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M&A IN THE

INSURANCE
SPACE
Mergers and acquisi�ons (M&A) in the insurance space are
not simply buy-and-sell arrangements. Instead, M&As are
o�en very complex deals that come with a long list of
challenges – and that present a wide array of opportuni�es
for both buyers and sellers.
The right approach and the right opera�ng model can make a world of diﬀerence in
the success of any acquisi�on. Acquisi�ons loosely fall into one of two categories.
First, an insurance carrier, money manager or InsurTech can buy another carrier to
enable and accelerate their growth strategy. This type of acquisi�on enables the
buyer to poten�ally oﬀer a broader array of products and mi�gate risk. For instance,
an annuity company might purchase a life insurer so it could sell life products, helping
to mi�gate its annuity risk with mortality life risk. Buyers acquire other insurers to
gain addi�onal capabili�es and economies of scale. Purchasers also acquire other
carriers to expand their distribu�on network. Those with a cap�ve agency model
might look to acquire a carrier with access to wire houses, for instance, and other
distributors accustomed to selling the par�cular product.
The second type of acquisi�on is a carve-out arrangement, where a carrier wants to
divest a por�on of its business, selling oﬀ blocks and mone�zing its exis�ng por�olio.
Over the years, the carrier might have accumulated a million in-force policies, for
instance, and want to sell oﬀ a por�on for the cash. The buyer beneﬁts from the cash
ﬂow generated by the block of in-force policies.
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M&A TRENDS
We’re seeing quite a few M&A trends in insurance.

Private equity ﬁrms have been entering
the market for the past 10 years or so.
While not insurance organiza�ons, private equity ﬁrms buy insurance blocks for their
investment value. These companies are also buying insurance blocks along with a small
insurance carrier, or a shill, so even though the small carrier might not have in-force
policies, the purchasing company can go through the regulatory process of being a
carrier and then create and sell products. When it comes to technology, private equity
buyers have an advantage over carrier purchasers: they aren’t encumbered by
mainframe legacy systems so they can more easily create their own opera�ng model.
This model typically taps the exper�se of third party administrators (TPAs).
In addi�on, we’ve been seeing more foreign en��es purchasing insurance companies.
They have the beneﬁt of generally lower interest rates, they can spread their risk
geographically, and they ﬁnd a market and willing sellers in the U.S.
For the past two years, we’ve also seen an increase in mega deals, acquisi�ons of
blocks with more than a million in-force policies. Sellers tend to be very large
insurance enterprises looking to outsource or sell large por�ons of their business.
For example, The Har�ord recently sold its life business to Pruden�al, and is now
selling oﬀ its annuity business.
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INSURANCE M&A ACTIVITY

IS ACCELERATING
In the past couple of years, insurance organiza�ons have
been ramping up acquisi�ons. Insurance M&A ac�vity
appears to be increasing drama�cally.
In its 2018 Insurance M&A Outlook, Deloi�e said that it correctly projected that 2017
insurance M&A ac�vity would start slowly, but gain speed as the year progressed –
and it did. Deloi�e data indicates the number of insurer transac�ons announced
during the second half of 2017 increased 50 percent over the ﬁrst half.
KPMG's survey of 200 global insurance execu�ves in Q4 2016 captures the perspec�ves
and outlook for M&A corporate strategy and innova�on. Here are the highlights.

84%

94%

37%

Planned to conduct
between 1 and 3
acquisi�ons in 2017

Planning at least 1
dives�ture

Priori�ze to be
reac�ve to market
opportuni�es
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INSURANCE M&A ACTIVITY IS ACCELERATING

There are several reasons for the accelera�on of M&As in
insurance. Three of the key drivers include:
Consistently low interest rate. We see more blocks of business change business now
than ever before. Many annui�es aren’t proﬁtable because they were priced assuming
a higher interest rate, and carriers didn’t an�cipate the rate to be so low for so long.
Carriers might want to get the business of their books, and buyers might beneﬁt by
inves�ng the cash ﬂow.
The need to get oﬀ legacy pla�orms. Carriers s�ll operate on older technologies, with
constraining and limi�ng mul�ple mainframe environments. It’s become increasingly
risky every year to operate on these legacy pla�orms, which are expensive to run and
limit growth. In addi�on, carriers are ﬁnding it increasingly diﬃcult to support legacy
systems as COBOL programmers re�re and new hires aren’t COBOL-proﬁcient. Buyers
can remedy this situa�on with a more eﬃcient opera�ng model.
The lure of InsurTechs. Startup InsurTechs typically oﬀer some advanced technologies
that carriers might lack, and acquiring this type of ﬁrm can beneﬁt from the addi�onal
capabili�es while bringing a new level of innova�on to the corporate culture.
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THE REGULATORY

ENVIRONMENT

Because the insurance industry is so
highly regulated, carriers must constantly
deal with new mandates that increase
both in number and intensity.

