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Methodology 
Mayer Brown LLP commissioned Mergermarket to interview 75 insurers and reinsurers  
in the life and/or property and casualty (P&C) subsectors, as well as bankers and private  
equity practitioners who have worked on insurance M&A to gain insight into their predictions 
surrounding M&A activity in the insurance sector. All responses are anonymous and results  
are presented in aggregate. 
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Introduction
Since the financial crisis, there has been tepid M&A volume in the insurance sector. 
Despite the muted numbers, respondents in the inaugural Global Insurance M&A 
Outlook, sponsored by Mayer Brown LLP in association with Mergermarket, are 
optimistic that there will be an uptick in activity over the next 12 months. With the 
current backdrop of limited opportunities for organic growth, companies are 
increasingly looking for opportunities to expand their product offerings and 
distribution capabilities through acquisitions. “I expect the overall volume of 
insurance M&A activity to increase. For our firm, we are expanding into positions in 
important product lines via acquisitions,” says a Europe-based head of strategy at a 
life insurance company.

Survey results reveal that an overwhelming of respondents expect M&A activity to 
increase in both the property and casualty (P&C) (88%) and life subsectors (87%). 
Sixty-eight percent of respondents point to the improving economy as the main factor 
spurring this anticipated rise in M&A activity over the next 12 months. 

Smaller deals are expected to be at the forefront of the activity. Forty-seven percent 
of respondents believe that most of the M&A activity in the insurance sector will 
occur in the lower, middle-market range (US$100m-US$250m). Of the 36% who 
expect deal values to be slightly higher (US$250m-US$500m), a plurality of these 
respondents were based in the Americas and were slightly more weighted toward 
P&C focused companies. 

“With the economy showing signs of recovery, M&A activity in the insurance industry 
will increase as companies in the sector seek new opportunities for growth and 
diversification,” says a Europe-based partner in a diversified financial services firm.

This report explores the similarities and differences between the factors impacting 
M&A appetite and activity in the life and P&C subsectors over the next 12 months.  
It analyzes corporate strategies – specifically geographic expansion, product expansion 
and divestitures – as they affect each subsector differently. 

This report also looks into the current regulatory hurdles that the industry faces. A 
common theme mentioned throughout the research is the importance of changing 
capital requirements and related regulations on the appetite for insurance M&A. 
The increasing role of private equity is another major topic. By looking at the 
various moving parts of insurance M&A, this report attempts to show why, despite 
continuing challenges, the next 12 months seem to be ripe for active dealmaking.

M&A  Drivers:

Geographic expansion

Product development

Divestitures
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Growth Strategies 
Over the next 12 months, respondents expect insurance companies to engage in  
M&A transactions seeking both product and geographic expansion. Beyond these 
traditional avenues of development, life and P&C companies will also use alternative 
growth strategies and make bolt-on acquisitions to achieve economies of scale and 
bolster returns.

Product Expansion
To remain relevant to their customer bases, insurance companies must offer 
products that respond to changing customer needs and demographics, including 
the expansion of the middle class and the growth of aging populations. As a result, 
the majority of corporate respondents plan to expand their product offerings over 
the next 12 months. This finding is echoed by a notable number of investment 
banker and private equity respondents who also expect product expansion to  
be the most common growth strategy for insurance companies in the next year. 

In some cases, for instance, insurance companies in more developed economies have 
to improve their product selections to satisfy their customers’ increasingly 
complicated financial needs. “The domestic market is becoming more competitive, 
pushing local insurers to develop products to reach untapped population segments,” 
says a Europe-based chief financial officer involved in reinsurance and P&C.

Life insurance companies are focusing on products that enhance customer 
relationships. “There are too many complex insurance products; the benefit  
of diversification into these products is offset by increased risk. So instead,  
my company is expanding into products that reflect changes in customer needs,”  
says a US-based director of finance at a life insurance company. An example of a 
new product would be one that covers emerging risks. These risks arise out of 
unforeseen events that are hard to quantify or new risks that have resulted from 
economic or technological developments not backed by historical data.  

