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OGP ID: 9999
Organic Growth & Profitability Survey (OGP) - Q3 2012
• Median annualized revenue for surveyed firms is approximately $16 million, average is over $27 million. U.S. and Canadian geographies represented.
• Public broker averages include AJG, AON, BRO, MMC and WSH and are taken from the most recent public filings and press releases.
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Reagan Consulting Observations
• Industry organic growth remains basically
flat from Q2, standing at 5.4% after Q3,
versus 5.5% after the first half of 2012.
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• The public brokers continue to trail
privately-held brokers in organic growth,
but lead in profitability.
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• Commercial lines growth increased over
the second quarter (6.9% versus 6.8%),
but group benefits growth declined to 4.1%
in Q3 from 5.2% after Q2.
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• OGP Projected 2012 Growth:
5.0%
OGP firms have revised their guidance
downward substantially from 5.7% after
the first half of 2012.

Profitability
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• Q3 2012 profitability (21.5%) is a full
two percentage points higher than Q3
2011 profitability (19.5%).
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• Median EBITDA margin continues to
decline as contingent income is spread
across a larger period. However, median
EBITDA margin is down only 0.6% from
Q2 (21.5% in Q3 versus 22.1% in Q2),
suggesting profitability may end the year
stronger than anticipated.
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• OGP Projected 2012 Margin:
19.5%
The 19.5% forecasted margin represents
an increase of 1.5 percentage points over
the Q2 2012 projection of 18.0%.

The Rule of 20 (1)
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• Despite the further spreading of contingent
income, Rule of 20 scores increased in
Q3 to 17.3 from 16.9 in Q2. This increase
reflects both solid growth and profitability
performance.
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• Almost one-third of reporting brokers have
a Rule of 20 score above 20 through Q3.
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• OGP Projected 2012 Score:
16.0
The median full-year Rule of 20 score is
now projected to be 16.0. This would be
an increase of 3.1 from 2011's full-year
score of 12.9 and would be the strongest
performance since 2006. This forecast
reflects contingent income spread across
the entire year.

(1) Reagan Consulting has developed a metric called the “Rule of 20” to provide a quick means of benchmarking an agency's shareholder returns. The Rule of 20 is calculated by adding half of an
agency's EBITDA margin to its organic revenue growth rate. An outcome of 20 or higher means an agency is likely generating, through distributions and / or share appreciation, a shareholder return
of approximately 15% - 17%, which is a typical agency / brokerage return under normal market conditions. Given current market conditions, however, few firms are achieving a score of 20 or better.
NOTE: If data for your firm reads "0.0%" or "0.0" it may mean that no data was submitted for that metric.
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About the Scatter Plot
In the chart above, we've plotted every firm in the survey that completed both the total agency organic growth section and the total agency
profitability section. Each firm's organic growth is plotted along the x-axis, and each firm's profitability is plotted along the y-axis. We've
included a couple of guidelines on the graph to help in interpreting the data. The grey dotted lines show the top and bottom 25% of firms in
organic growth and profitability. The solid blue line represents all combinations of organic growth and EBITDA margin that result in a Rule of
20 score of 20. Finally, we've broken the firms into groups based on revenue size, as distinguished by the different colored dots. The goal of
this scatter plot is to show the wide range of organic growth and profitability results in the industry and to benchmark where your firm falls.
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Has Agency Organic Growth Peaked?
Also, Insights from the Reagan Consulting Sales Study
by Kevin Stipe & Brian Deitz
Organic Growth Results and GDP
In last quarter’s commentary, we noted the recent
correlation between the performance of the U.S.
economy and that of insurance brokers. If you want to
project broker performance, look at how the U.S.
Gross Domestic Product (GDP) has performed over the
past 6-9 months. We also expressed concern that
although 2012 was shaping up to be the best year
since 2006, recent downward trends in U.S. GDP might
indicate a less promising road ahead.
Sure enough, broker growth performance seems to be
slowing. 3rd quarter organic growth was still solid at

5.4%, but was down slightly from the 5.5% pace
achieved through the first half of the year. More
concerning is that brokers are now revising their
projections of full year 2012 organic growth –
reducing them from 5.7% to 5.0%, a decrease of more
than 10%.
The chart below provides an updated look at the
correlation between U.S. GDP and organic growth for
brokers. If the correlation continues, it suggests that
brokers will continue to grow into early 2013, but at
slightly lower rates than 2012.

US GDP Growth Versus OGP Organic Growth Results
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Lessons from Leading Sales Organizations
As the OGP Survey’s reach has expanded since its
2008 launch, Reagan Consulting has been increasingly
asked the question: What do the fastest growing firms
do that enables them to grow faster than their peers?

