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Description and Summary:

The insurance industry provides life insurance, health insurance, property and casualty insurance, annuities, accident insurance, risk management, mortgage insurance, credit insurance, etc. 
Consolidation is constantly present in this industry. Mergers of large companies put pressure on smaller competitors. Large geographical coverage and increased products offerings are necessary to compete effectively. The cost synergies created from combined companies allow companies to weather the narrowing yield spreads. Life insurance is now distributed widely and seen mainly as a commodity. The companies with the most competitive offers will succeed. 
International Competitive Structure:

Global expansion is a key factor to success. In 2006 the more geographically diverse companies benefited from strong international growth, particularly from Latin America and the Asia-Pacific region. In June 2006, AXA announced plans to acquire Winterthur Swiss Insurance Co. from Credit Suisse Group for approximately 12.3 billion Swiss francs. Allianz Life Insurance Co. of North America, a unit of German financial services giant Allianz AG, is the US leader in index annuity sales.
Strengths:

1. Annuities are increasing in demand. Variable annuities and equity indexed annuities are attractive to potential investors. The relaxation of anti-competitive laws is allowing insurance firms to compete directly against financial service firms. 
2. Precision in the underwriting process secures a very predictable cost to the company. Prices can be set accordingly to guarantee a profit while still remaining competitive. 

Weaknesses:

1. Unforeseeable catastrophes have drastic effects on the insurance industry. Natural disasters can quickly disrupt insurer’s profits. The September 11, 2001 terrorist attacks brought up new challenges to decide how to insure against terrorism. 
2. An inverted yield curve disturbs investment spreads and hurts life insurer’s earnings on spread-based products. With a flat yield curve, insurers have not been able to profit much on the interest rate spread between what they can earn in the bond market and the interest rates that they pay to buyers of their life insurance and annuity products. As higher yielding securities mature, insurers have been unable to replace them with anything other than lower-yielding bonds.
3. Products with guaranteed minimum withdrawals require advanced hedging techniques. These techniques have little historical data and are expensive to implement.
Opportunities/Trends:

1. The general population of retirement-aged individuals will increase from 12.4% in 2000 to 19.6% by 2030. Opportunities come from providing retirement-centered products rather than purely income-protection products. 
2. Barriers to entry are high in the industry. A high client base is absolutely essential to precisely calculate risk. Entering this industry as an entirely new business would be near impossible. A large sum of money would be necessary to buy out an already existing company. 
3. The insurance industry has always been regulated on a state-by-state basis. A large majority of insurers are pushing for a general federal regulation which would reduce expenses. Under a national system, insurers would be free to set prices.
Threats:

1. Insurance companies must grow and conglomerate or be consumed. Mergers and acquisitions loom and the number of insurance companies decrease each year. 

2. Falling interest rates decrease net investment income in the absence of appropriate hedging. Law suits alleging anti-trust could arise quickly and hinder profits and reputation. 
Key Valuation Ratios to Watch:

Look at net investment yield, ROE, ROA, ROR, risk-based capital yield, net premiums written to surplus, and loss reserves. You must always focus on profitability, liquidity, and leverage. 
Key Items to Watch:

Watch interest rates. Watch the National Insurance Act of 2006. If passed insurance would be federally regulated. Watch for government to agree to provide reinsurance in natural disaster prone areas.
Return Performance versus the S&P 500 and GDP (in%):
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	02	03	04	05	06	07YTD


S5INSU	-20.6	20.8	7.2	14.0	10.8	-1.0


SPX	-22.0	28.4	10.7	4.8	14.1	-0.6


Excess	1.4	-7.6	-3.5	9.2	-3.3	-0.4


GDP	1.9	2.7	4.2	3.5	2.9	3.0est








Investment Banking Internship, Fall 2006, Analyst: Warren Wilson warrenxwilson@gmail.com    December 2006

