Argument erupts

over ‘misleading’

excess captive revenue

DELAWARE 03.09.2012

The Delaware Department of Insurance commis-
sioner Karen Weldin Stewart announced the transfer
of $250,000 in excess captive revenue to the city of
Wilmington, a statement that has been renounced by
a political opponent as misleading to voters.

The department’s captive bureau, which was formed
in 2009, has seen Delaware experience an 800 per-
cent growth rate in the number of licensed captive
insurance entities.

The bureau generated more than $1.2 million in tax
revenue in 2011, more than double what it generated
in its first year of existence.

Under state law, the Delaware Department of Insur-
ance’s commissioner is able to transfer excess rev-
enue that the captive insurance bureau has earned

from licensing and administering captives to the city of
Wilmington through the secretary of state.

Stewart said: “In 2009 when | started the captive bureau,
we had 38 captive insurers. At the end of 2011 there
were 338 captive risk bearing entities that generated
nearly $1 billion of insurance premium. | attribute this
growth to innovative designs in alternative risk transfer
that maximise the power of the Delaware’s corporate
and business entity laws.”

But Mitch Crane, a Democratic candidate for the po-
sition of Delaware insurance commissioner, said that
the surplus is a “budgeting gimmick” that is intended to
distract voters from $1 million in no-bid contracts for her
political supporters.
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Connecticut Health Insurance Exchange
has been awarded a $107 million grant
from the Center for Medicare and Med-
icaid Services

A.M. Best has affirmed the financial
strength and issuer credit ratings of
Dorinco Reinsurance Company

Global tax compliance business FiscalReps
has relocated to larger offices due to
growth in its business.

CIT talks to Ross Dennett of Thomas
Miller about the IOM’s offering, risk
management needs and Solvency Il

South Carolina is continuing its reputa-
tion as a conservative state with a pen-

chant for healthcare, as CIT finds out

Christopher Downey joins Montpelier
Reinsurance, FiscalReps appoints Peter
Hewitt and more

Financial analysis firm Demotech has assigned Farmers Mutual Relief As-
sociation (FMRA) a financial stability rating (FSR) of “A, Exceptional”.
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Demotech has affirmed the financial stability rating (FSR) of Grayson-Car-
roll-Wythe Mutual Insurance Company as “A (A Prime)”.
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A statement from his campaign said: “During the
first three years after the creation of the captive
bureau in 2009, Commissioner Stewart award-
ed no-bid contracts totaling over $1.7 million to
hire three individuals. One of those contracts to-
taling $196,080 per year was awarded to Steve
Kinion, who donated more than $2,000 to the
commissioner’s 2008 political campaign. Kin-
ion was contracted as director of the Delaware
captive bureau despite the fact that he lives and
maintains a law practice in Springfield, lllinois.”

“With the recent non-renewal of two of the three
no-bid contracts, over $370,000 was freed up
from the captive bureau. Commissioner Stew-
art had contracted with Ed lani for a whop-
ping $196,000 a year and Mary Jo Lopez for
$174,000 a year, from FY 2009 through FY
2011, but their contracts were not renewed for
FY 2012; leading to the alleged surplus.”

Crane said: “The current commissioner is en-
gaging in budgetary gimmicks in order to dis-
tract voters from her failed record and anti-con-
sumer policies. The fact of the matter is, she has
dumped millions of dollars in no-bid contracts
into the captive bureau, which only serves the
interests of corporations, while allowing con-
stituent complaints to go unanswered due to an
understaffed office of constituent services.”

Stewart and Krane will face each other on 11
September in the Democratic primary.

Crane added that if he is elected, he will “termi-
nate the exorbitant, six-figure contracts for the
current commissioner’s political backers”.

Continued from page 1

Grayson-Carroll-Wythe is a progressive mutual
insurance company in the US State of Virginia,
with a history of service dating back to 1896.
It specialises in offering coverage for homes,
rental dwellings, farm buildings, churches and
small businesses across the state.

GCW Mutual Insurance Company has been
awarded the “A (A Prime)” level of FSR because
it has maintained positive surplus, liquidity of
invested assets, realistic pricing and an accept-
able level of financial leverage.

Continued from page 1

FMRA is an assessment mutual insurance
company whose products include standard fire,
homeowner, farm owner and agri-business poli-
cies. It provides insurance and services to its
policyholders, who also own the company. They
are “fairly priced and comparable services to
meet the individual needs of all its members,”
said FMRA in a statement.

Milliman is one of the world’s largest independent

Newsln

FMRA has been rated as “A, Exceptional” be-
cause of its good financial stability. It has main-
tained positive surplus as well as liquidity of
invested assets, acceptable levels of financial
leverage, reasonable loss and loss adjustment
expense reserves and realistic pricing.

The Connecticut Health Insurance Exchange
has been awarded a $107 million grant from the
Center for Medicare and Medicaid Services.

Connecticut is the sixth state to receive a Fed-
eral Level-Two Establishment Grant for the
creation of a state health exchange under the
Patient Protection and Affordable Care Act.

actuarial and consulting firms, serving clients for more

than 60 years through principal offices worldwide.