We are proud to report that we recently completed a
research study aimed at shedding some light on that
question. The study, titled “Leading Sales
Organizations: The Race to Achieve Superior Results,”
-1-
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focuses on the 25 fastest growing brokers out of a
carefully selected group of 100 mid-size and large
North American firms. Through various analytics, the
study examines the business practices that the fastestgrowing firms have been using to outgrow their peers.
The research led to six key findings from the study.
They are briefly discussed below.
1. Don’t assume the answer to your growth woes
is hiring a full-time sales manager! Perhaps the
most startling statistic to come out of the study
was how few firms actually have a full-time sales
manager. Only 17% of the firms studied have
one. Even more surprising, the 17% with a fulltime sales manager were among the slowest
growing firms in the study. The majority of
firms in the study instead rely on executive team
members to provide sales management, with
one or more of the agency’s leaders handling
sales management on a part-time basis.
Firms Using Full-Time Sales Manager
by Revenue Size
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% No
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% Yes
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% No
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% Yes
31%

A key issue we evaluated in the study is the
source of these new producers. Are the top
performers focusing inside the industry, or are
they looking outside? Are they focusing on
individuals under age 30 or over age 30? The
information in the study can help any firm
increase the likelihood that its producer
investments will actually succeed.
3. Producer compensation may be a problem, but
it is definitely not the answer.
Agency
principals are sometimes tempted to believe
that if they could just develop the right producer
compensation model, their organic growth
struggles would be resolved. In the study, we
evaluated several of the industry’s most popular
producer compensation tactics and found that
many are over-rated in their ability to positively
influence producer behavior.
In terms of commission rates paid, there was
not much difference between the high
performers in the study and the rest of the
firms. Following are average new and renewal
commission rates for producers at Top
Performing Agencies and Average Performing
Agencies.
Average Base Producer Compensation Rates
42.3%
39.4%

41.3%
39.4%
Over $25M

2. Top Performers focus on building a core
competency in producer recruiting and
development. When we analyzed the fastest
growing firms we found they invest more
aggressively in new producers than their peers.
We also found that a higher percentage of their
new hires become successful. As a result, their
overall investment program in new producers is
dramatically higher than that of their peers.

29.5%29.7%

27.3%28.4%

P&C New

P&C Renewal
Top Performers

EB New

EB Renewal

Average Performers
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4. Specialization is one of the clearest drivers of
sustained organic growth. A key finding of the
study is that firms with 30% or more of their
revenue coming from specialty business grew at
over three times the rate of those with less than
30%, due to a variety of advantages that come
with specialization. They achieve better hit
ratios on new business, better retention rates
on existing business, and have a more effective
platform for developing new producers. The
study looks at the most common areas that
successful firms are specializing in and what
tools and resources they are using to do so.
Median Organic Growth
by Specialty Concentration
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5. The quality and professionalism of a firm’s
producers may be the most important
sustainable competitive advantage in the
marketplace. We did not find it surprising to
learn that the fastest growing firms’ producers
are writing the most new business – that seems
completely logical. But we were surprised to
find their producers also had the largest books
of business. It would seem that producers with
the largest books would be having trouble
growing faster than those with smaller books
(an example of the law of large numbers). But
the opposite is actually true. We theorize that
while this is partly an equipping issue – the top
firms support their producers well – there is also
something more basic going on within these
firms: They hire superior production talent –

which sets high performance standards and
then continues to grow, regardless of book size.
6. Top Performers elevate sales to the point that
it becomes the centerpiece of their culture.
When we asked the top performers what is the
one key to their success as a sales organization,
their answers contain a strong recurring theme.
They refer to the fact that they have built a
“sales culture” whereby all agency decisions are
made through a lens of how each decision will
affect sales. These firms have a unity of purpose
that guides them through even the most
difficult of decisions. The top performers can
attest to the fact that building a sales culture
does not come easily, but it is worth the effort
since it is the most valuable of all agency
attributes.

The study would not have been possible without the
generous financial support of the following study
sponsors: Amerisure, Chubb, Cincinnati, Hanover,
UnitedHealthcare and Vertafore.
A free copy of the Sales Study is available for OGP
participants at Reagan Consulting’s website
(www.reaganconsulting.com).

2013 M&A Conference
Finally, OGP participants are invited to join over 100
principals from the industry’s top players at Reagan
Consulting’s upcoming Mergers & Acquisitions and
Internal Perpetuation Workshop, which will be held on
May 5-7, 2013 in Atlanta. Detailed information about
the workshop is attached on the following page.
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Agency Mergers, Acquisitions and Internal Perpetuation
May 5 - 7, 2013

The St. Regis Atlanta

Join us for informative sessions and numerous opportunities to interact with over one
hundred leading insurance agency owners and bank executives from around the country
Who Should Attend:

Buyers and Sellers of Insurance Agencies –
Whether Internally or in 3rd Party Transactions

Registration Fees:

$1,175 – Attendee
$975 – Additional Attendees from same firm

Hotel Reservations:

The St. Regis, 88 West Paces Ferry, Atlanta GA 30305, 404-563-7900
(Hotel and travel expenses are not included in Registration Fees)

For More Information:

Call Reagan Consulting
404-233-5545

HIGHLIGHTS INCLUDE:


Current M&A Marketplace – political and economic
trends impacting valuations and deal activity




Includes a panel of the industry’s most
accomplished buyers:
AJG
AssuredPartners
BB&T
Brown & Brown
MMA
USI

Pat Gallagher
Jim Henderson
Wade Reece
Powell Brown
David Eslick
Mike Sicard

Building a sales culture in an acquired agency –
lessons learned from top sales organizations
Joining forces: how to organize and structure a
merger of two privately-held firms



Searching for acquisitions: how privately-held buyers
can identify and court potential acquisition targets



Fortifying the foundation: how agents and brokers
are strengthening their internal perpetuation plans



Structuring an employee benefits acquisition in a
fluid regulatory and valuation environment



Understanding the surprises, benefits and difficulties
of life after a third-party sale

SPONSORED BY:

