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The Willis Index is a quarterly
publication reporting on the relevant
issues affecting the insurance industry
and the impact they have upon our
clients.

Our quarterly review provides analysis
of the M&A Insurance Market.

Regular features include updates on
the market conditions, case studies,
technical analysis of coverage specifics
and special features highlighting
significant changes in regulation,
insurance market news and
forthcoming events and seminars.
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Willis M&A Team Win Specialist
Advisor of the Year Award 2006
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The Willis UK M&A Practice is delighted to have won the
Award for Specialist Advisor of the Year.

The fact that this Award was open to the full spectrum of
the advisory community, from banks and accounting
firms to environmental specialists, enhances the scale of
the achievement and is a testament to the hard work
and enthusiasm evident across the M&A Practice.

The Private Equity Awards recognise the very best
achievements of individuals and firms working within
venture capital and private equity. Presented by the
British Venture Capital Association (BVCA) and Real
Deals, these annual awards are the ultimate accolade for
the industry's dealmakers and advisers.

Willis were nominated for the Award after intensive
interviews conducted by representatives of The London
School of Business. Having made the shortlist, a panel of
independent judges made up of nine of Europe’s most
eminent private equity practitioners selected Willis as the
winner.

The judges’ key criteria for success were:

– Quality and growth of the M&A practice, e.g. the
amount of business compared with previous years,
case studies and testimonials

– The added value that the adviser has provided to
private equity houses

– Evidence of genuine innovation and creativity of
approach in respective fields
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– Professionalism, e.g. testimonials from private equity
houses regarding execution capabilities, and
contribution to the industry as a whole.

Our success demonstrates our desire to become the
leading insurance consultant to the private equity sector.
We look forward to working with our clients, both old
and new, continuing to demonstrate our commitment as
your insurance adviser of choice.

^äáëí~áê=iÉëíÉêI fåíÉêå~íáçå~ä=mê~ÅíáÅÉ=iÉ~ÇÉêI
táääáë=jÉêÖÉêë=C=̂ Åèìáëáíáçåë=mê~ÅíáÅÉ

Transaction Products Team Breaks
New Ground
The transaction products team of Willis M&A has been
breaking new ground during the first half of 2006:

– Placing the first German tax liability policy (the
details of which we have expanded on within this
newsletter)

– Negotiating and binding a warranty & indemnity
insurance policy in Italy, the first for many years, for
a transaction governed by Italian law

– Advising on and brokering a tax liability policy on a
recent Spanish transaction, one of the first policies
of this type to be arranged in Spain on a
transaction governed by Spanish law.

All three of these placements were executed on behalf
of private equity funds in three separate deals. We
believe the successful completion of these insurance
policies will contribute to the growing acceptance of
transactional insurance products as alternative financial
instruments in transactions for both buying and selling
shareholders. If you would like to discuss the potential
solutions available, please do not hesitate to contact
your local Willis M&A team or the transaction products
specialists in London (Brian Hendry: +44 (0)20 7975
2851 or Deborah McBrearty: +44 (0)20 7975 2364).

táääáë=iáãáíÉÇ
råáíÉÇ=háåÖÇçã
Alistair Lester 
One Camomile Street
London, EC3A 7LA
Tel: +44 (0)20 7975 2856
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ACG June Lunch

The Willis M&A Practice was delighted to host
the June Association for Corporate Growth
(ACG) lunch in the Tower Room at Ten Trinity
Square. The subject of the presentation
following the lunch was ‘Growth by Acquisition,
Protecting the Upside’ and the guest speakers
were Deborah McBrearty from our M&A
Practice and John McNally from AIG who
provided an insight into how insurance
solutions can be used to unlock deal value.

The event was very well attended by both ACG
members and a number of our private equity
clients, and allowed an excellent opportunity for
networking between the corporate and private
equity community.

ACG UK meets six times a year in central
London. Hazel Mack, a Director of the Willis
M&A Practice, is the current Chairman. The
typical format for meetings is a buffet luncheon
followed by a guest speaker and a Q&A 
session on a subject of relevance to M&A 
and corporate growth.

The ACG is a global association for
professionals involved in corporate growth,
corporate development and M&A. Membership
comprises leaders in corporations, private equity
and professional service firms. ACG has some
10,000 members representing Fortune 500,
Fortune 1000, FTSE 100 and mid market
companies in 44 branches in North America,
Europe and Asia.

