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State of the Transactional Market

2023 was a tough year for dealmakers and 2024 is not expected to improve unless the Federal Reserve begins to lower
interest rates. Merger and Acquisitions ("M&A") deal volume decreased significantly year over year as a result of high interest
rates. The majority of acquisitions in 2023/2024 have been add-ons to current portfolio companies in lieu of platform
investments. The depressed deal flow in 2022/2023 coupled with the increase in Representation and Warranties Insurance
("R&W") market capacity has put pressure on carriers to decrease pricing and retentions. It has also expanded the appetite of
some of the carriers for both the nature of operations (i.e. healthcare) and deal size (< $25 million enterprise value). Unless
there is a significant increase in M&A activity over the next few months we expect R&W retentions and premiums to remain

steady in 2024.

Market Trends

Premium:

e Due to the competitive landscape and lower M&A activity
we expect premiums in 2024 to hold steady. Premiums
were at an all-time high in 2021 ($50,000 to $75,000
per million of limit) and started to come down in the first
quarter of 2022 and continued to decline in 2023
($21,000 to $27,000 per million of limit). It should be
noted the increase in claim activity from deals bound in
2021 could put some pressure on pricing.

Retentions:

e Similar to premium we expect retentions to remain
steady. Most carriers' starting retentions are well below
the 1% of enterprise value ("EV") average in 2021. Prior
to 2022 carriers would only offer a starting retention
below 1% of EV for transactions greater than $250
million. Presently carriers will offer starting retentions
below 1% of EV for transactions with an enterprise value
of $25 million or less with a drop down to .5% of EV and
some as low as .4% of EV.

Claims:

e There has been an increase in claims activity. This can
be contributed to the record volume of deals in 2021.
How carriers are managing and paying claims has been
a popular topic amongst insureds.

e The most frequent types of breaches being reported as
claims consist of Financial Statements (21%), Tax (19%)
and Compliance with Laws (16%).

¢ Many claims have been limit losses, some expected to
be as much as $1 billion in payment. These large losses
could put pressure on the carriers to increase premium.

Purchase Agreement Comments:

In 2021 it was not unusual for carriers to have several
comments on the Purchase Agreement. In today’s
market underwriters have become much more flexible
on their approach to the Purchase Agreement and try
to limit their proposed changes.

Trends:

Secondary deals- Because of market conditions there
has been an increase in secondary transactions. More
carriers are willing to quote and cover provisions such as
excluded obligations which previously had been excluded.
Smaller transactions- Carriers are creating streamlined
work streams for smaller transactions. In the past, most
carriers would not quote a transaction that was less than
a $50 million enterprise value. Now some carriers will
offer limits as low as $1 million and quote transactions
with an enterprise value as low as $10 million.

Add-on acquisitions- Were the primary driver of PE M&A
activity in 2023. Add-on acquisitions represented 76% of
overall deal count during the first three quarters of 2023
and this trend is expected to remain consistent in 2024.

Insured Capacity:

New carriers- Thus far there have not been any R&W
carriers exiting the market and the field continues to
grow although not at a pace of 2021/2022. Some recent
entrants to the US market include Fusion, Volante
Transaction Services and Sand Point Risk.
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The Risk Strategies Private Equity Practice is the industry leader with over 125 experts dedicated solely to PE and M&A bringing
diverse backgrounds to work as client advisors in the complex world of mergers, acquisitions, divestitures, IPOs, SPACs, and
investment deals. We operate as a national practice, with a local presence, proudly counting over 275 private equity firms and
thousands of portfolio companies among our client base.

If you have questions regarding this article or your current coverage, please contact our Private Equity Group:

Neil Krauter, Sr.

Practice Leader Private Equity
201-247-5230
nkrauter@risk-strategies.com

Jeff Rubocki

Senior Managing Director
815-690-3623
jrubocki@risk-strategies.com

Want to ABOUT RISK STRATEGIES

learn more? Risk Strategies is the 9th largest privately held US brokerage firm offering comprehensive risk
management advice, insurance and reinsurance placement for property & casualty, employee benefits,
private client services, as well as consulting services and financial & wealth solutions. With more

than 30 specialty practices, Risk Strategies serves commercial companies, nonprofits, public entities,
and individuals, and has access to all major insurance markets. Risk Strategies has over 100 offices
including Boston, New York City, Chicago, Toronto, Montreal, Grand Cayman, Miami, Atlanta, Dallas,
Nashville, Washington DC, Los Angeles and San Francisco. RiskStrategies.com.
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The contents of this report are for general informational purposes only and Risk Strategies Company makes no
representation or warranty of any kind, express or implied, regarding the accuracy or completeness of any information
contained herein. Any recommendations contained herein are intended to provide insight based on currently available
information for consideration and should be vetted against legal and business needs before application.
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