
 

 

Is now the time to sell?   
 
Every agency owner has likely heard about the big multiples being paid for agencies over the last few years.  Maybe 

you’ve read one of the many industry articles on the topic, a competitor recently sold their agency and there were rumors 

on the price, or perhaps a close industry colleague made an exit and you heard it directly from the source.  You may have 

even fielded calls from potential buyers inquiring on whether or not you are for sale.  There’s no questioning the current 

M&A environment is as aggressive as most agents have seen in their careers.   

 

The rumors are true; purchase price multiples have been on the rise, with our firm witnessing increases between 15 - 20 

percent over the last two years.  Multiples are being pushed up by an increase in the number of buyers and, hence, 

competition over a limited supply of agencies.  Activity by private equity-backed buyers alone, which represented a small 

fraction of transactions pre-recession, has surged.  The demand is being fueled by a rebounding economy coupled with 

persistently low interest rates and low-yielding alternative investment options.  As these firms acquire at a torrid pace, 

many of the usual buyer suspects have been forced to look further down the totem pole (in regards to revenue size) to fill 

their appetites.    

 

How long will the bubble last?  No one can say for certain, but interest rates have already started to make the move 

upwards with the Fed raising rates four times in the past 18 months.  As rates go up, it will be harder for buyers to realize 

their desired returns on deals and valuations will start to decline.  It’s simple math.  Increasing the cost of capital reduces 

the rate of return and what buyers can afford to pay, which we’ve started to witness.     

 

There are indications of a softening commercial rates in certain classes of business according to Willis’ Marketplace 

Realities 2017 report.  In the report, 17 of the 23 classes of business reviewed (74%) were expected to decline or be 

mixed/flat.   When you add a decline in revenue to a decline in value multiple, you get a negatively multiplying effect 

that can quickly evaporate substantial equity.  The same trend was observed shortly into the recession of 2008.   

 

So, how do you know if now is the right time to sell?  Let's assume that you've spent the past few years (both personally 

& professionally) putting yourself in a good position and are planning on stepping aside sometime within the next few 

years.  Should you do it now, next year or the year after?  If you are mentally ready to make that transition you should 

strongly consider your options sooner rather than later.  We've had clients sell within the last year who fully intended on 

being out years ago.  Right before the recession they received several offers for prices they would have gladly accepted, 

but it was a year or two too soon.  We all know what happened next.   The bottom fell out of the economy, buyers 

disappeared, multiples fell and they were left scrambling to keep the business growing.  Their exit got put on hold for 

eight years until the owner could realize an amount necessary to reach their financial goal.   

 

The chart below shows some hypothetical scenarios for selling your agency sometime in the next three years, assuming 

your revenues stay flat, your EBITDA margin (Earnings Before Interest Taxes Depreciation & Amortization) is 30 percent 

and that you were to pay a Capital Gains tax rate of 23.8 percent.   

 

 

2017 2018 2019
Revenue 1,000,000$     1,000,000$     1,000,000$     

Growth 0.00% 0.00%

Expenses 700,000$        700,000$        700,000$        

EBITDA 300,000$        300,000$        300,000$        

EBITDA Margin 30% 30% 30%

Multiple 6.50 6.00 5.50

Price 1,950,000$     1,800,000$     1,650,000$     

Cap Gains Tax (23.8%) 464,100$        428,400$        392,700$        

Net Proceeds 1,485,900$     1,371,600$     1,257,300$     

Difference ($) (114,300)$       (228,600)$       

Difference (%) -7.69% -15.38%



 

 

 

Notice that if multiples decrease on a similar pace as they’ve grown over the last few years, you may have a hard time 

keeping your agency value as high as it is right now.  You may need to grow the overall agency revenues by 10 percent 

year over year, just to keep a similar valuation.  For an agency with $1M in revenue with an 85 percent retention ratio, 

that means you’ll need to write $250K - $275K in new business while keeping your bottom line profit margins the same.  

That task could be even more daunting with the potential for rate softening.   

 
This last chart depicts a scenario in which revenues decrease by 5 percent, which was a common occurrence during the 

Great Recession as agency owners were fighting just to stay level.   

 
A two-year decline in revenues, compounded by a decrease in purchase price multiples lower the net proceeds for the 

owner by over $350K, or 23 percent.   

 

Buyers are still making big plans to acquire in 2017.  That trend may continue beyond the next 12 months. However, if 

the market turns it could change quickly, just like what happened in 2008.  If are in a good position and are debating how 

soon to make an exit, you could reduce the possibility that your primary asset, the agency, decreases in value by exploring 

a sale sooner rather than later.  After all, you are in the business of trying to reduce and eliminate risk.   

 

 

 

About INS Capital Group 

INS Capital Group, LLC is an M&A and Capital Solutions advisory firm specializing in insurance industry.  Over the 

past 10 years our advisors have been a part of over 150 insurance transactions representing over $250M in transaction 

values.  Our clients have included Retail Agents, MGAs and Program Administrators.  To find out more visit our 

website, www.inscapitalgroup.com, or contact us at info@inscapitalgroup.com.   

2017 2018 2019
Revenue 1,000,000$     1,100,000$     1,210,000$     

Growth 10.00% 10.00%

Expenses 700,000$        770,000$        847,000$        

EBITDA 300,000$        330,000$        363,000$        

EBITDA Margin 30% 30% 30%

Multiple 6.50 6.00 5.50

Price 1,950,000$     1,980,000$     1,996,500$     

Cap Gains Tax (23.8%) 464,100$        471,240$        475,167$        

Net Proceeds 1,485,900$     1,508,760$     1,521,333$     

Difference ($) 22,860$          35,433$          

Difference (%) 1.54% 2.38%

2017 2018 2019
Revenue 1,000,000$     950,000$        902,500$        

Growth -5.00% -5.00%

Expenses 700,000$        665,000$        631,750$        

EBITDA 300,000$        285,000$        270,750$        

EBITDA Margin 30% 30% 30%

Multiple 6.50 6.00 5.50

Price 1,950,000$     1,710,000$     1,489,125$     

Cap Gains Tax (23.8%) 464,100$        406,980$        354,412$        

Net Proceeds 1,485,900$     1,303,020$     1,134,713$     

Difference ($) (182,880)$       (351,187)$       

Difference (%) -12.31% -23.63%
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