“Over the last few years, we have seen a focus  
on smaller, ‘tactical’ acquisitions as our clients  
have been expanding either their product 
offerings or geographical scope.”
Steve Rooney, paRtneR, MayeR BRown LLp

of corporate 
respondents say that 
their companies plan 
to expand product 
offerings in the next 

year and 50%
 

of investment banker 
and private equity 
respondents say this 
company strategy will 
be the most common 
over the next 12 
months

67%
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taRgeted RegionS of outBound M& a

Geographic Expansion  
With organic growth opportunities tepid for P&C insurers, these companies are 
compelled to seek growth through, among other things, geographic expansion.  
A notable proportion (29%) of respondents think that for P&C insurers, geographic 
expansion is the most important driver of M&A over the next 12 months, with a 
quarter of respondents saying that this is also true for life insurers. 

“Our firm mostly focuses on the local markets since requirements are easier to 
understand. But my firm also realizes that we have to act fast and capture a good 
share of the global markets through geographic expansion, which has become an 
important corporate strategy,” says a Europe-based director of strategy at a P&C 
company. 

The majority (57%) of corporate and private equity respondents say that they 
expect to make acquisitions in North America in the next 12 months. North 
American and European respondents say North America is the region in which 
they will make most of their acquisitions, with European respondents equally split 
between North America and Europe. For Asia-Pacific respondents, North America 
is their second choice after their region. 

of corporate and PE 
respondents say they 
expect to make 
acquisitions in North 
America

24%

44%

73%

24% of North 
America-based 
respondents 
expect to make 
acquisitions in 
Europe 

44% of Europe-based 
respondents expect to 
make acquisitions in 
North America

73% of Asia-Pacific-
based respondents 
expect to make 
acquisitions in  
North America

M&A Driver: 
Geographic 
expansion

57%
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Alternative Growth Strategies
The majority of survey respondents plan to participate in strategic 
alliances over the next year. These partnerships offer insurance 
companies, which often focus on niche products, the opportunity to 
tap into another company’s resources. By collaborating, these 
companies are able to provide their clients with a more diversified 
array of product offerings as well as a wider distribution channel. An 
example is the strategic alliance between The Allstate Corporation 
and ING Companies announced in December 2013. This provides 
Allstate customers with ING-issued fixed annuity offerings, which 
Allstate no longer issues but still wants to provide clients.

For half of respondents, one of the most important alternative 
growth strategies will involve the development of new distribution 
channels. Given the increased use of mobile devices and applications, 
it is important for insurance companies to develop new, technology-
driven distribution channels for their products and services. The 
complicated nature of many insurance products and services also 
demands closer customer contact through new and innovative digital 
approaches. Customizing distribution channels to serve a particular 
demographic will also be a new challenge. Generational gaps 
between customers, for instance, will require insurance companies 
to employ a mix of traditional and modern distribution channels. 

“We have seen a lot of interest from our clients in non-traditional  
M&A. Joint marketing arrangements, collaboration with reinsurers  
for block acquisitions/divestitures and capital management, and use  
of MGAs. These approaches often offer a lower-cost, lower-risk, quicker 
alternative to traditional M&A. Joint ventures and bancassurance 
transactions are also prevelant outside the US.”  

dave aLBeRtS, paRtneR, MayeR BRown LLp 

50%
expect that, aside from  
M&A, companies will use  
new distribution channels

expect to be 
involved in a 
strategic alliance 
over the next 12 
months

67%
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Bolt-on Acquisitions
Another tool for regional expansion and accelerating growth is 
bolt-on acquisitions, which has become more of a trend in the 
insurance sector and have somewhat replaced transformational 
transactions. While larger deals have the potential to positively 
transform a company, they often come with unwanted legacy 
business or liabilities. Bolt-on acquisitions allow insurers to focus on 
targets that supplement their existing lines of business, to allow for 
greater efficiency and provide additional distribution channels that 
reach key demographics. It is not surprising then that respondents 
think the top two drivers for bolt-on acquisitions are increases in 
cost efficiencies and expansion into new products for existing 
distrbution channels. One example of a bolt-on acquisition by a life 
insurer is MetLife’s US$2bn purchase of BBVA’s Chilean pension 
business. The purchase allowed MetLife to expand its presence in 
emerging markets, which is a key strategic focus for the life insurer.

