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Has the well run dry?
It has been a fertile Iime for legacy 'i::T"1bv1"j:1!Tj:l?T-tA

lM&A, but credit market turmoil unt un il'ii3iil;illiiHliffflt
apparent drying-up of opportunities

has led to fears of an arid future

qolden a9e of deal-makinq as
invesrou have been willinq to buy
run'otr(e)insu6nce companies (or
book) withtheaim of managin9

Aswell asthe agre€mentoiits
landmarkS5.Tbn deal for Lloydl run-
otrvehicle Equitat 2006 saw Be&hiG
Hathaway purchase Convedum
ReinsuEnce (Nonh America) Inc, while
Randall &Quiltfl boughtACEAmeiG

Meanwhile, in 2007, Argonaut
Group Inc eveued into detunct
Eelmudian einsuer PXREGroup Ltd
befor€ selling on its run-offbusiness

But this year, excluding Lloyd's RITC,
thele have b€en just seven significant
transactionr indudingthesaleof
run-off insurerS@ttish Lion and its
sub5idiaryScottish EagletoAudley
Gikoylnsurance Opponunities Fund
{AGIOD foran undisclosed sum,the
acquisitions of AMP Ltd and RSA unit
Guildhall by Enstar, Conpagnie Eurc-
Belqede Rea$u6nces deal for
Hanseatica, Berkshire HathaMyt
movefor CICC and Intenational
Ameica Croup,the portfolios

capital Holdings Gee table).
And the frceze on lending bybanks,

alons with prjvate equiry fms that are
keen to extract capital ratherthan
inven it, has hit a sectorwhere
potential thnsa.tions need to be
ca@irltscrutinised because of the
dangerof senin9 thin9s wbng.

Ai Philip Gnnt,chaiman of the
Association of Run{ff Companies
(ARC), poinis out invenoE need to be
thorough, and patient,ivith their

"lt is dangerou5 to underenimate
rhe numbei of fogs you haveto kiss
before yo! get the pnnce,
The conversion rate. from prospecting
to realisation is quite tough in thh

And NickEddery loel, UKCOO of
Deutsche Bank-backed Afinia Capital,
which advises clients on refinancin9
run-off adds:'Oealstake a long timeto
cometo f uition so anychangestothe
riskappetite of investors and
suppoft in9 banks will takea while to
showthrcugh in anno'rnced dealsl

The effects of the financial
downtum have alto been swift

He describes a marketttratwithin a
year has shifted fiom a position of rela-
tive optimhm to one of"nervoulnesi
in theface of cedit crunch ieahies
while,accodinq to one investment
bankerwhodid notwantto be name4
run{ffcompetes with other - more

vanilla investmentopportuniti€sin a
'fight for cpacityi

However EdderyJoel k more
upbeat aboutthe pro5pectr of run-off
inveltment for capital providert
highlighting the appeal of a low
coiielation beMeen risk in the run-off
sectorand other invenment classes.

Of collse, inrun off ev€ryacquisi-
non i5 differentand senerallycom-
pises a mix of equiV, hybnd debt,
5eniordebtand usually some leinsur
ance pbtection (a los poltfolio
transfer or adveEe development

Only banl.rthat havetak€n timeto
unde.stand thesectorand fr nancin9
oppon!nities - like National Australia
Bank, Fortit and Earclays will
considerseniordebtfr nancinq.

One major run-otr player,Tawa plc
says it does notned to raise capital
thrcugh debt issuance aftff p.oceeds
trom itr lPOofarcundt20mn lastyear

ln September 2007, Gilles Erulin,
Tawa CEO said theEoup was lookinq
closelyataround I0 tra!sactions,

But apart fiom PXREGeetable),
whichclosed inMarch ina dealthat
included financing from an investment
trust owned by the Mittal steel hhily,
thefim has not completed anyturther

Frulin says the lack ofactivity k not
due to €apital raising prcblems.

weviewthe marketlikeabig plum
vee.Our business k about shakingthe
tree and seeing whether plumstull.
How manywill fall, how dpetheywill
beandwhich plumrwillhll.wedo not
know in advancel'hetellr Legacy.

He says that irresplctive of ma*et
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