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Run-offs: The new breed

Neil Ainger

UK correspondent

s the volume of UK run-
offs  continues to
decline, run-off manag-
ers are looking at new
opportunitiesintheUSand Europe.

The London market has tradi-
tionally been the centre of the
run-off business world. But with
fewer insurer insolvencies in
recent years, the focus of the run-
off managersischanging.

The US and Europe are proving
to be more fertile hunting
grounds for the acquisitions of
business in run-off, as the
number of insurers going into
run-off declines and regulation is
tighteningin the UK.

Over the past decade, the value of
UK insurance liabilities in run-off
hasfallentoaround 13% (or £25.7bn
($43.7m)) in 2011 from more than
27% (or £33.3bn) in 2001, according
todata from KPMG.

Paul Corver, head of mergers
and acquisitions for UK and
Europe at run-off consolidator
Randall & Quilter (R&Q) and chair-
man of the Insurance and Rein-
surance Legacy Association
(IRLA), the UK market body for
legacy management profession-
als, says: “The UK forged the way
ahead and developed the run-off
market and its associated tools
more than 20 years ago because
they had to in the wake of the
restructuring of Lloyd’s after cata-
strophiclosses.

“The rest of the world is now
catching up though, with the
larger, younger US market
expanding in terms of the number
of run-off acquisitions carried out
and European growth imminent,
while the older UKmarket—where
many obvious deals have already
been done - declines in terms of
dealnumbers.”

The wave of insolvencies that
engulfed the insurance industry
throughout the 1990s up to 2001,
largely related to US asbestos and
pollution claims, has finished.

"This lack of UK run-off acquisition opportunities
has been exacerbated by the low-interest rate
environment over the past six years, which has
made deals more difficult. Deals are still
happening but are often structured as reinsurance
instead to give capital relief to ceding companies”

David Whear
Norton Rose Fulbright

There has been nothing compara-
bleinthe UKinsurance market.

Even the financial crisis of 2008
and the subsequent depressed eco-
nomicsituationhavenotled tonew
insolvencies ofanynote.

“Thislack of UK run-off acquisi-
tion opportunities has been exac-
erbated by the low-interest rate
environment over the past six
years, which has made deals more
difficult. Deals are stillhappening
but are often structured as rein-
surance instead to give capital
reliefto ceding companies,” David
Whear, a partner at law firm Nor-
ton Rose Fulbright specialising in
corporate insurance and regula-
tions, says.

Run-off managers are therefore
looking elsewhere for opportuni-
ties. Peter Carter, director of the
corporate financial advisory prac-
tice at Deloitte, says the number of
European run-off deals is already
rising as are US volumes as the UK
marketdeclines.

In the US, for instance, run-off
specialist Catalina acquired spe-
cialty insurer Sparta in March. It
has also acquired American Safety
Reinsurance. Other examples of US
run-off deals include Enstar’s
acquisition of workers’ compensa-
tion specialist SeaBright Insurance
andlife company Pavonia.

In Europe, Axa Liabilities Man-
agers (ALM) the legacy business of
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Axa, is active. Late last year it
acquired the international subsidi-
aries of German run-off company
Global Re, through the Axa DBIO
investment vehicle late last year.
The firm has now acquired 10 run-
off companies and external port-
folios in total since 2008, eight of
them from German owners.

Carter points out firms based
in the London market are often
the ones looking elsewhere for
global opportunities. In this
respect the London run-off mar-
ketisstill strong.

Regulatory changes are also pre-
dictedtohaveanimpactontherun-
off sector. Imminent tightening of
the UK Prudential Regulation
Authority’s (PRA) rules around
schemes of srrangement and capi-
tal extraction is also likely to
restrict further the flow of such
business in London, increasing the
attraction of US and European run-
off dealsinstead.

The US state of Vermont
recently introduced a new law
called the Legacy Insurance Man-
agement Actthatapes many ofthe
aspects of Part VII transfer rules
used in the UK. It is designed to
attract run-off business to Ver-
mont, already a large centre for
onshore captivesin the US.

“Anumber of big run-off players
have been focused on the growing
US market for a while. This new
Vermont law, which has just been
signed and allows Part VII-like
transfers in the US for the first time
and may consequentially see a
falling off in the traditional re-
insurance approach prevalent in
America, will facilitate an
improved USmarket,” Cartersays.

The new Vermont law will
further encourage the already
growing market for US run-off
acquisitions, especially if other
large captive centres such as Dela-
ware follow suit.

With the bigger books, bigger
returnsand moreinsurersavailable
inayounger market, it seems the US
is going to be the centre of run-off
attention for some time to come.

Solvency II, the pan-European
risk-based capital regime due to
come into effect on 2016, could
increase the amount of business
going into run-off in Europe owing
to the higher capital requirements
itimposes.

