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Overview

The United States accounts for more than 40 percent,
on average, of global insurance industry M&A activity in
terms of aggregate deal value;1 however, during 2013
this activity fell by approximately 60 percent. Contributing
factors included differing buyer/seller perceptions of
company value, ongoing regulatory uncertainty, mediocre
economic performance, and some companies’ preference
to reinvest excess capital into the business or to satisfy
shareholders with stock buybacks and dividends.
Despite these impediments, industry observers are
expressing cautious optimism about 2014. Insurance
companies are searching for topline profitable growth,

whether that is achieved by expanding into emerging
markets with greater growth potential, or by diversifying
via one-off, niche acquisitions to gain new products,
technologies, markets, or distribution channels.
In this report, Deloitte examines the current state of
global insurance industry M&A activity and the top
issues facing companies in 2014.2 These issues include
economic and market activity; regulatory uncertainty;
investment activity by private equity firms; capital
management; buyer/seller expectations; and M&A
capability building by strategic buyers.

As used in this document, “Deloitte” means Deloitte LLP and its subsidiaries. Please see www.deloitte.com/us/about for a detailed description of the legal structure of Deloitte LLP and its
subsidiaries. Certain services may not be available to attest clients under the rules and regulations of public accounting.
1

Deloitte analysis of data from SNL Financial.

2

Please note that we have changed our methodology for aggregating deal data in this year's Outlook. Our deal trend charts now include buyers in both the U.S. and Bermuda. The
analysis in our 2013 Insurance M&A Outlook only included buyers domiciled in the U.S. This change resulted in an increase in the number of transactions on a historical basis. The 2012
data in this year’s analysis also includes transactions announced after Deloitte published the 2013 Outlook. In addition, several deals with transaction dates prior to the last analysis and
which, in theory, should have been captured in the prior analysis were not made public until after the prior cut-off. These transactions were not included in the data set last year, but
have been captured this year. Finally, there were deals which were announced as of the prior analysis, but were terminated. This caused a decrease in the number of transactions.
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2013 in review

In addition to a decrease in the number of insurance
industry M&A deals in 2013 versus 2012, there was also
a significant decline in the reported aggregate deal value
resulting from a decrease in average deal value.3 One
potential cause of the decrease in average deal value and,
in turn, aggregate deal volume, was the lack of large
transformative deals in the marketplace. With just a handful
of exceptions, companies’ M&A focus in 2013 generally
was fixed on expanding distribution into emerging markets
and acquiring smaller, bolt-on capabilities.
In terms of the multiples observed in the Insurance
Underwriters segment, Figure 1 indicates an increase in
the average Price/Book multiple (P/B) between 2012 and

2013; however, if the 2013 data was adjusted to remove
the impact of outliers, the resulting average 2013 P/B
multiple would be approximately 1.1, consistent with
2012 but below pre-financial crisis levels. As presented in
Figure 2 (next page), it appears that there was a significant
decrease in the average Price/Earnings (P/E) multiple for
the Insurance Underwriters segment in 2013, but once
the 2013 data was adjusted for the impact of outliers, the
average P/E would be 15.7, which is relatively consistent
with 2012. A concern with relying on these figures as a
barometer of a stabilizing or recovering market, however,
is the limited number of transactions and the influence of a
couple of deals that were concluded at higher multiples.
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Figure 1: M&A Trends for Insurance Underwriters
Price/Book Value Multiples
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1,125.0

761.1
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206.3

184.7
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371.9
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166.5

Observed P/BV deal multiples
Low

0.51x

0.54x

0.55x

0.87x

0.88x

0.79x

0.49x

0.73x

0.57x

0.12x

0.29x

0.77x
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3.99x

7.41x

5.49x

3.46x

6.19x

2.19x

1.96x

2.98x

3.06x

5.98x

3.17x

4.11x
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1.83x
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1.88x

2.01x

1.52x

1.40x

1.26x

1.18x

2.16x

1.13x

1.85x

Source: SNL Financial
• Transactions represent US and Bermuda companies making
acquisitions on a global basis. Insurance Underwriters include P&C,
L&H, Multiline, Managed Care, Title, Mortgage Guaranty and Finance
Guaranty sectors covered by SNL Financial.

• In 2012, the following deals were excluded from the average
observed deal multiples as they skew the data: Cigna Corporation’s
acquisition of Finans Emeklilik for 6.2x P/B and UnitedHealth Group
Incorporated’s acquisition of Amil Participações S.A. for 6.7x P/B.
• Analysis as of 12/31/2013.