New Joiners

açìÖ=pãáíÜI táääáë=içåÇçå

Willis is delighted to announce the appointment
of Doug Smith as Non-Executive Deputy
Chairman of the Mergers and Acquisitions
(M&A) Practice.

Doug has held the position of Chairman for a
number of divisions within a major global
insurance broker, latterly as Chairman of
Marsh’s Private Equity and M&A practice, and is
widely regarded as one of the leading UK
insurance advisors on transactional insurance
issues to the private equity industry.

Working closely with Alistair Lester, Head of the
International Willis M&A Practice, Doug will
focus on broadening the strength and breadth
of relationships with the private equity
community. He will also support the strategic
growth and development of the M&A Practice.

Doug, whose previous roles include head and
founder of insurance broker Corporate Risk,
Chairman of Heart of Midlothian Football Club
and Director of the Royal Scottish National
Orchestra between 1986 and 1992,
commented: “Willis has the potential to
become the leading global insurance house in
the private equity world."

g~ëçå=t~åÖI táääáë=eçåÖ=hçåÖ=

Jason joins Willis as a Divisional Director within
the Global M&A Practice operating from our
Hong Kong office.

With a background in asset-backed
securitisation and structured finance, Jason was
involved in financial engineering and advisory
services within his last firm. Involvement in
private equity investment has allowed Jason to

develop a thorough understanding of the
demands of the private equity funds and the
individuals working in the sector. This, combined
with a background in insurance broking and
risk management spanning the US and Asia,
gives Jason an excellent platform to help
develop Willis M&A products and services 
in the Asia region.

^äÑçåëç=`çåÇÉI táääáë=j~ÇêáÇ=

Alfonso has joined Willis to lead the Spanish
M&A Practice after nine years working in the
Risk management Department of a rival broker.
Alfonso has specialised in Oil & Gas and
Technology & Telecommunications sectors.
In 2004/2005 Alfonso assisted in a number of 
key global transactions, transferring his skill and
local knowledge to maximise Spanish delivery.

During this period, his involvement in risk
management for the main players of the
Spanish market has resulted in his participation
in several due diligence processes carried 
out during the very active 2004 and 2005 
M&A periods.

gçÜå=iÉÅâáÉI táääáë=içåÇçå

John began working in the London Market
insurance industry in 2001, gaining experience
in Property and Casualty Re-insurance across
North American and Europe. John has also
benefited from working for a major law firm to
develop and coordinate the business
development interface with the insurance
industry.

As a project manager within the team, John 
will be responsible for delivery of due diligence
and account management within the private
equity industry.
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Insurance Due Diligence: Science or Art?
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Just where is the value creation from insurance
and risk management due diligence?
This is a common question raised by private
equity and corporate clients alike, and is a 
valid question in an increasingly wary M&A
advisory market, where justification for every
service selected from the increasing list of
advisers on the transactional market
bandwagon is scrutinised.

What is clear is that insurance and risk
management due diligence is increasingly
regarded as a strict requirement, rather than
the previously option-based approach to due
diligence selection.

The overall insurance due diligence exercise is a
multi-directional process that must not only
consider the current snapshot picture of the
insurance and risk management position, but
equally importantly the historical liability and
future risk profile of the target business. Such
past, present and future analysis, combined
with a variety of transaction types provides a
rich tapestry of exposures, deal issues and
coverage options. So contrary to popular belief,
insurance due diligence is a varied and colourful
environment to be involved in!

tÜçÛë=ÇêáîáåÖ\
So who is driving this M&A market demand,
and why is the provision of insurance services
continuing to increase both the service offering
of the insurance industry and the product base?
The most significant driver in this market is the
lenders’ group. While many corporates had
been comfortable with a cursory glance over
the insurance policies by their legal advisers, the
debt providers have now been driven to, and
demand, more detailed analysis of what is
protecting the assets underpinning the loan
agreements. No longer can the lenders expect
to impose a blanket warranty on the insurances
to provide full replacement value on the assets,
a provision for all proceeds to be assigned to
them and have potential control on the
settlement of all claims. The insurance market
has developed, in line with the recent
hardening of the insurance cycle, to recognise
the potential exposure that full acceptance of
lenders terms imposes on otherwise standard
terms and conditions.

`~îÉ~í=bãéíçê
So where do the issues lie in insurance and risk
management due diligence? What do clients
want? This is a well-trodden path for the
specialist insurance advisers involved in the
M&A environment, and a question that requires
detailed attention to give credit to an
increasingly important and complex conundrum.

