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Understand the Value of Your 
InsurTech Company

InsurTech companies are an emerging and fast-growing sector of the financial services industry. Against 

a backdrop of robust fundraising numbers and high profile exits via SPAC or IPO, many of these compa-

nies begin as start-ups and a few exciting years later, are able to raise millions of dollars in hopes 

of becoming the next “unicorn”. While this business trajectory may seem simple and attractive, these 

companies usually have a highly complex ownership structure made up of many investors of different 

origins, including venture, corporate, and/or private equity, all with different preferences and capital 

structures.

Valuing an InsurTech company can be complicated and difficult, but carries important significance for 

employees, investors, and stakeholders for the company. While all InsurTech companies have differ-

ences, including what niche (distribution, claims, benefits, etc.) they operate in or what stage of develop-

ment the company is in, understanding the value of the business is critically important. 

InsurTech Niche

InsurTech is a fast growing niche that operates in a massive global insurance industry with premium 

revenues of about $5 trillion annually. InsurTech is the term applied to many companies that are using 

technology to disrupt or innovate within the traditional insurance industry landscape. Funding for 

InsurTech companies in recent years has spiked, especially for early-stage companies. Incumbents in 

the insurance industry have been slow to adopt alternative distribution, claims reporting, and analytics, 

partly because insurance is so highly regulated and has been around for such a long time. Addition-

ally, many traditional insurance companies can benefit from InsurTech solutions that serve to enhance 

customer satisfaction and improve the efficiency of operations by leveraging technology and enhancing 

the delivery of certain insurance offerings and solutions through digital channels.

Technology and innovation have disrupted many other long-established industries, such as the impact 

of medical technology in the healthcare industry. Insurance players who maintain legacy systems may 

believe that established customer connections will protect against the disruptive impact of tech-savy 

competitors. However, this may not be the best strategy because insurance is often purchased begrudg-

ingly. The relationship between customers and carriers may in fact be a vulnerable point along the insur-

ance value chain. InsurTech companies can offer innovative technology that creates more touchpoints 

for customers and reduces many customer pain points.

Market Considerations

Understanding how well a given InsurTech company is doing within its niche is one of the most important 

factors in determining its value. Market dynamics such as market size, potential market available, and 

growth prospects are important to understand. A valuation will consider absolute market value, existing 

competitors, and existing incumbents.
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The regulatory environment is another important consideration when valuing an InsurTech company. 

Financial services, such as banks and insurance companies, are heavily regulated, so understanding 

the rules and regulations is necessary for developing an accurate valuation.

Like other FinTech niches, certain solutions within InsurTech are relatively new and have the potential to 

disrupt the entire insurance industry. Since many industry incumbents have been slow to adopt this new 

technology, the range of this innovation has yet to be fully felt and rules/regulations have yet to change. 

While regulatory stability may seem favorable now, concrete rules and regulations are complex and can 

be hard to predict as regulators react to rising InsurTech involvement. Understanding these complexities 

is important to valuing InsurTech companies, as these regulations could help or hinder an InsurTech’s 

growth potential.

Company Considerations

When valuing a startup, quantitative information (financial and operating history) is limited; therefore, 

qualitative information can be extremely important in determining a company’s value. The quality and 

experience of the management team can be important. Knowledge of the insurance industry including 

understanding customer preferences, technology integration, the competitive and regulatory environ-

ments can enhance an InsurTech’s company value.

An InsurTech company’s ownership of intellectual property and other intangible assets, like strategic 

partnerships, all else equal, should be considered and could increase a company’s value, assuming 

they are in place and well documented. When in place and demonstrated, intangibles are an important 

qualitative consideration.

The stage of development of a InsurTech company can also impact its value. Companies typically set 

milestones and track their own progress, and meeting these milestones might affect their valuation. 

Milestones usually include initial round financing, proof of concept, regulatory approval, obtaining a 

significant partner, and more.

