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EMEA Edition

M&A Insurance: Unpicking material
claims in EMEA
The EMEA edition of AIG’s M&A Claims Intelligence report sheds further
light on the heightened severity of claims within this market.
For AIG’s Warranty & Indemnity (W&I) policy book as a whole during the study period, 19% of material claims
(up from just 8% from two years previously) were valued at $10m or above, with an average claim size of $20m1.
European claims are in line with this trend, with more severe claims than before, especially on larger deals
valued at over $1 billion.

The full report can be found here

1	The AIG Report reviewed claims made during the study period spanning policies written between 2011 and 2018 covering approximately 3,500 deals
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The increase in claim size reflects a number of underlying trends,
including greater use of W&I insurance as a deal facilitator and
more detailed product knowledge on the part of buyers and their
lawyers. With this deteriorating claims severity, a correction in
rates and reduction in liability limits is almost inevitable.
“We see claims for large values in EMEA, meaning that severity is
an issue for non-US transactions too,” observes Michael Turnbull,
UK M&A manager at AIG. “It’s worth noting that historically there
has been a bias in EMEA towards placing large limits with a
single insurer, which can have a dramatic effect on profitability
in a severity book. In order to maintain the sustainability of the
market, a rethink may be needed with regards to spreading large
limits of liability across a number of insurers.”
“The market continues to be competitive,” he adds,” although
there have been some exits - largely MGA capacity. It’s interesting
to note a continuing tendency of some markets to be aggressive
on softening rates, particularly in the context of other lines of
insurance hardening at the same time. It appears that for some
markets, their priority is short-term cash flow, rather than the
longer-term sustainability of the business.”
It is not just within EMEA where severe claims have been
occurring. In Emerging Markets, specifically Latin America and
Africa, sizeable claims have also been notified. Some of these
claims have been characterised by unpredictable positions
taken by local tax authorities.
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Claims frequency is also steady within EMEA. “Frequency is a bit
lower than in North America,” notes Turnbull. “But we still see
highest frequency in the larger transactions, in particular those
from $500m to $1 billion in value.”
From the perspective of policy breach type, breaches of the tax
warranties are the predominant driver of claim notifications,
accounting for 26% of all reported incidents in EMEA. It is
followed by financial statement breaches, which are responsible
for 21% of reported incidents. The frequency of tax claims is
highest in the UK, in comparison to the rest of Europe, North
America and APAC.
“Corporate income tax claims account for around 40% of all
tax claims for Continental Europe,” observes David Rasmussen,
head of M&A, AIG Europe. “However, part of the reason for
the large number of tax claims can be found in the statutory
audit circles in a number of European jurisdictions where tax
authorities are regularly conducting tax audits. These normally
trigger a claim notification under the policy although there may
not be an actual claim in the end.”
“Tax claims do remain one of the most frequent claims types
and also prove the increased complexity of taxes across Europe
and hence also on M&A transactions,” he continues.
Within Emerging Markets, the severe claims have resulted from
breaches in relation to tax and financial statement warranties.
The lack of transparency around both the rule of law, but also
the internal processes of the relevant regulatory authorities that
we have in some [tax] claims supports our view that these sorts
of deals require a different approach to pricing and coverage to
more developed jurisdictions.
By industry, claims notifications continue to emanate from
a broad range of sectors. “Real estate transactions seem to
contribute to a higher claims frequency in some regions of
Europe and also account for some of the more severe claims,”
observes Rasmussen. “This is interesting because real estate
has historically been considered low risk, but the claims activity
indicates this is no longer the case.”
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This document considers M&A claims in the context of an AIG insurance programme only. Reliance upon, or compliance with, any of the information, suggestions or recommendations contained herein in no way guarantees
the fulfilment of your obligations under your insurance policy or as may otherwise be required by any laws, rules or regulations. The purpose of this document is to provide information only and you should not take any
action in reliance on the information contained in this document. This document is not a substitute for you undertaking your own investigations and obtaining professional or specialist advice. No warranty, guarantee, or
representation, either expressed or implied, is made as to the correctness or sufficiency of any representation contained herein. AIG does not accept any liability if this document is used for an alternative purpose from which
it is intended. American International Group, Inc. (AIG) is a leading global insurance organization. Building on 100 years of experience, today AIG member companies provide a wide range of property casualty insurance,
life insurance, retirement products, and other financial services to customers in more than 80 countries and jurisdictions. These diverse offerings include products and services that help businesses and individuals protect
their assets, manage risks and provide for retirement security. AIG common stock is listed on the New York Stock Exchange. Additional information about AIG can be found at www.aig.com | YouTube: www.youtube.com/
aig | Twitter: @AIGinsurance www.twitter.com/AIGinsurance | LinkedIn: www.linkedin.com/company/aig. These references with additional information about AIG have been provided as a convenience, and the information
contained on such websites is not incorporated by reference into this report. AIG is the marketing name for the worldwide property-casualty, life and retirement, and general insurance operations of American International
Group, Inc. For additional information, please visit our website at www.aig.com. All products and services are written or provided by subsidiaries or affiliates of American International Group, Inc. Products or services may not
be available in all countries, and coverage is subject to actual policy language. Non-insurance products and services may be provided by independent third parties. Certain property-casualty coverages may be provided by a
surplus lines insurer. Surplus lines insurers do not generally participate in state guaranty funds, and insureds are therefore not protected by such funds.
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For more information see the full M&A Claims Report here