Fundamentally, the type of transaction will
dictate the priority for the scope of work. For
example, many have argued that ‘public-to-
privates’ do not easily permit a detailed due
diligence exercise; however, the lawyers will
agree that insurance due diligence becomes a
fundamental issue. The fact that the business
profile, from an insurance perspective, will not
alter (save for the corporate structure itself), the
insurances will largely continue through to
completion. In such instances, the very assets
and liabilities of the business being purchased
will be protected by the existing insurance
arrangements. There is thus every reason to
ensure that they are appropriate.

Conversely, buying out a division of a parent
organisation drives a very different set of
criteria for the due diligence exercise. Is the
insurance programme part of the parent/vendor
group insurance? is there a captive? And where
is the NewCo being established? Equally
important will be who assumes both the known
historical liabilities and the Incurred But Not
Reported (IBNR’s). It is more straightforward to
establish and address the known liabilities, but
who is going to address the impact of IBNR’s
on NewCo? Is it equitable for NewCo to
assume liability for IBNR’s when the historical
cost base has been funding the liability prior 
to completion?

qÜáëI çÑ=ÅçìêëÉI ÇÉéÉåÇë=çå=óçìê
éÉêÅÉéíáçå=çÑ=íÜÉ=êáëâK
Auctions create the most interesting
opportunities and reflect the most demanding
briefs for insurance advisors. Notorious for
limited and/or out-of-date information,
purchasers push the fact that now infamous
question: “So what’s the insurance going to
cost?” Only through the ability to access
brokers with a ‘finger on the pulse’ of insurers
will the numbers hold up. Purchasers have

traditionally expected this ‘cost’ to be the
annual premium chargeable to the target post
completion. However, through the development
of better modelling tools, the cost is no longer
the simple premium expected over the next 
12 and 24 months – a more realistic ‘total cost
of risk’ is now provided, taking into account a
number of contributory factors:

Total Cost of Risk = Annual premium +
self insurance + capital expenditure +
risk management + claim handling +
insurance tax

With a number of targets becoming targets by
virtue of their distressed nature, capital
expenditure and risk management are often
material costs to be addressed in the first 36
months of ownership. Equally, tax itself can be
a major factor in certain European territories,
for example Italy, where the majority of classes
of insurance premium are taxed at 22%.

As the auction process moves through to
exclusivity, the previously inaccessible data
provides the specialist insurance advisor with
the ability to consider the key details, namely
risk reviews, business interruption calculations
and detailed loss triangulations, together with
the declared values. With division buy-outs of
major public companies, such micro-data is
often non-existent. Constructive use of 
available data and depth of knowledge is the
only information with which to identify future 
cost of risk.

Entwined within the provision of insurance due
diligence is the ability to produce the all-
important solution to the identified issue. Willis
has differentiated its M&A practice from other
providers by combining core M&A services into
a single-source delivery unit, including Due
Diligence, Transaction Solutions and
Environmental disciplines. The coordination of
delivery solutions to clients is a central focus 
of the Willis M&A Practice. Encouraging the
cross-fertilisation of ideas between disciplines,
Willis has been at the forefront of the
development of a number of bespoke solutions
to unique situations.
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There appears to be no limitation on either the
size or industry sector wishing to utilise
insurance due diligence. Traditionally, the larger
manufacturing transactions led the use of
insurance due diligence; this has now moved
forward to every conceivable sector of the M&A
market, encompassing all transaction sizes. It is
arguable that the small to mid-market
transactions are finding the use of insurance
due diligence increasingly important, especially
where small corporate transactions are heavily
reliant on specialist support networks.

c~Åí=çê=cä~áê\
The recognition of insurance brokers’ dedicated
M&A teams by other advisors, including legal,
financial and corporate finance, has allowed the
development of ideas and products to flourish.
Participation at the deal table on key issues has
allowed specialist insurance advisors to create
value in otherwise unimaginable areas. It has
long been questioned whether insurance is an
art or a science; insurance due diligence
definitely leans towards the roots of numerically
based risk transfer founded upon facts.

However, there will always be the requirement to
adopt artistic flair and entrepreneurial spirit to
deliver those one-off all important solutions.
Such a combination makes the offering from
specialist insurance advisors highly appealing 
to private equity and corporates alike.

páãçå=açÇëïçêíÜI bñÉÅìíáîÉ=aáêÉÅíçêI
táääáë=jÉêÖÉêë=~åÇ=^Åèìáëáíáçåë=mê~ÅíáÅÉ
qÉäW HQQ=EMFOM=TVTR=OMVQK
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Type of cover: Specific Indemnity

Insurance 
Insured party: Buyer
limit of liability: £30,000,000 
Transaction Value: £300,000,000

Acquisition by UK plc of UK-based asset (with
residual liabilities from prior businesses) from
US Group.