Funding of Acquisitions
The overwhelming majority (85%) of respondents say they will 
finance their acquisitions using their balance sheets, reflecting the 
strong capital position of many insurers. 

The bank loan market has become a more popular mode of financing 
with the majority (53%) of respondents saying they will access the 
bank loan market to fund their purchases, compared with 42% saying 
they will use bonds. Twenty-nine percent of respondents say that they 
will use equity as currency.  

How do you pLan to finance 
youR acquiSition(S)?

M&A Driver: 
Product 
development
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Divestitures
Insurers are getting hit by more stringent regulatory capital requirements, 
compelling many of them to unload their non-core units, particularly those that 
require higher capital. This is reflected in the survey’s findings: 29% of respondents 
believe divestitures resulting from expected changes to capital requirements is the 
most important catalyst for life insurance companies, which almost a quarter of 
respondents say applies to P&C companies as well. It is not surprising then that 
when respondents were asked specifically about the impact of regulation on 
divestitures, almost three-quarters believe that this deal type will be the most 
common transaction resulting from increased capital requirements. 
 
“Divestments have increased significantly with the rise in capital requirements. 
Many insurance firms are divesting their product lines and businesses that are not 
performing well. These companies are selling at cheap prices to acquire capital and 
keep their reserves to fulfill the requirements,” a Europe-based head of strategy at 
a life insurance company says. 

Various European and US regulations impacting capital rules have compelled 
insurance companies to get rid of units or businesses to meet higher capital 
requirements. These include Solvency II in Europe and the Own Risk and Solvency 
Assessment in the US. There are also the potential new requirements applicable to 
Systematically Important Financial Institutions (SIFIs), Global Systemically 
Important Insurers (G-SIIs) and Internationally Active Insurance Groups (IAIGs).  

In fact, the majority (60%) of respondents view capital requirements as one of the 
biggest regulatory challenges affecting M&A dealmaking in 2014 while 40% name 
compliance challenges as a significant obstacle. 

29%Life 

24%P&C 

DIVESTITURES ARISING FROM 
ANTICIPATED CHANGES TO CAPITAL 
REQUIREMENTS IS THE MOST 
IMPORTANT CATALYST FOR M&A IN:

think that divestitures 
will be the most 
common type of 
transaction as a direct 
result of increased 
capital requirements

74%
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“Evolving capital and regulatory issues  
are leading many companies to reconsider 
product lines or geographic markets.  
As some companies divest, other companies 
see this as a buying opportunity.”
coLin ScageLL, paRtneR, MayeR BRown LLp 0
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Of the corporate respondents who are planning to make divestures, 
33% say they are going to divest in Europe. Investment banker 
respondents (26%) also name Europe as the region where divestitures 
will be most prominent. Many of these divestitures are driven by 
Solvency II, which harmonizes insurance regulations across Europe. 
For companies that cannot raise the required capital under the 
regulation, they would likely choose to get rid of businesses where the 
resulting capital charges can negatively impact returns.  

European respondents are most likely to divest in their own region, 
while Asia-Pacific respondents expect to divest in their own region 
as well as in Europe. North American respondents that plan to make 
divestitures will most likely do so in Europe and Latin America.  

Many of these divestitures are also driven by the desire to focus on 
core competencies, according to respondents. Meanwhile, many 
buyers of the divested businesses are driven by the desire to raise 
their profiles in certain niche markets. As a Canadian investment 
banker says, “There is an interesting intersection of supply and 
demand as some firms exit non-key businesses and are looking to 
focus on their core operations while others look to shore up market 
position in those very same markets.” 

wHat aRe tHe BiggeSt cHaLLengeS 
pReSented By ReguLation to 
inSuR ance fiRMS affecting M& a 
and otHeR t ypeS of deaLMaking?