Simon Barass, a partner in
Deloitte’s corporate financial advi-
sory practice, says: “As more capi-
tal has to be stored rather than
deployed, it could lead to some
European insurers falling into
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unprofitability or strategically
divesting certain lines of business
in the future, as part of a general-
isedrestructuring.”

“European run-off deals in par-
ticular could rise because of this.
Equally it could mean better pric-
ing for specialist run-off acquiring
firms, such as Enstar or Catalina,”
headds.

Diversification

The increased focus on US and
European run-off acquisitions is
matched by an increase in the vol-
ume of non-traditional run-offs,
expertssay.

These run-offs are not about the
closure of a business, instead cer-
tain lines of business are divested
as part of a strategic restructuring
tore-allocate capital.

A notable example of this trend
is the recent activity involving
insurer Brit. Brit prepared for its
return to the stock market this
year by selling off its non-core
regional UK business to QBE and
running off Brit Insurance Ltd,
selling it to RiverStone Insurance.
This enabled the creation of the
Brit Global Specialty underwrit-
ing franchise and Lloyd’s syndi-
cate 2987, which has now
returned to market after being
acquired by private equity com-
panies CVC and Apollo for £888m
in2011.

“This example of an acquirer
coming in and effectively slicing a
company in half is I think a very
good example ofwhatishappening
intherun-off marketrightnowasit
illustrates the trend to sell offlines
of business, instead of traditional
‘pure’ closure run-off deals,” Kevin
Gill, a partner at consultancy Ernst
&YounginLondon, says.

The focus of the legacy market,
which was traditionally drawn to
run-off books with a medium to
long tail, is now changing too, as
acquirers become receptive to
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amount of business goingintorun-
offin Europe owingto thehigher
capitalrequirementsitimposes

Marc Bruxelle/Shutterstock.com

shorter-tail businesses in run-off
suchasmotor or personal and com-
mercial lines business, and using a
US Chapter 11-style restructuring
procedure. This, Gill says, is
reflectedin “fresher, quicker trans-
actions, with typical turnaround
cycles shortening from 10 years
downto two or three”.

“Run-off isn’t just about ‘pure’
closure deals anymore where
firms are shut down and the
acquirer manages them for claims
pay-outsonly,” Corversays.

R&Q has acquired seven run-off
units over the course of the last
year including Flagstone Alliance

Britrecently prepared forits
return to the stockmarket
thisyearbyselling offits
non-coreregional UK
businessto QBE and
running off Brit Insurance

Ltd, sellingitto RiverStone
Insurance. Thisenabled the creation of the Brit Global
Specialtyunderwriting franchise and Lloyd’s syndicate 2987.

“This example of an acquirer coming in and
effectively slicing a company in half is I think a
very good example of what is happening in the
run-off market right now as it illustrates the
trend to sell off lines of business, instead of
traditional ‘pure’ closure run-off deals”

Kevin Gill
Ernst & Young

Insurance & Reinsurance (FAIR)
from Bermuda-based Validus for
$24.1m in cash. FAIR went into
run-off in 2010 and comprises an
international reinsurance busi-
nesswithnetreservesof $16.4m.

Run-off managers, such as
Enstar, are now looking for
opportunities in “live” under-
writing. Enstar, for instance, last
year acquired speciality insurer
TorusInsurance Holdings. Enstar
paid $415m, with Stone Point Cap-
ital contributing a further $277m,
to obtain a 60% stake in Torus
Insurance Holdings. It also
bought Lloyd’s insurer Atrium
Underwriting Group in June 2013
for$183m.

Enstar chief executive, Dominic
Silvester, said at the time: “[The
deal] represents a further evolu-
tion of Enstar’s business. Our
core focus remains on acquiring
insurance and reinsurance
companies thatare in run-off, how-
ever we believe Atrium will pro-
vide us with a high quality
operation at Lloyd’s thatincludes a
skilled underwriting and manage-
ment team that will help create
new opportunities for us to grow
and prosper.”

R&Q has also launched its own
syndicate 1991 within Lloyd’s
with a capacity of £77m, demon-
strating the move towards “live”
underwriting and away from dor-
mantbooks.

The run-off tools developed in

“As more capital has to
be stored rather than
deployed, it could

lead to some European
insurers falling into
unprofitability or
strategically divesting
certain lines of
business in the future,
as part of a generalised
restructuring...
European run-off deals
in particular could

rise because of this”

Simon Barass
Deloitte

London are now being used
around the world, as the sector
expands in Europe and especially
the US. As run-off becomes a stra-
tegic mechanism to “slice and
dice” units of business to form
more focused companies, rather
than being just a means to wind
down a company, the attractive-
nessofthemarkethasincreased.

The large run-off managers and
consolidators such as R&Q, Cata-
lina and Enstar, are now often fac-
ing competition from private
equity (PE) firms for thisreason.

“The box of tools developed in
London has made run-off a much
more attractive business to others
and the segment has gone global,”
Corveradds. m



