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Has the well run dry?

It has been a fertile time for legacy
M&A, but credit market turmoil and an
apparent drying-up of opportunities
has led to fears of an arid future

With 29 deals in the last two years
the run-off sector has enjoyed a
golden age of deal-making as
investors have been willing to buy
run-off (re)insurance companies (or
books) with the aim of managing
down the liabilities.

As well as the agreement of its
landmark $5.7bn deal for Lloyd's run-
off vehicle Equitas, 2006 saw Berkshire
Hathaway purchase Converium
Reinsurance (North America) Inc, while
Randall & Quilter bought ACE America
Re/Brandywine.

Meanwhile, in 2007, Argonaut
Group Increversed into defunct
Bermudian reinsurer PXRE Group Ltd
before selling on its run-off business
toTawa,

But this year, excluding Lloyd's RITC,
there have been just seven significant
transactions —including the sale of
run-off insurer Scottish Lion and its
subsidiary Scottish Eagle to Audley
Gilroy Insurance Opportunities Fund
(AGIOF) for an undisclosed sum, the
acquisitions of AMP Ltd and RSA unit
Guildhall by Enstar, Compagnie Euro-
Belge de Reassurances'deal for
Hanseatica, Berkshire Hathaway's
move for CICC and International
America Group, the portfolios

assumed by Wasa Run-off from RSA
unit Codan, and Catalina Holdings
buy-up of failed Bermudian Quanta
Capital Holdings (see table).

And the freeze on lending by banks,
along with private equity firms that are
keen to extract capital rather than
investit, has hit a sector where
potential transactions need to be
carefully scrutinised because of the
danger of getting things wrong.

As Philip Grant, chairman of the
Association of Run-off Companies
(ARC), points out, investors need to be
thorough, and patient, with their
due diligence.

“Itis dangerous to underestimate
the number of frogs you have to kiss
before you get the prince.

The conversion rate, from prospecting
to realisation is quite tough in this
market,"Grant says.

And Nick Eddery-Joel, UK COO of
Deutsche Bank-backed Afinia Capital,
which advises clients on refinancing
run-off adds:"Deals take a long time to
come to fruition so any changes to the
risk appetite of investors and
supporting banks will take a while to
show through in announced deals.”’

The effects of the financial
downturn have also been swift,
explains Grant.

He describes a market that withina
year has shifted from a position of rela-
tive optimism to one of ‘nervousness’,
in the face of credit crunch realities
while, according to one investment
bankerwho did not want to be named,
run-off competes with other — more

2008 major legacy acquisitions

Date Company Buyer Note
Jan Compagniz Euro-Belge Hanseatica IN/A
de Réassurances
Mar AMP Lid Enstar Group Paid $417mn when deal
completed in March
Mar Guildhall Enstar Group Consideration of £E32mn for
£30mn net assets
Apr CICC and International Berkshire Combined gross assets of
America Group Inc Hathaway £435mn
Apr Codan Wasa Run-off Reserves of around £10.8mn
May Scottish Lion/Eagle AGIOF N/A
May Quanta Capital Catalina $1%7mn sale to Chris Fagan's
Holdings run-off consolidatar
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vanilla—investment opportunitiesin a
“fight for capacity”.

However Eddery-Joel is more
upbeat about the prospects of run-off
investment for capital providers,
highlighting the appeal of a low
correlation between risk in the run-off
sector and otherinvestment classes.

Of course, in run-off every acquisi-
tionis different and generally com-
prises a mix of equity, hybrid debt,
senior debt and usually some reinsur-
ance protection (a loss portfolio
transfer or adverse development
cover).

Only banks that have taken time to
understand the sectorand financing
opportunities - like National Australia
Bank, Fortis, and Barclays —will
consider senior debt financing.

One major run-off player, Tawa plc
says it does not need to raise capital
through debt issuance after proceeds
from its IPO of around £20mn last year.

In September 2007, Gilles Erulin,
Tawa CEO said the group was looking
closely ataround 10 transactions.

Butapart from PXRE (see table),
which closed in March in a deal that
included financing from an investment
trust owned by the Mittal steel family,
the firm has not completed any further
transactions to date.

Erulin says the lack of activity is not
due to capital raising problems.

"We view the market like a big plum
tree. Our business is about shaking the
tree and seeing whether plums fall.
How many will fall, how ripe they will
be and which plums will fall, we do not
know inadvance,"he tells Legacy.

He says that irrespbctive of market
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