The Willis Mergers & Acquisitions Practice was
approached to assist on a transaction by a large
Multi-national corporation seeking to exit their
European operations. A deal-breaker had arisen
in relation to the disposal of one UK-based
operation as the target company had previously
owned more than one business. The Purchasers
were concerned that the target would be hit
with residual liabilities arising from a previously
owned business. The Vendors were prepared to
provide an indemnity, but the Purchasers were
not comfortable with the security rating of the
Vendors. The Purchasers would require the
Vendors to leave £30 million in an escrow
account, but this did not meet the Vendors exit
strategy requirements.

Willis Mergers & Acquisitions Practice was 
able to facilitate completion of the transaction
by providing a very unusual cover, offering
virtual blanket indemnity for liabilities relating
to the previously owned business, up to a limit
of £30 million, for a period of six years
following acquisition.

`~ëÉ=píìÇó=O
The Willis M&A Practice undertook insurance
and risk management due diligence on a target
that was a specialist component supplier in the
UK. The due diligence identified a breach of
warranty as a result of inadequate risk
management. Compounding the issue was a
recent fire where the claim had been declined
by insurers as a result of the breach of
warranty. The insurers had subsequently
suspended the property damage/ business
interruption coverage. Willis put forward a set
of proposals which were adopted as a
Condition Precedent. The vendor group was
obliged to address the risk management
shortfalls (including the cost of implementation)
and the future liabilities were transferred to the
purchaser’s own policy arrangements without
financial impact on the existing premium.

`~ëÉ=píìÇó=P
A recent transaction identified a non-disclosure
in the United States Workers Compensation
(WC) loss experience. The financial model had
been built to include a declared insurance
premium, but over half the potential cost was
being hidden as a result of a significant WC
deductible programme of $500,000 per
claimant. Premium was therefore low, but self-
insurance disproportionately high. Although
information was limited, the potential purchaser
was able to give an indicative bid with the
mechanism for adjustment following review of
the US WC insurance programme. This case was
further complicated by the value of Letters of

Credit (LOC’s) issued by the Vendor Group.
Such LOC’s were not transferable at completion
and therefore required funding, creating a
liquidity issue for the purchaser. Failure to
identify both issues would have been, in the
words of the purchaser, “a potential
catastrophe for the business”.

Case Studies
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German Tax Opinion Insurance Breakthrough 

In a groundbreaking transaction, Willis worked
with a group of German-based private equity
sellers and their advisors to arrange an
insurance policy under German Law. The policy
provided comprehensive levels of risk transfer,
enabling the seller group to successfully access
significant funds that would otherwise have
been unavailable to them for a further six years.

_~ÅâÖêçìåÇ
Following the completion of a €200 million
German transaction in 2004 the exiting seller
group recognised that a range of tax
indemnities, negotiated within the Share
Purchase Agreement, prevented them from
safely releasing close to €30 million of funds to
their investors. We understand that a range of
solutions were being considered one of which
was via an insurance product.

cáêëí=pí~ÖÉ
Willis was contacted a number of months after
completion, in mid 2005, to discuss the

potential insurance options that could be made
available to the seller group. Following receipt
of a significant level of documentation, the risk
information was quickly assessed and where
necessary additional knowledge was gained via
conference calls and meetings. The conclusion
was that the tax insurance market could present
a range of possible solutions to enable the
seller group to achieve their goals.

qÜÉ=oáëâë
There were two distinct risk elements within 
the Share Purchase Agreement: (1) a specific
tax indemnity relating to a real estate issue
concerning the conversion of the company;
and (2) general tax indemnities relating to 
all taxes in connection with the target
businesses. Although there was a reasonable
financial “buffer” before the seller group’s
liability was exposed, the potential risks 
were such that it was considered provisions 
had to maintained to provide for a possible
claim or claims.

lÄàÉÅíáîÉë=Ñçê=táääáë
– Identify underwriters prepared to offer

terms on the German tax risks via an
insurance policy that would be governed by
German Law.

– Negotiate insurance cover that would meet
the seller group’s objectives of ‘back-to-
back’ protection with the contractual
indemnities to enable effective risk transfer.

– Deliver a policy at a cost level that made
the insurance an effective use of funds.