• Transactions grouped by the year they were announced.
• Deal multiples represent closed multiples, unless the transaction is still
pending close.
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Deloitte analysis of data from SNL Financial.
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Figure 2: M&A Trends for Insurance Underwriters
Price/LTM Earnings Multiples
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Observed P/BV deal multiples
Low

8.12x

3.45x

12.81x

4.93x

2.00x

4.19x

5.49x

3.34x

3.59x

5.43x

5.86x
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16.85x

10.28x

Source: SNL Financial
• Transactions represent US and Bermuda companies making acquisitions on a global basis. Insurance Underwriters include P&C, L&H, Multiline,
Managed Care, Title, Mortgage Guaranty and Finance Guaranty sectors covered by SNL Financial.
• Transactions grouped by the year they were announced.
• Deal multiples represent closed multiples, unless the transaction is still pending close.
• In 2012, the following deal was excluded from the average observed deal multiples as it skew the data: UnitedHealth Group Incorporated’s
acquisition of Amil Participações S.A. for 50.34x.
• Analysis as of 12/31/2013.
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Among market segments, 2013 M&A activity in Life &
Health (L&H) insurance was slow. Most of it focused on
annuity business, which has been negatively impacted by
the ongoing low interest rate environment. L&H segment
data as of December 31, 2013, showed there was about a
40 percent decrease in the number of transactions in 2013

compared with 2012. Although the multiples related to
these transactions were not publicly reported, in examining
the average deal size from 2012 to 2013 it appears that
there was a significant decrease in transaction size as well
as aggregate deal volume (Figure 3).

Figure 3: M&A Trends for Life & Health
Price/Book Value Multiples
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Observed P/BV deal multiples
Low

1.52x

1.44x

0.55x

1.39x

1.17x

0.79x

1.12x
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0.50x

0.58x

0.31x
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0.80x
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Source: SNL Financial
• Transactions represent US and Bermuda Life & Health Insurance Underwriters making acquisitions on a global basis.
• Transactions grouped by the year they were announced.
• In 2012, the following deal was excluded from the average observed deal multiples as it skews the data: Cigna Corporation’s acquisition of Finans
Emeklilik for 6.2x P/B.
• Deal multiples represent closed multiples, unless the transaction is still pending close.
• Where multiples show as “NA”, there was not enough publicly available information.
• For 2013, while the data sources indicated the deal size for most of the transactions, information for the P/BV for the individual transactions was
not available
• Analysis as of 12/31/2013.
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The aggregate deal volume of Property and Casualty
(P&C) transactions increased in 2013 compared to
2012, with the average deal size growing more than
2x, according to end-of-year data (Figure 4, next page).
Examining the data for transactions with published
announced deal value,4 there was only one transaction
in 2012 that was in excess of $500 million, whereas
there were four such transactions disclosed in 2013.
While the percentage of deals in excess of $500 million
increased as a percentage of total 2013 announced
transactions, a majority of the transactions were, as
mentioned previously, of the smaller, bolt-on type. The
average P/B multiple, even after adjusting for outliers,
did indicate a recovery; however, similar to the overall
Insurance Underwriter segment, which includes P&C,
caution should be exercised before indicating the market
recovered based on the P/B multiple, given the low
number of transactions. Uncertainty about final exposure
from Superstorm Sandy claims and concerns that some
companies’ loss reserves are somewhat deficient likely
put some business plans on hold. Also, while rates have
been improving, they are lower than what is needed to
be considered a hard market. In addition, evidence is
emerging that pricing increases may be coming to an
end. In a positive vein, there have been some recent
pockets of M&A activity within P&C as companies
consolidate to gain economies of scale.

The Broker/Agent segment continues to be the insurance
industry’s most active in M&A; however, even it was
negatively impacted by 2013’s economic conditions
and transactions decreased from 2012. That said, this
segment continues to draw interest from both strategic
and financial buyers. For strategic buyers, acquisitions
provide avenues to new clients or additional revenue
sources. Larger players, which effectively tapped out their
ability to gain market share, are looking down market in
the segment for M&A opportunities to increase revenues,
while middle-market players are continuing to make
acquisitions to drive growth. PE firms like that broker/agent
businesses are cash-flow rather than balance sheet-based.
One could expect activity in this space to continue as PE
firms that made acquisitions in the mid-2000s look to
realize investment gains.
After a fairly quiet 2013, M&A activity in the Reinsurance
segment could pick up in 2014. Capacity has been added
by capital market players seeking higher returns, and the
increased competition has undermined reinsurance rates
for traditional reinsurance companies. Hedge funds have
launched new reinsurance vehicles, while demand from
individual investors and institutions such as pension funds
has fueled expansion in catastrophe bonds. An important
question is whether these new capital market players may
exit reinsurance if a series of catastrophe losses and/or a
high-severity event undermines investor confidence. If they
have staying power, though, the reinsurance area might be
ripe for consolidation, as carriers look to redeploy some of
their excess capital by purchasing competitors or run-off
books of business.5

4

Deloitte analysis of data from SNL Financial.

