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Types of Captive Insurance Companies

Single Parent Captive

Group Captive

Cell Captive

Risk Retention Groups (RRG)



Primary Consideration

A company should only establish a captive if there are valid non-
tax business reasons to form a captive.

If you are not comfortable with assumin% risk of loss and taking
some volatility with respect to loss, don’t form a captive.

Don’t risk more than you can afford to lose.

The sole purpose of forming a captive should be to help the
business achieve its business goals.

Capti¥)e is a long term commitment (Easy to get into, hard to get
outo

Must have a enough premium spend and a good loss ratio.



Reasons to Form a Captive

* Reduce Reliance on Commercial Insurance

When the corporation can retain its own risk
Determining how much retention

Premium Calculation
* Expected Losses
* Overhead and profit

*  Charge for catastrophic losses
*  Policy issuance and loss adjusting
* (Cost of capitals

Captive allows a company to avoid frictional losses and allows
companies to retain premiums until losses are actually paid.



Reasons to Form a Captive

* Provide stability with respect to insurance premiums and to
provide loss control services

Retaining a loss corridor in excess of expected losses, the company
avoids premium effects of loss years that are slightly worse than
expected.

During hard insurance markets increased retentions can be traded in
exchange for no premium increases, whereas in soft markets retention
can be taken down if needed or the company can take advantage of
premium decreases.

Making sure appropriate loss control services are provided
Retain benefit of reduction in losses.



Reasons to Form a Captive

* Provide coverage that is not otherwise available

* Programs that are not available — think exclusions
* Customized insurance policies/products

* Direct access to reinsurance capacity



Reasons to Form a Captive

* Allocate Cost of Risk and to provide better loss data and analysis.

* While aloss may be within the company’s overall risk appetite, an
individual business unit may not want to absorb the loss within its own
profit and loss center.

* The captive can help smooth losses between business units and allow

business units to budget and plan better without the variability of
losses. Finally,

* Underwriting profits can fund loss analysis and modeling that can help
companies make better business decisions.



Reasons to Form a Captive

* Provide improved claim handling and control over claims

Insurers are experts in claims handling, but their services may not be

tailored to your company’s need.
This can be especially important with respect to claims involving

important customers or with professional liability claims.



Reasons to Form a Captive

* |Jnvestment Income

* Gain control over capital and earn investment income. When a company pays
premiums to a captive, the parent company can control the investment of
those funds until the funds are needed to pay claims.

* |If acompany pays premium to a commercial carrier, that carrier earns the
investment income on the funds.

* Opportunities to write related third party business and tax
advantages

* Related third party business which reduces costs and earn profit

*  Anexample of third party business that reduces cost would be an owner controlled
insurance program where the captive takes certain risks of the company’s

contractors.

*  Examples of third party business that can earn profit for the company are warranty
plans and cargo insurance on CIF sales.



