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The Hand the Industryôs Been Dealt

Holding a Number of Face Cards
1. Economy/GDP improvement (US Real GDP Growth: 2010 Avg. 2.8% vs. 2010 avg. of  .3%)

2. Improvement in consumer confidence and spending

3. Increase in bank lending (July 2010; C&I broke positive on weekly change in loans)

4. Inflation is in check

5. Hiring is improving (4.7M lost 09, 1.5M gain 10)

6. Interest rates remain low

7. Equity and bond market more stable

8. Exposure base has reached trough

9. Housing starts slowly improving (2010 barely up over 2009, 1st increase since 2009)

10. P&C rate environment improving but remains negative

Waiting to Discard
1. Regulatory uncertainty

2. Healthcare reform

3. Softening rates

4. Exposure base remains weak and will take time to recover
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The Results
New Business is the Best Bet
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Trailing 12 Months as of 12/31/10
Bottom

75%

Top 25%

High-Growth

New Business as % Prior Year Comm. & Fees 11.2% 18.2%

Less: Leakage (Rate, Retention, Compression) 14.5% 15.2%

Equals: Organic Growth -3.3% 3.0%
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Source:  Council of Insurance Agents & Brokers; Insurance Information Institute

1. Reinsurance Market Soft

2. Aggregate premium flat

3. Bulging Surplus

4. Net income up

1. Limited Redundant Reserves

2. Increase in Underwriting Losses

3. Exposure Base Remains Low

4. Weak Economy
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Commercial Lines Rates
Continued Soft Market
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How the Numbers Landed
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Time for Agencies to Play their Hand

Past Three Years
1. Economic and rate deterioration

2. Declining profit margin

3. Declining organic growth

4. Decline to employee morale

5. Intense focus on tactical changes to ensure survival

The Next Five Years
1. Throttle down while competition is hunkering down

2. Continue to refine tactical strategies already implemented

3. Make the strategic decision:  Hold, Fold or Double Down

4. Identify strategic initiatives that drive long-term total return

5. Execute strategic plan
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Color In Valey Hot Dice Steel wheel Snake Eyes Huey Lady

Boxcars Jackal Hi-Lo Five hand Proposition Bet Straight Girl

Boxman Knave Hi-Lo-Yo Hand Right Better Ten to ace Front Line

Box Numbers Hook Hop bet Straight Flush Rack Three of a kind Garden

Crap Numbers HockeyStick Lay-In Quad King Wrong Bettor Two pair Crab

Craps Check Walking Stick Lay Odds Four pips Yo bobtail Deuce

Don't Come bet Candy Cane Little Joe Full house Yo-leven Straight draw Natural

Come bet Nina Ross Hot Table Book Stickman Dewey Outside Numbers

Come out roll Snowman Lay bet Case Toke Louie Flush of pink

Comp Ocho Lay-Out Quad World Bet Dead man's hand Blue, all Blue

2-Way Bullet Don't Pass bet Nickel Marker Full boat The Boys

3-Way Craps Rocket Double odds Sailboat Mark the Point Full Cold Dice

Aces Cowboy Eye in the Sky Trey Midnight Flush Fishhook

Big Red Mop Squeezedr George Duc The Point Golf bag  Dime

Black Cowgirl Green Quacker Place bet Puppy feet Horn bet

Bones Johnny Hard Way Sailboat Point Puppy toes Horn High

Aces to Five Seven Out Set Any Craps Four of a kind Shooter Slot em

What is the Best Strategy?
Hold, Fold or Double Down
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Holding is Not An Option
A Game of Chance or Skill?

If an Agency Holds
1. External environment will define their future

2. Staff will age due to lack of reinvestment

3. Culture will deteriorate as excitement dissipates

4. Inability to:
a. retain high performing staff

b. cash flow perpetuation 

c. satisfy shareholder financial requirements

5. Inevitable sale at a discount
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Holding is Not An Option
Impact on New Business Production
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Not statistically accurate:  For illustration of concept only

Impact of Weighted Average Owner 

Age on EBITDA Multiple
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Fold
Have they (Buyers) got a Deal for You

Sometimes it Can Be Strategic to Fold Aces
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Continuing Consolidation
The U.S. Insurance Brokerage Marketplace
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Source: MarshBerry, SNL Financial
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Source: MarshBerry, SNL Financial
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The Dice are Getting Hot
Number of Insurance Agency M&A Transactions by Quarter
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Source: MarshBerry, SNL Financial
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Bank or Thrift Buyer Public Broker Independent Agency