5

2
 014 Property and Casualty Insurance Industry Outlook. Transforming for growth: Innovation leading the way, Deloitte Center for Financial Services, 2014.
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Figure 4: M&A Trends for Property & Casualty
Price/Book Value Multiples
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Source: SNL Financial
• Transactions represent US and Bermuda Property & Casualty Insurance Underwriters making acquisitions on a global basis.
• Transactions grouped by the year they were announced.
• Deal multiples represent closed multiples, unless the transaction is still pending close.
• The following deals were excluded from the observed deal multiples as they skew the data: In 2006 Berkshire Hathaway Inc.’s acquisition of
Applied Underwriters, Inc. for 6.2x P/B, and in 2003 Liberte Investors’s acquisition of USAuto Holdings, Inc. for 7.4x P/B.
• Analysis as of 12/31/2013.
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Top issues for insurance
M&A in 2014
Entering 2014, momentum continues to build for
increased insurance company M&A. The worldwide
economy has begun to improve. Many insurers are fairly
well capitalized and are trying to optimize ways to put
that capital to work, including M&A. There are potential
buyers with readily available funds; among them, public
entities, mutual insurers, PE-backed firms, and independent
brokers. Additionally, rate increases which have been
taking place across the board for a couple of years may be
moderating, dampening an important source of topline
profitable growth for commercial carriers and increasing
the attractiveness of inorganic growth opportunities.
Also, given the stock market’s rise in 2013 and poor start
in 2014, more firms may conclude that valuations are
peaking and it’s time to sell.
Some large insurers, which may consider their “home”
markets to be less attractive from an investment
perspective, or which have had difficulty finding domestic
targets of a size sufficient to move the needle on EPS,
voted with their feet in 2013. These companies moved
M&A activity to emerging markets, where prospects for
growth from an emerging middle class are quite appealing.
Numerous U.S. and European insurers have been making
acquisitions and forming joint ventures (JVs) in Latin
America, Southeast Asia, and other regions. Examples
include MetLife’s acquisition of Chilean pension manager
AFP Provida SA (PROVIDA) for $2 billion to add fee income
in Latin America;6 and Liberty Mutual Insurance’s purchase
of Mexican surety company Primero Fianzas.7 Global
reinsurers have been engaging in emerging market M&A, as
evidenced by Zurich-based Swiss Re’s late-2013 acquisition
of nearly 15 percent of SulAmérica S.A., the largest
independent insurance group in Brazil, for $334 million8

and its investment of $425 million for a minority stake in
FWD Group, the insurance business that Richard Li Tzarkai's Pacific Century Group bought from ING in 2012.9
There is likely to be more domestic deal flow in the middle
market. Some middle-market insurers are under significant
financial pressure; after dramatic cost reductions and
significant reserve releases, these companies are now
turning to M&A to achieve growth via access to new
products, customers, channels, and geographies.
While 2014 may not see a significant increase in the
volume of insurance industry M&A activity or any
transformative deals, traditional companies may decide
to expand their footprint by acquiring niche businesses,
such as P&C insurers buying underwriting desks and letting
the book of business follow the underwriters. Also, PE
involvement is expected to continue, as evidenced in 2013
by insurance and reinsurance manager Enstar Group and
PE firm Stone Point Capital’s purchase of specialty insurer
Torus Insurance Holdings for $692 million.10 Yet, significant
growth in M&A activity may be determined, in part, by
how fast companies get off the starting line. For example,
2013 M&A activity started out strong but slowed early in
the year and did not recover. In fact, much of January’s
and some of February’s deal count was likely late reporting
of transactions closed in 2012 (many of which were timed
to avoid tax increases in 2013).
In light of disappointing levels of M&A activity in 2013
and facing considerable headwinds in 2014, insurance
companies across market segments should consider the
following issues when developing their M&A strategies.

6

“MetLife Buys Provida for $2B to Expand in Latin America,”Bloomberg.com; February 1, 2013,
http://www.bloomberg.com/news/2013-02-01/metlife-buys-provida-for-2-billion-to-expand-in-latin-america.html. Accessed January 7, 2014.

7

“Liberty Mutual to Enter Mexico with Acquisition of Surety Company,” Insurance Journal, November 13, 2013,
http://www.insurancejournal.com/news/international/2013/11/13/311164.htm. Accessed January 7, 2014.

8

“Swiss Re buying nearly 15% stake in Brazilian insurer SulAmérica,” Business Insurance, November 19, 2013,
http://www.businessinsurance.com/article/20131119/NEWS04/131119828. Accessed January 7, 2014.

9

“Pacific Century sells FWD stake to reinsurer,” South China Morning Post, October 13, 2013,
http://www.scmp.com/business/companies/article/1333261/pacific-century-sells-fwd-stake-reinsurer. Accessed January 7, 2014.

10

“ Enstar, Stone Point Capital acquire PE-backed Torus Insurance for $692m,” AltAssets, July 10, 2013,
http://www.altassets.net/private-equity-news/by-news-type/deal-news/enstar-and-stone-point-capital-acquire-torus-insurance-for-692m.html. Accessed December 20, 2013.
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Economic and
market activity

There tends to be a correlation between economic
and market activity – interest rates, GDP growth, and
catastrophes (P&C segment) – and insurance industry
M&A. If organic growth returns to the U.S. market,
companies may see less need to engage in M&A. In
contrast, continued slow organic growth may cause more
organizations to consider M&A in order to spur EPS growth
at a rate that will likely drive stock price appreciation. Also,
increased involvement by activist investors during a very
favorable period for the stock market is a phenomenon
that has focused managements on the need to maximize
shareholder returns and the potential of using acquisitions
and/or divestitures to do so.
Interest rates
Low interest rates have been a headwind for the insurance
industry, especially for capital-intensive/annuity-focused
L&H companies. Fortunately, rates have come up since
they hit bottom earlier in 2013, and the general sentiment
is that long-term interest rates will likely trend upward – if
the Federal Reserve eases up on its bond purchases in
2014. However, the impact of rising rates likely won’t be
felt until 2015, at the earliest.
Now that the Federal Reserve has begun a gradual
tapering of its bond-buying program, interest rates are
likely to modestly increase during 2014, but not in a way
that is anticipated to shift the insurance M&A landscape.
In 2014 (as in 2013), a low interest rate environment
is expected to continue to be a double-edged sword:
On one edge, an ongoing low rate environment may
negatively impact the investment returns that are critical
to profitability, especially in life and annuities. This makes
it more difficult for a potential buyer to model improved
results post-acquisition and more difficult to justify a
premium valuation.