Milestones are important to set and track as the more milestones a startup meets, the less uncertainty 

exists and the more value is created. For example, an InsurTech company with established technology, 

increased customer touchpoints, and the potential to increase revenues will be more valuable to a poten-

tial acquirer than a newer startup. In addition, meeting later stage milestones often provide greater value 

than meeting early stage milestones. When the valuation considers future funding rounds and the poten-

tial dilution from additional capital raises, a staged financing model is often prepared and the valuation 

will vary at different stages as shown on the next page.
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Valuation Approaches

As InsurTech companies enhance business operations and reduce costs, valuations for these compa-

nies will become more important. There are three common approaches to determining business value: 

asset approach, income approach, and market approach. Each valuation approach is typically consid-

ered and then weighted accordingly to provide an indicated value or a range of value for the company, 

and ultimately, the specific interest or share class of the company.

The Asset Approach

The asset approach determines the value of a business by examining the cost that would be incurred 

by the relevant party to reassemble the company’s assets and liabilities. This approach is generally 

inappropriate for technology startups as they are generally not capital intensive businesses until the 

company has completed funding rounds. However, it can be instructive to consider the potential costs 

and time that the company has undertaken in order to develop proprietary technology and other intan-

gibles.

The Market Approach

The market approach determines the value of a company by utilizing valuation metrics from transactions 

in comparable companies or historical transactions in the company. Consideration of valuation metrics 

can provide meaningful indications for startups that have completed multiple funding rounds, but can be 

complicated by different preferences and rights with different share classes.
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Regardless of complications, share prices can provide helpful valuation anchors to test the valuation 

range. Market data of publicly traded companies and acquisitions can be helpful in determining key 

valuation inputs for InsurTech companies. For early-stage companies, market metrics can provide valu-

able insight into potential valuations and financial performance once the InsurTech company matures. 

For already mature enterprises, recent financial performance can be compiled to serve as a valuable 

benchmarking tool.

Investors can discern how the market might value an InsurTech company based on pricing information 

from comparable InsurTech companies or recent acquisitions of comparable InsurTech companies.

The Income Approach

The income approach can also provide a meaningful indication of value for an InsurTech company. This 

approach relies on considerations for the business’ expected cash flows, risk, and growth prospects.

The most common income approach method is the discounted cash flow (DCF) method, which deter-

mines value based upon the present value of the expected cash flows for the enterprise. The DCF 

method projects the expected profitability of a company over a discrete period and prices the profitability 

using an expected rate of return, or a discount rate. The combination of present values of forecasted 

cash flows provides the indication of value for a specific set of assumptions.

For startup InsurTech companies, cash flow forecasts are often characterized by a period of operating 

losses, capital needs, and expected payoffs as profitability improves or some exit event, like an acqui-

sition, occurs. Additionally, investors and analysts often consider multiple scenarios for early-stage 

companies both in terms of cash flows and exit outcomes (IPO, sale to a strategic or financial buyer, 

etc.), which can lead to the use of a probability weighted expected return model (PWERM) for valuation.

Putting it Together

Given their complexity, multiple valuation approaches and methods are often considered to provide 

lenses through which to assess value of InsurTech and FinTech companies and generate tests of reason-

ableness against which different indications of value can be evaluated. It is important to note that these 

different methods are not expected to align perfectly. Value indicators from the market approach can be 

rather volatile and investors often think longer-term. More enduring indicators of value can often come 

from income approaches, such as DCF models.

Valuation of an InsurTech company can be vital to measure realistic growth targets, to plan progression, 

and to secure employee and investor interest. Given the complexities in valuing private FinTech and 

InsurTech companies and the ability for the market/regulatory environment to shift quickly, it is important 

to have a valuation expert who can adequately assess the value of the company and understand the 

prevalent market trends.
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Valuation and Financial Advisory Services for the Insurance Industry

Mercer Capital provides a comprehensive suite of valuation and financial advisory services to meet your needs. With a 

nationwide client base, Mercer Capital works with businesses ranging from start-ups to public companies, and family-

owned business to private equity. You can rely on the quality, experience, professionalism, and industry expertise of 

Mercer Capital. 

• Independent insurance brokers 
and agents

• Bank-owned agencies

• Retail, wholesale, and MGAs

• Corporate Valuation

• Financial Reporting Valuation

• M&A Representation & Consulting 

• Fairness & Solvency Opinions

• Tax Compliance Valuation

• Buy-Sell Agreement Valuation & Consulting
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Consulting/ Testimony
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managed care

• Reinsurance
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groups

• InsurTech Companies
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• Third-party administrators
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