Mee�ng the challenges of new regulatory mandates is diﬃcult in the old mainframe
environment. It’s fraught with risk and very expensive and total cost of ownership is high.
Companies must get over many regulatory hurdles when they make an acquisi�on. For
instance, in order to operate in a new area, they must domicile in a state and get state and
federal approvals. Some products need to be approved by the Securi�es and Exchange
Commission (SEC). Each individual state might have its own requirements. Adding to the
challenges, the seller some�mes speciﬁes in the agreement that opera�ons and jobs
remain in the original pre-sale loca�on following the acquisi�on.
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TECHNOLOGY

CONSIDERATIONS

Any acquisi�on is diﬃcult or challenging, whether a carrier or company buys a small
block or a large insurance carrier. To a great degree, the ability of the acquiring company
to integrate systems from both companies is key to the endeavor’s success. Integra�ng
systems, external and internal applica�ons and processes is complicated. Those that get
it right can poten�ally reap tremendous beneﬁts, but those that don’t will be in for an
expensive and frustra�ng ride.

Integra�on is the key risk that
needs to be dealt with to make the
project successful

The ﬁrst key step in the integra�on process is coming up with an opera�ng model.
Buyers can consider a high growth model in which they sell addi�onal product, or a
low-cost model, in which they close the block. Then, the company works with the seller
to understand the source of the data, which most typically resides on mul�ple
mainframes. The acquiring company typically then takes the data from the mainframes
and integrate the informa�on into its own systems. This process is inherently risky, even
with the most detailed planning.
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TECHNOLOGY CONSIDERATIONS

Insurance is a complex and arcane industry. Products are very complex and they
require specialized skills. Keeping up with new technologies has been very diﬃcult and
the industry hasn’t kept up. Many carriers are trying to leapfrog now, trying to get into
the digital age.
An integra�on eﬀort involved in an acquisi�on can reveal the deﬁciencies in a carrier’s
technological capabili�es. An opera�ng model that doesn’t require complete technological transforma�on can increase the likelihood of integra�on success.

Using a Third-Party Administrator (TPA) to
access the latest technologies and expand
distribu�on with a Business Process as a
Service (BPaaS) approach enables carriers to
begin a new, with a greenﬁeld approach.
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A SUSTAINABLE, SUCCESSFUL

OPERATING MODEL
What keeps CEOs up at night is the persistently low return
on investment (ROI). Since the recession, ROIs have been
extremely low, with some much less than book value.

CEOs are always looking for ways to improve. Complete transforma�ons are very
expensive and risky and fraught with risk. They always wind up cos�ng more than
planned, and it’s common that carriers don’t realize all the beneﬁts they were seeking.
Training staﬀ on the new systems is diﬃcult. But in order to grow, carriers must transform to take advantage of the latest technologies that can keep them compe��ve and
deliver value to their policyholders.
At the same �me, opera�ons and technology costs con�nue to rise and it’s become very
expensive to provide stellar service to customers. Even if a carrier wants to close an
unproﬁtable block of business, ﬁxed costs remain as policies lapse, increasing unit costs.
A COBOL mainframe might cost $5 million to maintain, whether a carrier must service
500,000 policies or 300,000 policies. The situa�on puts insurers in a tough situa�on.

A BPaaS approach oﬀers carriers a variable
cost model, enabling organiza�ons to access
the most current technologies, break their
dependence on their constraining
mainframes and elimina�ng the
ﬁxed-costs headaches.
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BEST PRACTICES FOR A SUCCESSFUL

ACQUISITION

Following these steps can increase acquisi�on success:

Set goals and objec�ves. These goals and
objec�ves will drive the opera�ng model.

Encourage collabora�on across the
enterprise. Involve every department in
the acquisi�on process. Carriers will
need – and beneﬁt from – input from
opera�ons, IT, legal, compliance, audit
and valua�on.

Consider legal requirements. Comply with
the transfer services agreement (TSA).
There will be severe ﬁnancial penal�es to
buyers that miss the deadlines.
In addi�on, carriers risk disrup�ng the
sellers’ business.
Coordinate closely with the seller.
Integra�ng buyer-seller teams is essen�al.
Work with the seller to determine its
constraints, understand the resources it
might have to ease the transi�on and
coordinate with the seller’s actuarial and
compliance teams.

Consider a TPA. Third-party administrators can bring carriers deep industry knowledge, the
latest technologies and a variable cost model. Instead of carriers spending millions of dollars
to build their own systems or try to adapt their legacy, they can go with a TPA that can lower
the cost of onboarding, provide exper�se and lower unit costs. As a technology provider
with an advanced pla�orm, we see private equity ﬁrms and insurance carriers coming to us
for our digital technologies, capabili�es they don’t have. An insurance carrier that buys a
block of business or another carrier can beneﬁt from a TPA not just because it can operate at
lower cost, but has access to cri�cal digital technologies that can enable them to reach
policyholders across channels, increasing growth and boos�ng customer experience.
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SE2 can take life insurers light years beyond the competition
SE2, an Eldridge Industries por�olio company, is a leading technology and third party administra�on company focused on
the North American life and annuity insurance industry. SE2 has an unmatched track record in op�mizing back-oﬃce
opera�ons to future-proof insurance companies. SE2 combines peerless industry domain knowledge with a leading-edge
administra�on technology pla�orm to help clients launch products rapidly, improve eﬃciencies, shi� to a variable cost
model and maximize proﬁts while drama�cally improving the customers’ experience. SE2 supports more than 20 direct
clients, represents more than 35 carriers in North America and services more than 1,000 life and annuity products. SE2 has
approximately $100 billion in assets under administra�on and has been recognized as an industry-leading innovator. In May
2017, SE2 was recognized as one of the “20 Most Promising Insurance Technology Solu�on Providers” by CIOReview.
Visit SE2 at www.SE2.com, LinkedIn or info@SE2.com to learn more.
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