10

On the other edge of the sword, low rates create an
environment where it is easier to obtain and justify
debt financing for deals. Low rates also have been a
catalyst because private equity has capitalized on the
environment to consolidate annuity books that have been
poor performers due, at least partially, to the low rate
environment. These deals have worked because PE buyers
are taking advantage of the spread between the returns
possible given their investment strategy versus what
is possible using the normally conservative investment
approach employed by many carriers. For example, interest
rates combined with accounting capital usage, among
other factors, made the time right at the end of 2012 for
Private Equity International (PEI) to purchase some large
Virginia life insurance players – PEI could take a more
long-term view on return than the original issuer, given
recent history.
GDP growth
GDP growth is an indicator of economic prosperity that
can stimulate or dampen M&A activity depending upon an
organization’s circumstances. If GDP growth is improving
and insurance companies sense a macro-economic
environment that is likely to simulate demand for insurance
coverage, it might make them more willing to expand
through M&A. However, heightened GDP growth also
means that companies may be able to meet investor
expectations solely through organic growth and dampen
M&A activity. Conversely, sluggish GDP growth could
prompt M&A activity because public companies need to
find topline profitable growth – especially if they have
been cutting their way to prosperity.
Currently, U.S. GDP is improving, and Europe is showing
signs of progress. Asia and Latin America are emerging as
engines of growth due, primarily, to a burgeoning middle
class with more disposable income. These factors are
increasing insurance companies’ overall confidence and
their willingness to engage in M&A.

Catastrophes
With the exception of overhang from Superstorm Sandy
payouts, catastrophes were less of an influence on P&C
companies and M&A activity in 2013 than other economic
and market factors. Despite predictions for numerous
storms, 2013 saw the lowest amount of hurricane activity
in several years. Catastrophes drain capital from the
industry and can put hard-hit companies in a financial bind
that makes them want or need to sell. With aggregate
industry surplus currently at an all-time high, many P&C
companies appear to be adequately capitalized, which
could drive M&A in 2014. It likely could require an
enormous catastrophe to make a significant difference in
M&A activity. That said, catastrophes are a wild card and
P&C companies should analyze their reserve levels and
reinsurance agreements. If 2014 proves to be a bad season
for catastrophes, some companies could run into problems
satisfying their claims liabilities and get downgraded by the
rating agencies.

Bottom line
While economic and market activity can serve both
as drivers and inhibitors of insurance industry M&A
activity, their impacts often vary by institution size.
In fact, the insurance M&A market is bifurcated: Big
players need big targets for an M&A transaction to
matter; however, there is a scarcity of such targets,
which can dampen activity. Many of the largest
players are using international M&A as a strategy
to gain scale and revenue growth, following the
burgeoning middle class into emerging markets.
Within the middle market, however, scarcity of
targets is not as significant an issue. There are more
targets in the $250-$500 million range and acquiring
one or more of these could strengthen a midsize
buyer’s product portfolio, market reach, revenue
growth, or core capabilities.

2014 Insurance M&A Outlook Momentum continues to build
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Regulatory uncertainty

Persistent regulatory uncertainty at the global, federal,
and state levels continues to impact insurance sector M&A
activity on both the buyer and seller sides. Regulations are
in flux; the concern and risk for carriers is that regulators
may increase capital adequacy requirements for certain
products and, therefore, hurt ROE and make certain
companies unattractive acquisition candidates. This creates
uncertainty that the M&A market doesn’t like. In addition,
overhang from possible tax changes may negatively impact
the insurance industry, although the prospect of near-term
reform seems to have dissipated somewhat.
One example of regulatory action taking place at the
global and federal levels which could impact insurance
industry M&A is the effort to identify Systemically Important
Financial Institutions (SIFIs) and Global Systemically
Important Insurers (G-SIIs), and to mitigate the risks these
institutions may pose to the global economy. The initiative
is a response to the 2008 economic crisis and is led globally
by the G-20 and the Financial Stability Board (FSB) and
in the U.S. by the Financial Stability Oversight Council
(FSOC). The responsibility for insurers was assigned to the
International Association of Insurance Supervisors (IAIS).
On May 31, 2012, IAIS proposed an assessment
methodology “to identify any insurers whose distress or
disorderly failure, because of their size, complexity and
interconnectedness, would cause significant disruption
to the global financial system and economic activity.”
On July 19, 2013, the Financial Stability Board (FSB)
identified a list of nine G-SIIs; that list will be evaluated
and updated annually. In line with the FSB’s framework
for Global Systemically Important Financial Institutions
(G-SIFIs), the organization developed a framework of policy
measures that apply to G–SIIs. These measures include
enhanced supervision, effective resolution, and higher loss
absorbency (HLA).
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An associated concern with SIFI, G-SIFI, or G-SII
designation is that the criteria are evolving and subject
to change. It may come about that designation is not
just a matter of size; various committees are looking at
factors such as unique market penetration, exclusive niche
providers, and geographic concentration.
Although it is generally thought within the industry that
insurance companies should not be designated as SIFIs or
G-SIIs, regulators appear to be looking at them similarly to
banks. Despite heavy lobbying to uncouple the insurance
industry from banking, efforts have not been terribly
successful to date. Insurers should, therefore, operate
under the assumption that the rules aren’t going to change
in the near term. From an M&A perspective, this means
that a prospective acquirer needs to consider whether
a transaction might increase the size and profile of their
combined company (after the target’s acquisition) so that
the FSB or FSOC deem it to be a SIFI. If this happens, the
company will retain its state-level regulation and add one
or more layers of federal and/or global regulations with
more stringent transparency requirements, restrictions on
capital, and consumer-protection mandates.
Insurance regulators at the global and federal levels also
have or are in the process of establishing Risk-Based Capital
(RBC) frameworks, with varying degrees of success. In
November, European politicians reached agreement on
the Omnibus II directive, the legislative foundation of the
Solvency II framework, with an effective date of January
2016.11 However, efforts to expand that standard for capital
adequacy requirements globally haven’t caught on; instead,
a patchwork of different versions is emerging country by
country. The U.S. has launched its Solvency Modernization
Initiative (SMI) to analyze and update the existing
framework, which is expected to move towards a Solvency
II equivalent framework. Australia implemented its riskbased capital regime, LAGIC, on January 1, 2013. Canada
is looking to enhance current, risk-based regulations
to improve risk sensitivity, reflect new market trends,
and encourage improve risk measurement techniques.
And Hong Kong recently issued an initial RFI to support
the development of a RBC-type framework, potentially
including enterprise risk management (ERM) components.

