price-to-earnings ratio
of 20.7. Looking ahead, we believe that the firm’s valuation will moderate as it continues to grow and its business
matures. More specifically, our fair value earnings multiple for Brown & Brown is a price-to-earnings ratio of around 18.
Using our 2019 earnings estimate of $1.45 and the company’s current stock price, Brown & Brown is trading at a current
price-to-earnings ratio of 22.1. Valuation contraction to an earnings multiple of 18 would reduce Brown & Brown’s total
returns by 4.0% per year if this mean reversion occurred over a 5-year holding period.

Safety, Quality, Competitive Advantage, & Recession Resiliency

Year 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2024
Payout 29.6% 29.1% 30.4% 27.0% 25.7% 253% 27.1% 27.2% 19.7% 25.6% 24.1% 25.6%

Brown & Brown'’s competitive advantage comes from its willing to execute small and frequent acquisitions. The
company’s Leadership page on its website lists its Chief Acquisition Officer, J. Scott Penny, as one of its 3 most important
executives. This growth-by-acquisition strategy gives the company an enduring opportunity to continue growing its
business for the foreseeable future. Brown & Brown is also modestly recession resistant. The company’s earnings-per-
share declined by just 20.5% during the worst of the 2007-2009 financial crisis.

Final Thoughts & Recommendation

Brown & Brown has many of the characteristics of a high-quality business. It has increased its dividend for 25
consecutive years, and company insiders own a great deal of its outstanding stock.

With that said, its valuation is too rich to earn a buy recommendation today. Valuation contraction (estimated at -4% per
year) will more than offset the company’s strong expected earnings growth (8%) and its modest dividend yield (1%). For
investors with a low cost basis in a taxable account, shares still merit holding. Otherwise, we suggest avoiding this
security for the time being.

Total Return Breakdown by Year

Arrow Financial Corporation (AROW): Total Return Decomposition
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Click here to rate and review this research report. Your feedback is important to us.

Disclosure: This analyst has no position in the security discussed in this research report, and no plans to initiate one in the next 72 hours.


https://suredividend.typeform.com/to/NETagY

Brown & Brown Inc. (BRO)

Updated June 4%, 2019 by Nick McCullum
Income Statement Metrics

Year 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Revenue 968 967 1006 1189 1356 1567 1657 1763 1857 2010
Gross Profit 479 497 581 673 756 800 838 863 941
Gross Margin 0.0% 49.5% 49.4% 48.8% 49.6% 483% 483% 47.5% 46.4% 46.8%
SG&A Exp. 492 7 11 16 23
D&A Exp. 63 64 67 79 85 104 108 108 108 109
Operating Profit 269 278 281 322 376 425 443 469 493 501
Operating Margin  27.8% 28.7% 28.0% 27.0% 27.7% 27.1% 26.7% 26.6% 26.6% 24.9%
Net Profit 153 162 164 184 217 207 243 257 400 344
Net Margin 15.8% 16.7% 16.3% 155% 16.0% 13.2% 14.7% 14.6% 21.5% 17.1%
Free Cash Flow 210 286 224 196 373 360 363 393 418 526
Income Tax 101 104 107 121 140 133 159 166 50 118
Balance Sheet Metrics
Year 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Total Assets 2224 2401 2607 3128 3650 4956 5004 5263 5748 6689
Cash & Equivalents 197 273 286 220 203 470 443 516 573 439
Accounts Receivable 209 214 240 303 396 438 466 581 1024 910
Goodwill & Int. Ass. 1543 1677 1820 2278 2625 3245 3331 3383 3357 4332
Total Liabilities 854 894 963 1321 1642 2843 2855 2903 3165 3688
Accounts Payable 17 34 349 455 569 625 639 717 749 945
Long-Term Debt 267 252 251 450 480 1198 1145 1074 976 1507
Shareholder’s Equity 1370 1506 1644 1807 2007 2114 2150 2360 2583 3001
D/E Ratio 0.20 0.17 0.15 0.25 0.24 0.57 0.53 0.46 0.38 0.50
Profitability & Per Share Metrics
Year 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Return on Assets 7.1% 7.0% 6.5% 6.4% 6.4% 4.8% 4.9% 5.0% 7.3% 5.5%
Return on Equity 11.7% 112% 104% 10.7% 11.4% 10.0% 11.4% 11.4% 16.2% 12.3%
ROIC 9.8% 9.5% 9.0% 8.9% 9.2% 7.1% 7.4% 7.7% 11.4% 8.5%
Shares Out. 275.0 278.6 280.5 284.0 285.2 285.8 280.2 275.6 277.6 2755
Revenue/Share 3.52 3.47 3.59 4.19 4.75 5.48 5.91 6.40 6.69 7.29
FCF/Share 0.76 1.03 0.80 0.69 131 1.26 1.30 1.43 1.51 1.91

Note: All figures in millions of U.S. Dollars unless per share or indicated otherwise.

Disclaimer

Nothing presented herein is, or is intended to constitute, specific investment advice. Nothing in this research report should be construed as a recommendation to follow any investment strategy
or allocation. Any forward-looking statements or forecasts are based on assumptions and actual results are expected to vary from any such statements or forecasts. No reliance should be placed
on any such statements or forecasts when making any investment decision. While Sure Dividend has used reasonable efforts to obtain information from reliable sources, we make no
representations or warranties as to the accuracy, reliability or completeness of third-party information presented herein. No guarantee of investment performance is being provided and no inference
to the contrary should be made. There is a risk of loss from an investment in marketable securities. Past performance is not a guarantee of future performance.
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