M&A Insurance UK & Ireland
- 2018 Review
MERGERS & ACQUISITIONS

M&A insurance products
continue to have an increasing
role in UK and Ireland
transactions, assisting both
sellers and buyers, whether
they are financial sponsors
or corporates.
A significant driver for 2018 has been the continually
increasing size of the UK and Ireland M&A insurance market
with new insurance providers joining and existing providers
increasing their capacity, both in terms of staff and the limits
of liability they can deploy. These changes have led to a
number of interesting developments for buyers of M&A
insurance including; a squeeze on insurance premiums;
a reduction in policy retention levels, including adoption of
more flexible structures and an extension to underwriting
appetite. Creative options to “enhance” the scope of Warranty
and Indemnity insurance (W&I) cover and a dedicated Tax
Liability (TLI) insurance market are also being utilised.
As the various stakeholders in M&A transactions become
more accustomed to the use of these insurance products
there has been an evolution in the way that transaction
documentation is prepared and also a level of creativity
within the insurance policies as to how cover can be
enhanced. While it is recognised that the fundamental
principle for an acquisition is to have a successful business
going forward, an increasing number of claims are being
reported in the market. This in turn has led to a heightened
focus on not just having competitive premiums, broad
coverage and a straightforward underwriting experience,
but also the need to understand the insurer’s claims
handling ability.
While the M&A market is now well over 25-years old it is still
relatively young by insurance standards. However, as the
market is maturing and growing we are starting to see
specialisation both in terms of deal size, geography and
the sectors that underwriters wish to insure. It is expected
that technology will be brought to bear and this could have
a disruptive impact to the way M&A insurance can be
utilised. A combination of these factors will mean that the
M&A insurance market should be accessible to the full
gamut of transactions regardless of size or sector.
For the fourth year running, the Paragon M&A
team have carried out a market-wide exercise to
understand how M&A insurance solutions have been
used on transactions in the UK and Ireland. Our 2018
findings are set out here.
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2018 KEY TRENDS
Over the past 12 months, we have been in regular contact
with all of the insurers that provide M&A insurance for UK
and Ireland-based transactions. While we have received
different levels of detail and data from the insurers, based on
the overall information and our knowledge of the market, we
have extrapolated below a range of interesting data points in
respect of UK and Ireland transactions.
Percentage of deals which used M&A insurance

29% (up from 28% last year)
A “stapled” W&I policy is now a regular feature of
a competitive sales process. Sellers receive a “clean
exit” with minimal contractual liability agreed within
the acquisition agreement and in some instances the
additional comfort of a blanket awareness qualification.
Tax Liability Insurance (TLI) Policies

Significant increase in TLI policies placed
for UK and Ireland deals
TLI providers have doubled in the past 12 months
leading to a substantial broadening of risk appetite
with areas such as transfer pricing now falling within
underwriting parameters. In addition, whilst the vast
majority of TLI policies derive from M&A transactions,
there has been an increase in their use as a general
risk mitigation tool.
Policy Limit

Average limit purchased = 23% of
enterprise value (EV) (up from 17.5%
last year)

Policy Retention

Average = 0.81% of EV (operational
business) (down from 0.89% last year)
This headline doesn’t fully reflect the changes to policy
retention levels as increasingly “dropping” and “tipping”
retentions are regularly available from the market.
Premium Rate

Average = 1.26% of policy limit
(operational business) (up from 1.15%
last year)
Average = 0.76% of policy limit (real estate
/ renewables business) (down from 0.81%
last year)
Here again the full story is not necessarily shown
by the rate increase. As mentioned earlier, SPA
structures have evolved to “staple” W&I policies
and this in turn leads to a need to “enhance” the
coverage with one or more coverage options.
While the cost of “vanilla” W&I has dropped below
the 1% level for operational businesses, the regular
use of enhancements has actually pushed the average
rate up.
Insurers
In the UK and Ireland the number of insurers offering
M&A insurance has grown from 13 to 25 in the past two
years and between them they are now employing over
150 specialist underwriters. We are aware of at least four
new insurers who will be entering the market in 2019
and quite possibly more.

W&I INSURANCE CLAIMS
As the buyers of M&A insurance increase and the advisors become more versed
in the mechanics of the insurance, we are seeing an increased frequency of
claims. From the data collected in our market research, approximately 11% of
insured transactions in the UK & Ireland market received a claim notification.
A leading insurer has stated that one in five of their transactions result in a
claim notification, with half of all notifications being received within the first
12 months of the policy period. At Paragon we have largely seen insurers take
a pragmatic and collaborative approach to claims handling that has generally
given the client a positive experience. That being said, the manner in which
insurers conduct themselves during the claims process is becoming an
increasingly important aspect to consider when making the selection of
insurer for the transaction, a trend that we see continuing for 2019.

OUTLOOK FOR 2019
• Premiums and retentions may continue to decrease due to competition,
however they will likely plateau at a level that remains economical for insurers.
• Policy enhancements will continue to be developed and taken up by
insureds to broaden the coverage position in their policies.
• More creativity with an increase in Tax Liability insurance and specific
contingent policies being used to facilitate deals.
• Higher policy limits being purchased due to increasing political and economic
uncertainty as well as more risk adverse buyers and lower seller caps.
• Increase in claims as more policies are purchased, coverage widens and
insureds and their advisors are more accustomed to the policy dynamics.
• Increase in the use of insurance outside of live transactions whether it be
the use of Tax Liability insurance to hedge risk arising from reorganisations
or the use of W&I as a tool to wind up dormant fund structures.
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personalised approach that is unique in the industry.
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