“Europe reaches agreement on Solvency II rules,” The Actuary, November 14, 2013,
http://www.theactuary.com/news/2013/11/europe-reaches-agreement-on-solvency-ii-rules/. Accessed January 28, 2014.
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Difficulty in gaining national adoption of principle-based
reserving (PBR) was an important development for U.S. life
insurers in 2013 that is likely to spill over into 2014. The
industry has long sought to right-size reserves through PBR
implementation, and this had been identified as a top priority
of the National Association of Insurance Commissioners
(NAIC). However, final implementation of PBR has been
troublesome; it barely attained the required supermajority
at the NAIC and needs a similar supermajority of state
legislatures to implement the enabling legislation. Even if
PBR is adopted by the required supermajority, companies
may face the burden of having to meet two different sets
of reserving requirements.12 The status of insurer-owned
captives used for reinsurance is another major issue for life
insurers, with regulators citing worries about the offloading
of hundreds of billions in liabilities to subsidiaries in
jurisdictions with different reserve requirements. Regulators
fear that such intra-family reinsurance arrangements may
circumvent statutory accounting requirements and expose
policyholders to greater risks.13
Dodd-Frank created the Federal Insurance Office (FIO),
which on December 12, 2013, released its long overdue
report on how insurance regulation could be modernized
and improved. Concerns about both PBR and captives
were strongly expressed in the FIO’s report.14 (The NAIC
and FIO are both conducting reviews of captive use by
life carriers, with recommendations on how to respond
expected in 2014.)15 The report was a mixed bag for the
P&C industry. It called for federal regulation of mortgage
insurers and said the FIO would work with states to
establish pilot programs for rate regulation to maximize
the number of insurers offering personal lines products.16
On the other hand, the report takes direct aim at the

use of some underwriting and rating factors, including
marital status. According to the FIO, risk factors in an age
of widely available personal data may be “an appropriate
subject for binding, uniform federal standards.” The
FIO report also called for states to identify, adopt and
implement best practices to mitigate losses from natural
catastrophes, an apparent positive for the P&C industry –
which has worked to encourage states to improve building
codes and implement other mitigation initiatives – and
consumers, who could benefit from lower costs and more
protective structures.17 The FIO report in some respects
is a challenge to state regulatory supremacy but, overall,
is not likely an immediate threat. Many of the FIO’s
recommendations require Congressional action, which is
not expected anytime soon, or are a call to the states to
make changes, which the FIO cannot now compel.18
The FIO is just one of several federal agencies and
government-sponsored enterprises which have proposed
or released rules that may affect the conduct of insurance
companies, including their M&A activity. For example,
the Department of Housing & Urban Development (HUD)
in February 2013 released a rule that introduces uniform
“disparate-impact” criteria to the sale of homeowners
insurance.19 The rule may mean that a homeowner’s
insurance company that fully follows state regulation could
still find itself running afoul of the feds; a court case on the
disparate-impact criteria is pending. Federal enforcement
actions are also on the rise. In one example, the Consumer
Financial Protection Bureau (CFPB) announced a settlement
with the “nation's four largest mortgage-insurance
providers (for) $15.4 million, saying the companies paid
illegal kickbacks to lenders to win business.”20
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Uncertainty over reauthorization of the Terrorism Risk
Insurance Program Act (TRIP), enacted after 9/11, could
also cloud insurance industry M&A activity until the
situation is clarified. While there is general agreement that
TRIP will likely be reauthorized in some form, the industry
is concerned about possible changes, such as whether
triggering levels may be raised, as well as the possibility
that history may repeat itself and reauthorization may drag
on close to the expiration date of December 31, 2014.
Meanwhile, some members of the state-level regulatory
community of 50 state insurance commissioners, the
National Governors Association, National Conference
of Insurance Legislators (NCOIL) and others are not
pleased that the FIO and federal government in general
are encroaching on states’ jurisdiction (although a few
state-level entities have acknowledged the benefit of FIO’s
role in international treaties). In response, state insurance
regulators are more closely scrutinizing longstanding
businesses practices and M&A transactions, heightening
reputational risk and other costs to insurers. For example,
the entrance of PE firms, especially into the annuity
market, is being viewed with suspicion by state regulators
(and some traditional insurers). New York has already
negotiated templates requiring greater oversight and more
capital before approving purchases by PE-related firms.
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Finally, overhang from possible federal tax law changes
is a lower-level but persistent issue for U.S. insurers. The
industry traditionally has benefitted from favorable tax
legislation. Nevertheless, with Congressional elections
looming, there is concern that the government’s tax
revenue appetite is so large that it may force Congress to
take aim at some of the historically beneficial tax provisions
that insurers have enjoyed. The government might also
consider eliminating the tax advantages of certain insurance
products that individual taxpayers have long relied upon
in their personal tax and estate planning. Among these
are the non-taxability of insurance death benefits and the
value of tax deferral in the investment components of
certain insurance products such as whole and universal life
insurance, as well as other insurance products.
Bottom line
The regulatory environment is constantly in motion
and insurers need to remain alert for changes
taking place at the global, federal and state level.
The establishment of the FIO, increased scrutiny by
state regulators, and continued uncertainty around
SIFI criteria may temporarily deter some companies
from engaging in substantial M&A. Increased clarity
around legislation and regulations of importance to
the insurance industry may boost market confidence
and spur M&A, even if new regulations increase
compliance costs and oversight.