M&A Driver: 
Divestitures
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Private equity
Respondents look positively on private equity’s role in the insurance industry, which 
they believe is set to increase in 2014. As a UK-based director of strategy in the P&C 
subsector says, “These firms have proven to be strong bidders for insurance assets.” 

For both the life and P&C subsectors, respondents believe that this activity will 
trend upward. Aside from private equity firms having significant cash balances 
that they can put to use, there are other reasons why private equity is interested  
in different aspects of the insurance business. 

An overwhelming proportion (88%) of respondents believe that the level of private 
equity activity will increase in the life subsector while 93% think that it will 
increase for the P&C subsector. In fact, most respondents chose private equity 
buyouts as their top pick for the most common deal type in both the life (55%)  
and P&C (60%) subsectors. Furthermore, respondents believe alternative asset 
managers and/or private equity firms will be among the most active buyers driving 
M&A in the life (68%) and P&C (71%) subsectors over the next 12 months. 

0 10 20 30 40 50 60 70 80

Life

P&C

Large, cash rich insurers

Regional/mid-sized insurers

Companies from high-growth/emerging markets                 

Niche/specialized insurance firms

Alternative asset managers/Private equity

Reinsurers

Percentage of respondents

 4%

 4%

 71%

 68%

 33%

 35%

 33%

 36%

 13%

 15%

 45%

 43%

believe that private 
equity buyouts will be 
the most common 
deal type in the next 
12 months for the life 
subsector and 

60%
 say it will 

be the most common 
for the P&C subsector wHat t ypeS of BiddeR coMpanieS do you expect to dRive 

M& a activit y in tHe Life and p&c SuBSectoRS?

55%
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Forty-seven and forty-nine percent of respondents believe that 
private equity will be most interested in backing new entrants in the 
life and P&C subsectors, respectively. These financial buyers have 
been boosting their presence in these insurance subsectors by 
making acquisitions through their holding companies. An example 
of this is Prosperity Life Insurance Group’s, which is backed by 
Reservoir Capital Group and Black Diamond Capital Partners, 
purchase of SBLI USA Mutual Life Insurance Company.  

A factor that is likely driving private equity interest is the availability 
of targets sourced from sales by foreign insurance companies of their 
US life insurance units, particularly annuity business. A notable 25% 
of respondents think that private equity has an interest in acquiring 
life annuity businesses because private equity firms have the 
expertise and investment savvy to lessen the risk of current low 
interest rates — particularly on annuity businesses — and improve 
the spreads for these portfolios. The low prices of these businesses 
have also attracted private equity buyers to the space. 

Some notable examples of private equity firms actively buying 
annuity operations and adding to their investment management 
businesses include Apollo Global Management portfolio company 
Athens Holding’s purchase of Aviva USA Corporation as well as 
Guggenheim Partners portfolio company Delaware Life Holdings’ 
purchase of Sun Life Financial’s US annuity unit.

However, these purchases have been met with some opposition. Last 
April, the New York Department of Financial Services (NYDFS) 
Superintendent Benjamin Lawsky voiced his concerns regarding the 
increasing number of insurers controlled by private equity firms, 
noting that private equity’s focus on maximizing profits over a short 
three- to five-year investment horizon could conflict with the 
interests of policyholders. NYDFS has subpoenaed firms including 
Apollo Global Management, Guggenheim Partners, Harbinger 
Group and Global Atlantic Financial Group for data on their fixed 
annuity investments. 

“Private equity investment 
in the insurance space 
has been a large factor 
in recent years, especially 
of annuity businesses, 
brokers and service 
companies. If certain 
regulatory concerns can 
be addressed, it has the 
potential to really 
accelerate the pace  
of M&A insurance 
transactions.”
eddie BeSt, paRtneR,  
MayeR BRown LLp

M&A Driver: 
Divestitures
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Challenges
Despite the opportunities that insurance M&A present for dealmakers, 
there are also some challenges that can derail or delay transactions.

