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 P r o p r i e t a r y

Deal pace slower in light of global uncertainty

Macro events yet to feed into premium rates

Percentage of insured deals tipped to grow

The market for transaction liability insurance has softened following record demand for coverage last year, but

rates charged by insurers generally remain above the level before the peak, two insurance brokers and an

underwriter told this news service.

“Pricing has softened slightly due to improved insurance and human capacity from the beginning of the year,” said

Mark Ettershank, head of Warranty and Indemnity (W&I) and Tax Insurance at Arthur J Gallagher’s [NYSE:AJG]

Major Risks Practice.

“Demand for M&A insurance is still strong. However, private equity and corporate clients appear to be more

considered when approaching investment opportunities due to uncertainty caused by ongoing geopolitical

factors,” he said.

M&A insurance providers experienced a busy 2021 as companies raced to make acquisitions on the back of the

COVID-19 pandemic recovery. Underwriters found themselves stretched at times due to the influx of

opportunities and, in some cases, lacking capacity to meet demand, as reported.

By early November, Liberty Mutual’s Global Transaction Solutions (GTS) arm had nearly exceeded its underwriting

allowance through Lloyd’s of London and was making alternative arrangements to continue writing business until

its new annual plan for the specialist market kicked in, a source familiar with the matter said at the time.

In a statement in early February, GTS President Rowan Bamford said the insurer’s “appetite for this risk class

remains as strong as ever in 2022” and predicted another “bumper year for the M&A market, following the surge in

the demand for M&A insurance that we saw in 2021”. A spokesperson for the company declined to disclose details

of its current Lloyd’s plan.

While there is now plenty more capacity available to insure deals, transactions are advancing more slowly in light

of the war in Ukraine, creeping inflation and tightening monetary policy, brokers said.
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But even if the pace of M&A slows down, the popularity of transaction liability insurance is tipped to continue

growing, according to Mark Wheeler and Mitch Blaser, co-CEOs of Mosaic Insurance, a Bermuda-based specialty

insurer operating through Lloyd’s.

“Our assumption is that last year was an outlier but that the underlying trend is increased growth both in investible

funds and the percentage of transactions that are insured,” said Wheeler, who founded the business with Blaser a

year ago with backing from Golden Gate Capital. This holds true for the West but particularly for those regions like

Southeast Asia where penetration is exceptionally low, he said.

The start-up, which uses both its own balance sheet and third-party capital to insure risks, expects to write more

than USD 450m gross premia in 2022 across all its business lines, with nearly half stemming from mergers and

acquisitions, the executives said.

“If you think about the world we’re in now, deal volume might be down a bit, but the expansion of the use of the

product is going to become more relevant because of the uncertainty – it takes a big chunk of that out of the

equation for dealmakers,” Blaser said.

There is not yet widespread evidence of shifting macro events having a direct impact on the cost of M&A

insurance, the brokers and the insurer indicated. Transaction liability policies typically protect buyers against

financial loss arising from risks not disclosed or indentified in due diligence as opposed to future events.

Today, premium rates are up by roughly 20bps and in some cases by more than 30bps since the end of 2020, said

Tom Hobart, managing director at LIVA, an M&A insurance broking boutique focused on the UK and Europe, whilst

noting that this estimate may not reflect the market at large. This is partly driven by the need for underwriters to

charge enough to persuade their capacity providers not to direct their capital towards other lines of risk, he said.

Insurers may also be factoring the higher level of claims resulting from growing business volumes into their rates,

Ettershank said, adding that pricing varies across providers.

From a historical perspective, the M&A insurance market has been experiencing a “correction” over the last 18

months after a period of declining rates, taking them back up in the US to circa 4% of insured limit purchased and

2.5% internationally, Mosaic’s Wheeler said. “We think that’s a fair price and we think the market is stabilising

around there,” he said, adding that the product is not commoditised.

Whilst other risk classes have been in a hard market for some time, it has taken longer for M&A insurance to follow

suit due to the high competition in the space, Hobart noted.

by Pablo Mayo Cerqueiro in London
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Liberty Mutual Insurance

Company

Geography

Bermuda

France

Germany

Italy

USA

United Kingdom

Sectors

Chemicals and materials

Computer software

Construction

Consumer: Foods

Consumer: Retail

Financial Services

Industrial products and

services

Internet / ecommerce

Medical

Medical: Pharmaceuticals

Services (other)

Transportation

Sub-Sectors

Aggregates

Apparel

Application software

products

Baked goods

Buses

Business support services

Cement

Chemists/health

Commodity chemicals (non-

petrochemical)

Construction chemicals

Consulting services (excl. IT

consulting)

Cosmetic/care chemicals

Dairy products

Department stores

Drug manufacture

Drug supply

Electrical appliances

Fish/ meat/ poultry

Food additives/ ingredients

Food ingredients

Freight and other

transportation services
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Hospital management

Industrial Services

Industrial equipment and

machinery

Insurance related

Investment broking

Operating systems and

systems-related software

Portals

Pumps and compressors

Shipping

Software development

Trading / procurement

systems

Website design/consultancy

e-retailing
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