3

Investment activity
by private equity firms
Increased investment by private equity (PE) firms into the
insurance industry through M&A – particularly in the areas
of annuities, agent-brokers, and some Bermuda run-off
companies – is expected to continue in 2014. PE-backed
buyers accounted for approximately 40 percent of agentbroker deals in 2013. The more active PE-backed firms
included HUB International and Confie Seguros. HUB was
responsible for approximately 10 percent of announced
deals, with Confie Seguros involved in approximately eight
percent of the transactions.21
Historically, PE buyers have tended to prefer acquiring
insurance brokers over insurance underwriters, as
brokerage is not asset-intensive and does not tie up capital
for a long period of time. However, the low interest rate
environment has changed the landscape. Increasingly,
PE firms are investing in the life insurance and annuities
space; they find annuities, in particular, attractive due
to the assets which back the liabilities. PE firms can use
their investing acumen to invest some of the assets in
higher-returning options than insurers typically do. Also,
the cash flows associated with annuity businesses are
fairly predictable so they don’t create undo cash flow
uncertainty for the PE firm.
PE firms seeking to engage in insurance sector M&A
should prepare for the increased regulatory scrutiny
that accompanies such deals. For example, in late 2012
Guggenheim agreed to acquire the U.S. annuity business
of Sun Life. Because the acquisition involved a New York
domestic insurance company, it required prior approval by
the New York Department of Financial Services (DFS) under
the New York Insurance Holding Company Act.22
On April 18, 2013, New York Superintendent of Financial
Services Benjamin M. Lawsky announced in a speech that
the DFS had become concerned about PE firms’ acquisition
of insurance companies, stating that they have a potential
“short-term” focus on “maximizing their immediate
financial returns” that is not “necessarily a natural fit for
the insurance businesses.” Lawsky questioned whether
PE-owned insurers are making riskier investments, which
could result in their inability to honor policy obligations.23

Fortunately, the potential chilling effect of this intensified
regulatory scrutiny was mitigated when the buyer
addressed regulators’ concerns and agreed to put in place
“heightened policyholder protections.” On July 31, 2013,
the DFS issued a press release announcing it had approved
Guggenheim’s acquisition of Sun Life New York. 24
In anticipation of continuing PE interest in insurance
industry acquisitions, the NAIC’s Financial Analysis Working
Group (FAWG) in May 2013 proposed that its parent
committee, the Financial Condition (E) Committee, form
a working group to study the trend and its implications.
FAWG identified potential best practices and possible
changes to state laws and regulations incorporating the
practices based on NAIC models. The proposed best
practices include requiring that a buyer demonstrate that
policyholders may be fundamentally more secure following
the proposed acquisition, and providing details on the
acquirer’s investment strategy for the target insurer and
the insurance group. 25

Bottom line
Although PE firms’ primary M&A focus historically
has been on insurance distribution/brokerage, their
interest in both life and annuity companies is on the
rise. It is possible that 2014 may see an uptick in
blocks of life insurance businesses going to PE firms.
Those PE firms which have already run the regulatory
gauntlet are likely to continue consolidating
their insurance industry holdings. However, firms
contemplating market entry via M&A should move
promptly if they hope to compete with established
players. Finally, some PE firms, especially in the
broker space, are looking to cash out of investments
they made a few years ago, which could stimulate
additional M&A activity.
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4