The regulatory uncertainty that both buyers and sellers need to 
overcome has added to the complexity involved in merger 
transactions. With the increasing number of divestitures that was 
noted earlier in the report, for instance, buyers would have to factor 
in not only the jurisdictional tax issues involved in their acquisitions 
but must also know about any impact Solvency II would have on the 
companies they are buying.

Additionally, as more and more companies expand into other 
geographic regions and add increasingly complex products to offer 
their clients, companies will need to conduct more extensive due 
diligence given that they have no previous experience to draw on in 
these new markets, which can prolong the M&A process.

Heightened scrutiny has also increased the difficulty of bringing 
insurance deals to market. “The most challenging factor in 
insurance M&A is deal complexity as internal and external 
stakeholders closely scrutinize complicated transactions. When new 
management makes an acquisition and plans for a certain level of 
synergies, they want to make sure there’s appropriate use of growth 
capital,” an Asia-Pacific-based chief financial officer says.

Many respondents cite mismatched pricing expectations between 
buyer and seller as the second most common obstacle for P&C 
companies. Although insurance firms have traditionally traded for 
less than their book value, the outlook for insurance industry 
earnings has improved along with the stock markets in the past year. 
These factors have boosted sellers’ expectations of their companies’ 
value. However, partly due to muted economic growth, buyers 
remain cautious and this, in turn, results in varying pricing 
expectations between buyers and sellers.

 

Main challenges and obstacles include:

deal
complexity

expectations
pricing  

mismatched 

regulatory
changes/
uncertainty
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The outlook for the insurance sector is generally positive as survey 
respondents expect an overall increase in activity in both the life and 
P&C subsectors. There are consistent themes underpinning 
respondents’ positive outlook – the health of the economy, increased 
distribution channels, and, in some instances, increased regulation.

A lot hinges on the continued health of the economy as respondents 
have based their optimistic outlook on a story of economic recovery 
and growth. Alongside the economy, respondents also cite adding to 
and enhancing distribution channels as another factor that can 
further spur activity in the insurance sector. Given the current 
orientation toward the use of digital devices, technology and social 
media are playing a crucial role in the distribution of increasingly 
complex insurance products. 

On the regulation front, despite some clarity on the Solvency II 
implementation date, there are outstanding regulations that are still 
shrouded in uncertainty, a factor that can affect future appetite for 
insurance M&A.   

Economy
Although dealmaking in the insurance sector remains below pre-crisis 
levels, many respondents cite the improving economy as the biggest 
game changer in the insurance sector that would drive up deal activity 
and result in steady growth. “Both the life and P&C subsectors will see 
an increase in activity as the economy improves and insurance 
company balance sheets stabilize. Under this environment, the goal is 
to efficiently use capital and to increase market penetration by helping 
companies grow their product portfolios using new, innovative ideas,” 
says a Europe-based head of finance at a life insurance company.

Expectations are that increased M&A activity is set to continue in 
the insurance sector and, perhaps, accelerate over the next year, 
resulting in companies having a variety of insurance products in 
their portfolios. “This product mix will help firms generate financial 
as well as operational margin growth,” a Europe-based director of 
strategy at a P&C business says.

Conclusion

“Bigger is not necessarily 
better when you 
consider that large 
insurance groups could 
be designated as SIFIs 
or G-SIIs. No one 
knows yet what kind  
of enhanced capital 
requirements will be 
imposed on those 
groups by bank 
regulatory officials  
who are newcomers to 
the world of insurance 
regulation.” 

LaRRy HaMiLton, paRtneR, 
MayeR BRown LLp
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“Numerous industries 
– insurance, construction, 
real estate, hospitality 
and banking – as well as 
major city governments 
are advocating for the 
extension of TRIA, but 
Congress has other 
priorities, and it is 
entirely possible that the 
uncertainty will continue 
until we get down to the 
wire in December.”
JiM woodS, paRtneR,  
MayeR BRown LLp

Technology and Improved Distribution Channels

Technology will play a crucial role in determining insurance 
companies’ success whether it be through the improvement of their 
underwriting systems or expansion of their distribution network. 
These improvements can boost the value of these companies as 
potential attractive targets. Additionally, these insurance 
companies might find it more effective to develop these capabilities 
by engaging in M&A.