Jonathan Duhamel:  $8,944,310

2010 World Series of Poker Winner

Calendar 2010

1. Brokers start to pay up and rebound

2. Banks finish the year in decline

3. Independents exploited the head start

Transaction Activity
Independent Agencies Ran the Table
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2009

1. Sharp pricing decline killed supply

2. Severe decline in closings

3. Inventory evaporated

4. Privately held buyers captured market

2010
1. Horrific organic growth

2. Broker trading value increase led to more aggressive pricing

3. Desperate for deals, playing catch up

4. Bird dog hiring at most brokers

2011

1. Premium pricing is back

2. Cycle time shortest in history

3. High guaranteed multiples for quality

4. Aggressive on MGAs, Roll-Ins and specialty firms

Brokerôs All-In Bet

17
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Broker Buyer Activity
Activity Increase

Source: MarshBerry, SNL Financial

Public Broker Activity 2008 2009 2010 2010%
BRO 31 7 19 32.8%

AJG 28 10 19 32.8%

WSH 1 0 0 0.0%

HBG 10 9 13 22.4%

USIH 0 1 1 1.7%

HRH (Sold to WSH) 3 0 0 0.0%

AON 3 1 2 3.4%

MMC 0 6 4 6.9%

Total Number of Deals 76 34 58 100.0%
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Broker Market Capitalization Rebound
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Information considered in preparing estimated market comparables includes private transactions in which we were involved and have detailed 

information, private transactions from which we have general knowledge, transactions in the public record, our knowledge of the current M&A 

marketplace, and discussions with buyers and sellers that are active in the marketplace.  Value illustrated is net of WC requirement.
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2009

1. Retrenched from the market due to bank crisis

2. Severe decline in closings

3. Bank boards ignore or sell non-core lines of business

4. Significant reduction in acquisition pricing

5. Wage freeze, hiring freeze, acquisition freeze

2010
1. Retrenchment: Increased capital requirements and expanded banking oversight

2. Continued reduction in acquisition pricing

3. Dodd Frank threat to overdraft and ATM fees

4. Bank insurance operations finally obtain acquisition approval late in year

2011

1. Pricing reversal

2. Banks actively building pipeline of deals

3. Increase in YTD 11 activity

21

Bank Acquisition Activity
A new card in the acquisition deck
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Information considered in preparing estimated market comparables includes private transactions in which we were involved and have detailed 

information, private transactions from which we have general knowledge, transactions in the public record, our knowledge of the current M&A 

marketplace, and discussions with buyers and sellers that are active in the marketplace.  Value illustrated is net of WC requirement.
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* The EBITDA Multiple is the most likely EBITDA multiple to be 

paid on the deal, taking into account the guaranteed payment at 

closing and a realistic assessment of the earn-out proceeds. It is 

not the maximum that would be paid under the deal.
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Information considered in preparing estimated market comparables includes private transactions in which we were involved and have detailed 

information, private transactions from which we have general knowledge, transactions in the public record, our knowledge of the current M&A 

marketplace, and discussions with buyers and sellers that are active in the marketplace.  Value illustrated is net of WC requirement.
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The Tables Have Turned
Brokers are Back with a Vengeance

Bankers are Back with a Threat of Vengeance

Independent Agencies Losing Ground

24

Source: MarshBerry, SNL Financial
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1. Funding is once again available

2. Number of transactions and transaction value up in 2010 versus 2009

3. Exits and entries running neck and neck

4. Notable new broker: GTCR / Assured Agencies

5. 14 of the top 100 Private Equity funded

6. 9 of the 14 too small for IPO (Merger of equals, sale, recapitalize with new private equity)

Private Equity
Waiting to Throw Down a Hand of Aces
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Source: MarshBerry, Freeman & Co. LLC

Private Equity Transactions in Insurance

26
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Source: MarshBerry, Freeman & Co. LLC

Private Equity Insurance Entry vs. Exit Deals
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Q2, 10
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Anticipating the Future
Broker Valuations An Early Indicator of Cycle Change?
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If History Repeats ItselfHistory
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On the Horizon
The Coming IPO Cycle

29
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Placement Full Liquidity

Private Placement

IPO

Consolidate

Organic Growth / Cost Containment

Organic Growth / Cost Containment

Secondary

Consolidate

Organic Growth / Cost Containment

Follow on

Consolidate

Organic Growth / Cost Containment

Public Valuation Peak
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