Capital management

There is an upside and downside to insurance sector
capital requirements, both of which could drive M&A
activity in 2014. On the upside, many companies currently
hold significant excess capital and are looking for ways to
put it to work, including M&A. Conversely, some weaker
companies’ capital deficiencies could prompt them to divest
assets, exit lines of business, or sell the entire enterprise.
Capital management is a front-burner issue for insurance
company executives. Since the financial crisis, however,
insurance industry rating agencies have not provided
much clarity about the amount of capital that is required
to achieve certain financial strength ratings. (In fact, even
though insurers have been holding greater amounts of
capital some haven’t seen their ratings improve.) Knowing
this amount is important because anything above the
requirement (plus a buffer) is considered excess capital and
can be used to invest in the business, increase dividends
and/or stock buybacks, and engage in M&A.
Publicly traded insurance companies are under
considerable pressure from investors and the investment
community to drive up ROE. While regulatory and interest
rate uncertainty may prompt some companies to stockpile
excess capital, it can be difficult to achieve an adequate
ROE by doing so. Therefore, many companies adopt a
relatively safe and simple formula for using their excess
cash: invest a portion in the core business; designate
another portion for acquisitions; and return the remainder
to shareholders. Note, however, that if a company uses
excess capital to make an acquisition and the investment
doesn’t generate an appropriate near-term return, there
could be backlash.
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While some insurance companies are looking for ways
to spend their excess cash, others are struggling to meet
capital requirements and may turn to M&A for help.
Overall, the reserve position in the P&C market is not as
strong today as it was in the mid-2000s. At that time,
the marketplace was very hard – exposure rates were
good and loss ratios were fairly benign. As the market has
softened, though, reserve releases have slowed, implying
that future earnings results may benefit less from prior
years’ reserve development. The prospect of not making
earnings targets without future reserve releases may
prompt some companies to turn to M&A for growth. Also,
grossly under-reserved companies may need to divest
assets or be acquired.

Bottom line
Some of the tension between insurance companies
and the rating agencies regarding capital adequacy
requirements is understandable. The agencies
are worried about companies going out of
business; from their perspective, the more capital a
company holds the better. Public companies need
to provide an acceptable ROE to investors; from
their perspective, holding enough capital to get
a proper rating and putting the excess to work is
preferable. In general, insurance companies have
been retaining more capital, including a very liquid,
low-yielding buffer, which should reassure rating
agencies and the investment community that these
companies are being prudent in case another
recession takes place. But they also are using excess
capital to invest in the business, increase dividends
and/or stock buybacks, and engage in M&A.

5

Buyer/seller expectations

Although narrowing, the gap between seller and buyer
pricing expectations may remain an impediment to
insurance sector M&A in 2014. During the past year, some
sellers believed that Wall Street was undervaluing their
business’ worth; at the same time, potential buyers that
didn’t get their desired price found alternative uses for
their capital, such as reinvesting in the core business or
buying back stock.
While disconnects still exist, stock prices in general are
rising and with them sellers’ confidence that the offered
price for an acquisition is more realistic. Some sellers are
seeing offers above book value although, according to
The Wall Street Journal, U.S. companies, on average, are
paying just 19 percent more than their target’s trading
price one week before the deal was announced, well
below the historical average of 30 percent. Ironically,
escalating stock prices can complicate deal negotiations by
shrinking a premium on a daily basis.26
If executives’ perception of their company’s value has
been realistically and positively level-set, they may be more
willing to engage in M&A, especially if corporate boards
and investors start clamoring for growth. Yet, deciding
to sell is not a given: Because the economy is improving,
there are fewer companies that have to sell their business.
Coming out of the financial crisis, industry observers
thought that insurers would do a systematic review of their
businesses, decide which to remain in and which to exit,
and divest and acquire as needed. While this approach
generated some M&A, it was less than anticipated. What
happened instead, at least in some situations, is that

companies decided to put certain businesses into runoff
rather than sell them. Now, however, insurance companies
that have cleaned up some of these retained businesses
(e.g., raised prices to improve profitability) are deciding
it may be time to sell them, especially since their overall
stock price has improved.
Acquirers, meanwhile, are likely to remain cautious
about paying much beyond book value due to continued
political uncertainty, industry cycles, a lukewarm economic
recovery, and the prospect of increasing interest rates.27 In
addition, the market now has inherent growth priced in,
and buyers are skeptical about where that growth is going
to come from.

Bottom line
Generally, buyer/seller expectations are moving
closer to alignment. Sellers are setting more
reasonable price thresholds and buyers are
concluding that it may be time to move on desirable
targets, especially before interest rates show their
mettle. In addition, both buyers and sellers are
thinking more strategically about M&A. Buyers are
conducting inorganic growth analyses to determine
the types of acquisitions that could make the
biggest impact and put them in a position to offer
higher price valuations. Sellers are identifying where
they are in the valuation cycle; if they conclude that
their stock price may not increase much more it may
be a good time to unload non-core assets.
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6