Respondents say that insurers are leveraging their proprietary data  
to correctly assess the risk in each policy and to provide their 
underwriting systems with as much information as possible.  As a 
US-based P&C partner in an investment bank says, “The evolution in 
underwriting technology and increased understanding of clients’ 
insurance needs are some of the factors that can potentially make a 
difference in 2014.” In this vein, a Europe-based managing director 
at a life insurance business says that most insurance companies now 
provide customized insurance, safety and emergency services and 
take regular feedback from their customers.

At the customer’s end, there has been a rise in the use of social media 
for insurance information and the internet to buy products. Insurance 
firms have to adapt to these changes to remain competitive. 
“Innovations in insurance products and distribution systems will 
create a very positive environment in the next 12 months. These 
include the de-materialization of policies and introduction of the open 
architecture structure,” a US-based chief financial officer at a 
diversified insurance business says 

Regulatory Issues
The impact of regulations is more of a mixed bag. According to 
various respondents, regulatory changes related to risk-based 
supervision will have a more positive impact on the level of M&A  
in 2014 compared with 2013. Expectations are that these rules will 
bring pricing back on track as insurance companies’ balance sheets 
and financial outcomes stabilize. 
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Although there is some downside to regulations including rising 
compliance costs, respondents say that the proper alignment 
between risk and capital requirements will create institutions that 
are more stable. “The new regulations will help reduce risk and place 
businesses in a better position financially to make acquisitions,” says 
a US-based director of M&A with a P&C focus. The positive 
outcomes extend to the products that insurance companies offer. 
“Stricter capital requirements mean that new business will be 
focused on capital-lite products wherever possible,” a US-based chief 
financial officer at a P&C company says.

A US-based investment banker adds, “The new regulations are 
creating a new outlook in pricing and underwriting discipline, 
widening operating margins. This has created significant growth 
opportunities in the insurance market especially in the life and P&C 
subsectors where the focus is high.” 

Despite respondents’ positive outlook on regulatory changes, there is 
still significant ambiguity related to the capital requirements that 
will be applicable to SIFIs, G-SIIs and IAIGs. Additionally, there is 
also uncertainty surrounding the extension of the federal terrorism 
insurance backstop set to expire at the end of 2014. The program 
was established by the Terrorism Risk Insurance Act of 2002, which 
was passed as a response to the September 11, 2001 terrorist attacks.

In summary, current insurance industry trends point to a healthier 
M&A market in 2014 compared with the previous year. Continued 
faith in the economic recovery will further bolster the expected 
activity increase. However, some regulatory clouds are still hovering 
over the sector that can impact future appetite for dealmaking.
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Alternative buyers, including private 
equity (“PE”) firms, hedge funds and 
asset managers, have been significant 
sources of M&A activity in the insurance 
sector and, according to industry 
observers, including the respondents to 
Mergermarket’s 2014 Global Insurance 
M&A Outlook, are expected to continue 
to play a major role in insurance M&A in 
the near future. While alternative buyers 
have been active in all sectors of the 
insurance industry, they have been 
particularly impactful in the life 
insurance sector, particularly the annuity 
subsector, as well is in the insurance 
broker and insurance services sectors.

A number of factors make the 
insurance industry attractive to 
alternative buyers. As Warren Buffett 
has commented, owning an insurance 
company allows him to use, at little or 
no cost, the “float,” or the money the 
insurance company holds to pay 
insurance claims in the future, to 
acquire businesses and assets beyond 
what his equity capital alone would 
permit. According to statistics compiled 
by the U.S. Department of the Treasury, 
as of December 31, 2012, U.S. insurance 
companies had $6.8 trillion of 

edwaRd S. BeSt and LawRence R. HaMiLton, MayeR BRown LLp

investible assets. Even for Mr. Buffett, 
that’s a lot of money!

