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The insurance industry is highly 
regulated and transparent, requir-
ing the public f i l ing of detailed 
financial and operational infor-
mation with regulatory authori-
ties. This regulatory oversight has 
resulted in the insurance sector 
having experienced the lowest 
weighted average default rate of 
about 0.3% from 1981 - 2018 as 
reported by Standard & Poor’s 
(see figure 1). Historically, ILS 
has not been correlated to the 
broader financial markets. 

With over 5,800 insurance com-
panies in the United States and 
Bermuda, according to the Nation-
al Association of Insurance Com-
missioners, there is a signif icant 
need for capital.  However, small 
to mid-sized insurance companies 
have l imited access to the capital 
markets and look to source pri-
vate capital in order to f inance 
internal and external needs and 
general corporate purposes. Cer-
tain debt structures are recog-
nized as capital for regulatory 
and rating agency purposes. Debt 
capital can be uti l ized to support 
general corporate needs, M&A ac-
tivity and other forms of business 
development. 

With return and portfol io diversi-
f ication benefits to the investor, 
private credit for insurance com-
panies is an interesting strategy. 
 

EXECUTIVE SUMMARY1

Insurance Linked Securities (ILS) have 
experienced significant interest from 
investors over the last 20 years. ILS 
investments have generally been in 
catastrophe bonds (cat bonds). Anoth-
er equally long-standing ILS strategy, 
private credit for small to mid-sized 
insurance companies, is the focus of 
this white paper.
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THE CASE FOR INSURERS

An insurance company’s reasons to utilize 
private debt may include:

• Improving ratings and/or bolstering regu-

latory/rating agency capital;

• Reducing dependency on reinsurance and 

retaining more of the profitable business;

• Helping with opportunistic growth;

• Providing run-off funding (for books of 

business that are distressed);

• Improving capital efficiency;

• Bolstering return on equity; and

• Facilitating the financing of a merger or 

acquisition.

2 Prior to the global f inancial crisis 
there was an active market pro-
viding private debt transactions 
for smaller and mid-sized insurers 
in the US and Europe.  However, 
during the financial crisis, which 
reached its cl imax in 2008, access 
to the debt capital markets was 
constrained. As a result, insur-
ance companies wanting to expand 
either had to grow organically or 
raise equity capital. Private debt 
offered an alternative.

Rating agencies and regulators 
have increased capital require-
ments for insurance and reinsur-
ance companies. For example, 
companies are required to main-
tain solvency capital to meet claim 
obligations in extreme scenarios 
as evidenced by AM Best’s new 
BCAR methodology that was in-
troduced in late 2017 which plac-
es additional scrutiny on an (re)
insurers “tai l r isk.” The amount of 
risk-adjusted and contingent cap-
ital in the form of reinsurance is 
assessed by rating agencies such 
as AM Best when assigning an in-
surance company’s credit rating.

AM Best has increased its scru-
tiny of P&C companies with an 
over-reliance on reinsurance. In 
the AM Best “Credit Rating Meth-
odology for US Property/Casualty 
Insurers”, the rating agency notes 
it “includes an additional capital 
requirement, or surcharge for rat-
ing units that analysts believe are 
excessively dependent on 
unaffi l iated reinsurance.” 

The increased scrutiny of the use 
of reinsurance may encourage 
small and medium-sized insurance 
companies to reassess their rein-
surance programs. Private debt 
can provide a strategic alternative.
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• Private insurance debt is an important capital instrument for 
an insurance company’s balance sheet

• Private debt can help finance opportunistic growth and M&A 

• Increased risk retention by primary insurers is driving interest 
in private debt 

Following the financial crisis, the supply of 
debt capital effectively disappeared for the 
more specialist small companies. But now 
private insurance debt is back and it’s a func-
tioning market. We believe this type of capi-
tal is here to stay.” 

“Debt has significant value as a physical cap-
ital instrument for an insurance company’s 
balance sheet and can be structured to be 
qualifying instruments for regulatory and rat-
ing agency purposes. The capital is very flexi-
ble so it can be used to support M&A activity 
and other forms of business development.”

“For insurers, this is about  growing the bal-
ance sheet as opposed to offsetting risk. If 
you have profitable business in your portfo-
lio and you want to retain business, private 
insurance debt is the most economical facili-
tator.

John Butler, Managing Director, 
Cohen & Company

“

”
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ILS as an asset class has 
grown substantial ly over the 
past two decades offering in-
vestors non-correlated returns 
to the broader capital 
markets.  

While catastrophe risk is 
generally focused on specif ic 
events and geographic areas, 
private insurance debt has 
broader portfol io diversif ica-
tion across both risk and indi-
vidual company. 

COMPARISON: 
PRIVATE DEBT -VS- ILS3
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Middle market corporate debt 
strategies have attracted signif-
icant capital over the last f ive 
years. Borrowers generally have 
leveraged balance sheets exceed-
ing 4x. Yet, with the amount of 
uninvested capital, the competition 
for transactions has resulted in a 
loosening of f inancial terms and 
covenants. This has led managers 
to add additional leverage at the 
portfol io level to achieve returns 
to investors.

The private insurance credit strat-
egy is differentiated as insurance 
companies are not leveraged, 
loans have more typical f inan-
cial covenants and the industry is 
highly-regulated, providing greater 
transparency.

COMPARISON: 
INSURANCE PRIVATE DEBT 
-VS- MID-MARKET LENDING

4

7



CONCLUSION5
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As we enter a period of slowing global growth with 
tightening l iquidity combined with sinking credit 
quality, strategies that provide consistent non-cor-
related returns are particularly attractive, espe-
cial ly for investors who have defined investment 
return criteria.  Private insurance debt has histor-
ically provided attractive non-correlated returns 
from issuers who are generally investment grade 
rated. Unlike other insurance l inked strategies, 
which have risk and geographic exposure, the in-
surance private debt strategy is diversif ied across 
borrowers who underwrite diversif ied l ines of busi-
ness in multiple geographies.  Compared to middle 
market corporate lending strategies, the insurance 
private debt strategy does not rely on portfol io 
leverage to deliver returns.



Cohen & Company, Inc. (NYSE 
American: COHN) (“Cohen & 
Company”) is a f inancial ser-
vices company founded in 1999 
as a private investment firm 
focused on small-cap financial 
institutions. Over time, Cohen 
& Company’s focus shifted to 
debt f inancing and securit iza-
tion, and now focuses primar-
i ly on asset management and 
niche segments of f ixed income 
trading. Cohen & Company, 
through its subsidiaries, focus-
es on U.S. and European Asset 
Management, U.S. and Europe-
an Capital Markets, Loan Trad-
ing and Principal Investing. 
The Asset Management busi-
ness manages assets through 
collateralized debt obligations, 
managed accounts, and invest-
ment funds.
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