M&A capability building
by strategic buyers

Many insurance companies scaled back their internal
business development/M&A capabilities and resources
during the recession. Now that the economic landscape is
improving and more companies are contemplating M&A
transactions, these organizations have begun to make the
investments needed to strengthen their M&A readiness
by bolstering their strategy, due diligence, legal, financial,
operational, and governance capabilities.
Large insurers who stayed busy during the recession
by acquiring distressed properties and international
targets generally retained their business development
departments, although today they may consist of a few
dedicated M&A leaders versus larger, multifunctional
teams. In contrast, middle-market insurance companies
that are ramping up M&A activity after reducing budgets
and headcount may lack the resources needed to
effectively engage in serial or larger-scale M&A. Lacking
organic growth prospects, these companies may have no
choice but to build (or rebuild) their capacity to transact
deals.
As a key engine of growth, a business development
strategy should align with a company’s overall growth
strategy and targeted end state; clarify M&A performance
expectations (e.g., topline growth, value) and limitations
(e.g., financing capacity, management mindshare,
geographic dispersion); offer a clear view of the current
M&A market environment, relative valuation and
competing buyers; define target screening criteria; and
identify the initial target universe.
M&A playbooks can help to move business development
from strategy to implementation. Playbooks formally
document a clear and disciplined M&A decision
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framework; repeatable, predictable, and efficient
processes; and appropriate checklists, tools, and standard
templates. Playbooks also provide guidelines for specific
M&A transaction functions – target screening, due
diligence, integration and divestiture management, change
management, and others – and assign responsibility for
each function to members of a virtual team which can
advise the business development leaders when an M&A
opportunity arises. It is important to note that creating
a virtual team does not necessarily mean adding staff.
Increasingly, insurance companies are augmenting full-time
corporate development staff with part-time, as-needed
subject matter specialists from impacted functional areas.
They are also looking for ways to use technology and
data analytics to learn more about the strengths and
weaknesses of their targets and what product/service/
capability gaps an acquisition might fill.

Bottom line
Insurance company M&A teams are smaller now,
which means they have to be proactive versus
reactive and work smarter versus harder. Business
development should be a focused effort that uses
both internal and external resources to provide
the capabilities needed to quickly and efficiently
transact a deal. Readiness consists of aligning the
M&A strategy with corporate growth goals; defining
a decision-making process as well as governance
and performance expectations; codifying M&A
procedures, tools and templates (playbook);
communicating roles and responsibilities to the
organization and external consultants; and providing
training, as necessary.

Moving forward

For the past few years, insurance companies have spent
considerable energy improving their bottom lines by
cutting costs; however, bolstered by improved economic
conditions, rising stock prices, and the continued need to
strengthen ROE, many are turning more of their attention
to generating topline profitable growth, both organically
and inorganically. Leading insurers are conducting strategic
business reviews to assess their current product, customer
service, and go-to-market capabilities, and their core and
non-core markets; figuring out where they want to (and
don’t want to) grow; and making deliberate decisions on
how to achieve their objectives – including the increased
role M&A might play. Those companies that have decided
to utilize M&A as a growth driver are strengthening
their business development function, taking the pulse
of the market, and actively communicating their desire
for acquisitions. They are engaging with external firms
to identify likely targets, build relationships, conduct due
diligence, and determine how to integrate an acquisition’s
employees, products, processes, and technologies.

3. Bid-ask spreads narrow: Acquirers justify paying
higher multiples to book as evidence begins to emerge of
accelerating economic growth, improving interest rates, or
other factors that could enhance the potential return on
an investment.

In addition, these organizations are evaluating the M&A
landscape and identifying triggers that could accelerate
M&A activity. These may be classified in two ways: Higherprobability events that could have a moderate impact and
lower-probability events that could have a major impact.
Many of the M&A triggers are tied to the insurance
industry issues discussed in this paper and, therefore, lend
themselves to strategic scenario planning.

3. Private equity makes a bold play: A PE investor,
prompted by an ability to raise capital and deliver strong
investment returns, consolidates a number of midsize
organizations (especially in the P&C sub-sector) and builds
a strong organization capable of taking market share.

Higher-probability events that could have
a moderate impact:
1. Strategic management of business portfolios:
Competitive pressure within specific segments of the
industry cause larger organizations to divest non-core
businesses or acquire capabilities (e.g., channels,
technology) they believe may strengthen their long-term
position.
2. Growth pressure reaches a tipping point: Triggered
by heightened EPS growth expectations by the investment
community or further shrinkage in premium or market
share by the mutuals, organizations turn more aggressively
to inorganic growth strategies.

Lower-probability events that could have
a major impact:
1. Emergence of clarity about capital requirements:
Go-forward capital reserve requirements become clear for
specific lines of business, triggering M&A (divestitures and
acquisitions) as the attractiveness of different businesses
change based on an organization’s capital position and
core competencies.
2. The U.S. insurance market becomes more attractive:
A hard market similar to 2000-2003 makes the United States
a much more attractive insurance growth market to foreign
investors and may trigger strategic acquisitions designed to
enable those acquirers to capitalize on that growth.

4. Innovation alters the competitive landscape: The
launch of a highly popular new insurance product, a
breakthrough innovation in how products are priced, or
the launch of an innovative distribution capability puts
significant pressure on the top lines of weaker players,
prompting them to make transactions to maintain scale.
Based on our discussions with insurance company
executives, directors, and PE investors, there is a strong
interest in and a strong need for using M&A as a
specific element of many companies’ growth and capital
management strategies in 2014. This elevated level of
demand, combined with outcomes from the M&A issues
discussed above, should trigger a more active insurance
M&A deal environment in the coming year.
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