Asset managers and PE firms view life 
insurance companies with large blocks 
of annuity business as opportunities to 
grow their asset base and apply their 
asset management skills to boost 
spreads. Insurance companies backed 
by Apollo Global Management, 
Guggenheim Partners and Berkshire 
Hathaway are among recent buyers of 
blocks of annuity businesses. 

PE firms have also been acquiring 
insurance brokerage and insurance 
services businesses. Firms in this sector 
generally provide stable cash flows that 
support increased leverage, low capital 
requirements and opportunities to 
“bolt-on” acquisitions to take advantage 
of economies of scale. Furthermore, as 
discussed further below, these 
companies are subject to less 
cumbersome regulation than regulated 
insurance companies. For example, 
GTCR LLC and Hellman &  Friedman 
LLC have each acquired more than a 
dozen insurance brokers in the last two 
years alone, including Hellman & 
Friedman’s recent $4.4 billion 
acquisition of Hub International Inc. 

Alternative Buyers  
and Insurance M&A:  
Opportunities and Challenges

16
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KKR & Co. L.P.’s $2.4 billion acquisition 
of a majority of Sedgwick Claims 
Management Services Inc. is an example 
in the insurance services subsector. 

Hedge funds view some reinsurance 
lines as providing the opportunity for 
low-volatility, non-correlated risks that 
can significantly benefit from the hedge 
funds’ investment expertise. These 
opportunities are even more attractive 
when the reinsurer can be operated in a 
tax-free environment. 

While there are numerous 
opportunities for alternative buyers to 
pursue M&A opportunities in the 
insurance industry, there are also 
challenges, the most important of 
which are summarized below. 

Under U.S. state insurance laws, a 
“change of control” (usually defined to 
mean the acquisition, directly or 
indirectly, of 10% or more of an 
insurer’s voting stock) requires prior 
approval from the insurance regulatory 
authority in the insurer’s state of 
domicile.  In making its decision on 
whether to approve the change of 
control, the regulator looks at, among 
other things, whether the transaction 
might jeopardize the financial stability 
of the insurer or prejudice the interest 
of its policyholders. 

In the last year or so, a number of state 
insurance departments, most vocally the 

New York Department of Financial 
Services (the “NYDFS”), have raised 
concerns that the perceived short term 
focus of PE firms may be at odds with 
the best interests of policyholders and 
prudent insurance company 
management. In light of these concerns, 
the NYDFS and Iowa Insurance 
Division have required “enhanced sets of 
policyholder safeguards” as a condition 
to approving  
a number of recent acquisitions by 

acquirers the regulators characterized as 
“private equity firms.”  These safeguards 
included an obligation to maintain 
heightened risk-based capital (“RBC”) 
levels at the acquired company; establish 
and fund a trust account that would be 
triggered if the specified RBC level was 
to fall below a specified amount; obtain 
prior regulatory approval of material 
changes to the acquired company’s plan 

“In the last year or so, a number of state 
insurance departments, most vocally the 
New York Department of Financial Services 
(the ‘NYDFS’), have raised concerns that the 
perceived short term focus of PE firms may 
be at odds with the best interests of 
policyholders and prudent insurance 
company management.” 

17



18

of operations; and comply with more 
extensive reporting obligations (such as 
quarterly RBC level reports and reports 
on corporate structures, control persons 
and other operating information). 

This enhanced scrutiny of acquisitions 
by alternative buyers, or firms 
considered by regulators to be 
alternative buyers, could have a 
negative effect on the attractiveness  
of insurance M&A deals to alternative 
buyers, as the enhanced policyholder 
safeguards could significantly change 
the economics of the transactions and 
the uncertainty of obtaining regulatory 
approval could be a significant negative 
factor when a seller reviews a bid by 
such a firm in an auction process. 
Furthermore, in the absence of specific 
guidelines for regulators to follow in 
evaluating acquisitions by alternative 
buyers, sellers may be uncomfortable 
with the risk of regulatory approval, 
thus making offers by such firms less 
attractive. The National Association of 
Insurance Commissioners has created a 
special Private Equity Issues Working 
Group, charged with developing 
procedures for state insurance 
regulators to use when considering 
ways to mitigate or monitor the 
perceived risks associated with private 
equity/hedge fund ownership or control 
of insurance company assets.