– Ensure that the impetus for the insurance
project was maintained.

qÜÉ=fåëìê~åÅÉ=j~êâÉí
The tax insurance market has been existence for
just over five years and is limited to a handful
of underwriters – most of whom have built
their underwriting experience from insuring UK
and US risks. While insurance has been placed
for numerous risks and in a number of
jurisdictions, none of the underwriters had
arranged cover in Germany.

råÇÉêïêáíáåÖ=mêçÅÉëë
Two potential underwriters who were prepared
to consider the risks were quickly identified.
Following comprehensive marketing
presentations to each of the underwriters within
which the need for competitive terms was
highlighted, indicative heads of terms were
presented to the client for review and
discussion. The decision was made to select the
underwriter that had put forward the most
advanced range of terms to go forward to the
next stage of the underwriting process. After a
significant due diligence exercise the initial
quotation and policy terms were provided.

In conjunction with the client’s advisors the
policy language was negotiated, culminating in
an insurance policy that was acceptable to all
parties, governed by German Law and subject
to German jurisdiction.

dç~äë=^ÅÜáÉîÉÇ
– Cover was purchased by each of the 

exiting sellers
– The premium competitive
– Funds could be released to investors.

_êá~å=eÉåÇêóI bñÉÅìíáîÉ=aáêÉÅíçêI táääáë
jÉêÖÉêë=C=^Åèìáëáíáçåë=mê~ÅíáÅÉ
qÉäW HQQ=EMFOM=TVTR=OURNK
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Willis Mergers & Acquisitions Practice performed insurance
due diligence on the

EUR 1,400,000,000

acquisition of

by

j~êÅÜ=OMMS
This announcement appears as a matter of record only

Willis Mergers & Acquisitions Practice performed insurance
due diligence on the

acquisition of

by

^éêáä=OMMS
This announcement appears as a matter of record only

Willis Mergers & Acquisitions Practice performed insurance
due diligence on the

£275,000,000

secondary buy-out of 

by

^éêáä=OMMS
This announcement appears as a matter of record only

Gras Savoye (a Willis Partner) Mergers & Acquisitions
Practice performed insurance due diligence on the 

acquisition of

by

^éêáä=OMMS
This announcement appears as a matter of record only

Willis Mergers & Acquisitions Practice structured an
insurance product on the

acquisition of

by

j~êÅÜ=OMMS
This announcement appears as a matter of record only

Lloyds Development Capital 

Gras Savoye (a Willis Partner) Mergers & Acquisitions
Practice performed insurance due diligence on the 

acquisition of

by

j~êÅÜ=OMMS
This announcement appears as a matter of record only

Willis Mergers & Acquisitions Practice performed insurance
due diligence on the

acquisition of

by

^éêáä=OMMS
This announcement appears as a matter of record only

Willis Mergers & Acquisitions Practice
performed insurance due diligence for 

Montagu Private Equity on the

£182,000,000
acquisition of

from

j~ó=OMMS
This announcement appears as a matter of record only

Willis Mergers & Acquisitions Practice performed insurance
due diligence on the

£230,000,000
public to private of

by

^éêáä=OMMS
This announcement appears as a matter of record only

Willis Mergers & Acquisitions Practice performed insurance
due diligence on the

acquisition of

by

j~êÅÜ=OMMS
This announcement appears as a matter of record only

a newco backed by the
Alchemy Investment Plan

Willis Mergers & Acquisitions Practice performed insurance
due diligence on the

Euro 375 million
acquisition of

by

^éêáä=OMMS
This announcement appears as a matter of record only

Willis Mergers & Acquisitions Practice performed insurance
due diligence on the

NOK 4,320,000,000
acquisition of

by

j~ó=OMMS
This announcement appears as a matter of record only

VismaMisys General Insurance Creal

Oranje
Nassau
Groep

Meet the Team

Simon, who joined Willis in 1994, has over 20 years’
experience in insurance. After initially working as a 
Client Executive advising large UK companies, he joined
the London M&A team in 1997. Having worked 
on over 100 transactions, Simon focuses on providing due 
diligence advice and consultancy. In 2000 he moved 
to the Netherlands, where he heads up the M&A Practice.

Simon is an Associate of the Institute of Risk
Management and has studied Management 
at Henley.

Direct line: +31 20 531 2552
Mobile: +31 6 534 699 62
Email: simon.cross@willis.com

páãçå=`êçëë
táääáë=jC^=mê~ÅíáÅÉ=iÉ~ÇÉê=Ó=qÜÉ=kÉíÜÉêä~åÇë

by

from

Vestar Capital Partners
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