The “Form A” regulatory approval 
process can also pose a challenge for 

“The ‘Form A’ regulatory approval process can also pose 
a challenge for alternative buyers because it entails 
disclosure to the regulators of sensitive information 
about the firm.”

alternative buyers because it entails 
disclosure to the regulators of sensitive 
information about the firm such as the 
firm’s precise ownership structure and 
personal financial information about the 
ultimate control persons. While some 
regulators may be amenable to waiving 
some of these requirements or permit 
private or limited disclosure of the 
information, some regulators may not. 
Given the private nature of many 
alternative buyers, this requirement may 
be challenging to overcome.

Aside from the challenges of obtaining 
regulatory approval for the change of 
control, the plethora of limitations 
placed on the financial flexibility of 
insurance companies also poses a 
challenge for alternative buyers in terms 
of financing the acquisition, servicing 
the debt and taking out profits. 

Often, an alternative buyer will seek to 
boost its return on an investment 
through the use of leverage. In a typical 
leveraged acquisition, the buyer will 
capitalize an acquisition vehicle with a 
relatively small amount of cash and have 
the acquisition vehicle borrow (in the 
form of bank debt or high-yield bonds) 
the rest of the funds needed to pay the 
costs of the acquisition. Even if the 
acquisition debt was secured by a pledge 
of the target insurance companies’ stock, 
any foreclosure on the pledge would be 
subject to prior regulatory approval. 
Furthermore, the regulator approving 
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the change of control could limit the 
amount of debt incurred by the acquirer 
so as to limit the need to take cash out of 
the insurance company. The need to 
service substantial amounts of debt 
could also negatively impact the 
insurance subsidiary’s financial strength 
ratings which could negatively affect the 
regulator’s perception of the transaction.

Traditionally, alternative buyers enter 
into management agreements with 
portfolio companies pursuant to which 
the buyer is paid a management fee to 
cover its expenses, service debt incurred 
to finance the acquisition and/or to 
provide cash flow to the buyer. Under 
insurance holding company rules, any 
material transactions with affiliates 
require prior notice to and review by the 
regulator and are subject to a fairness 
standard. Under this standard, the 
regulator could limit payments under 
such a management agreement to the 
actual costs of providing the 
management services and might not 
allow for payments to cover debt service 
or a profit to the buyer.

The ability to extract cash in the form of 
dividends is also limited. Typically, an 
insurer may not pay a dividend other 
than from “earned surplus.”  An insurer 
with negative earned surplus would 
typically not be able to pay any dividends 
without prior regulatory approval. 
Furthermore, even if an insurer has 
sufficient earned surplus, typically an 

insurer will require prior regulatory 
approval to pay a dividend if the fair 
market value of the proposed dividend, 
together with other dividends made 
within the last twelve months, exceeds 
the greater (and, in some states, the 
lesser) of: (i) 10% of the insurer’s 
policyholders’ surplus as of the prior 
December 31 and (ii) the net income of 
the insurer for the prior calendar year. In 
addition, some states as a matter of 
course prohibit all dividends from 
insurance companies in the first three to 
five years after a change of control.

As a result of these limitations, 
acquisitions of regulated insurance 
companies can be more challenging for 
alternative buyers. It is not surprising, 
therefore, that a significant percentage  
of the insurance M&A transactions by 
alternative buyers firms in the last few 
years have involved insurance brokers 
and insurance services firms, both of 
which are not subject to these limitations.

So, given these challenges, why are 
alternative buyers expected to be active 
in insurance M&A in 2014?  Perhaps for 
the same reason why Willie Sutton said 
he robbed banks, “Because that’s where 
the money is.” 
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