For more information, please contact mike.meehan@milliman.com.

milliman.com

L) Milliman
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The secret is out. Not about South Carolina’s
pristine beaches, beautiful golf courses and
warm, southern climate, but about our ideal
captive insurance environment. That’s because
we know there’s more to deciding about where to
establish or relocate your captive insurance than
sand, surf and sunny weather.

When it comes to the captive insurance industry,
South Carolina has established an environment
where you can grow and prosper. In fact, South
Carolina is among the top captive domiciles in
the world. All top seven captive managers have a
market presence here — and it’s not just because
of our quality of life.

We are open to new ideas that enable this
industry to thrive and we promote quality and
innovation over quantity. Besides our business-
friendly environment, we are on the forefront
of captive insurance regulation in this country
and have brought practicality to many of the
regulatory standards for the captive insurance
industry. And, as a dedicated partner, we work
with you and the greater captive industry, to
recommend laws that promote responsible
development and growth.

Learn more about what makes South Carolina
the ideal domicile for your captive insurance
program at www.doi.sc.gov.



http://www.doi.sc.gov

Connecticut's governor, Dannel Malloy, said:
“The Affordable Care Act, which has unnecessar-
ily become a political punching bag, has one no-
ble, overarching goal: to expand access to more
affordable healthcare to nearly every American.”

The act makes it possible for states to operate
public health exchanges. They act as market-
places where US citizens can buy health insur-
ance from participating providers.

The federal grant will fund the implementation of
Connecticut Exchange operations, IT systems,
and communication and outreach.

“After a year of hard work developing our own
state-based exchange, we are one step closer to
that goal. This latest grant reaffirms our commit-
ment and readiness to implementing this innova-
tive new way for state residents and small busi-
nesses to access affordable health insurance.”

In June, the US Supreme Court upheld the ‘in-
dividual mandate’ requirement of the Affordable
Care Act as constitutional, after 13 US states
challenged its legality.

The court found that the ‘individual mandate’,
which requires US citizens to either buy insur-
ance or face a fine, falls within US Congress’s
constitutional power to levy taxes.

In a recent blog post, risk management firm Surgi-
cal Excellence said that the Affordable Care Act will
have significant implications for health insurers.

It said: “Health insurers, faced with shrinking mem-
ber enroliment and now mandated to spend 80-85
percent of the healthcare dollar on actual clinical
care, will be targeting the spending of those dol-
lars on value-based-purchasing: reimbursing care
that achieves quality outcomes efficiently.”

ProSight Specialty Insurance Company and Ar-
tex Risk Solutions have launched a new spe-
cialty programme for third party logistics that is
available to brokers and qualified retail agents
across the US.

The warehouse and logistics insurance pro-
gramme sees Artex partner with ProSight. The new
programme will offer coverage for property, general
liability, warehouse legal liability, cargo legal liability,
automobile liability and umbrella liability coverage.

ProSight has $1 billion in assets and $200 mil-
lion in surplus, and it focuses on niche markets
where it has differentiated underwriting and
claims expertise. Ratings agency A.M. Best has
rated the company as “A (Excellent)”.

“Warehouse legal liability coverage requires
unique insight into the risks faced by the third
party logistics industry,” said Michelle Sipple,
programme executive at ProSight.

“Typical policies purchased by warehousing
customers don’t address the unique needs of
each customer’s operation. ProSight's pro-
gramme is designed to address this shortfall
with a comprehensive product and by limiting
distribution to only two partners who have a
demonstrated expertise in the business.”

MANAGING RISK WORLDWIDE

DELIVERING SOLUTIONS FOR BUSINESSES AND INSURERS WORLDWIDE

To find out more, please contact :

Life Company Management
Jeffrey More

+44 1624 683602
Jeffrey.More@ctplc.com

Andy McComb

Risk Management (EU)
Martin Fone

+44 207 767 2918
Martin.Fone@ctplc.com

Chris Moss

+1 441 278 7700
Andy.McComb@ctplc.com

+1 972 447 2053
Christopher.Moss@ctplc.com

Captive Management

Risk Management (US)
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A.M. Best has affirmed the financial strength
and issuer credit ratings of Dorinco Reinsur-
ance Company. Its financial strength rating has
been affirmed as “A (Excellent)’ and its issuer

credit rating has been affirmed as “a”. The out-
look for both ratings is stable.

Dorinco is the captive reinsurance company for
The Dow Chemical Company, an American mul-
tinational chemical corporation. Dow chemical is
a provider of plastics, chemicals and agricultural
products to around 160 countries worldwide.

Incorporated in 1977, Dorinco is a fire and casu-
alty insurance company that is based in the US
State of Michigan.

The rating affirmations “reflect Dorinco’s histori-
cally strong operating performance, balanced risk
profile and strong risk-adjusted capitalisation”.

Charles
Taylor

www.ctplc.com
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A.M. Best said: “The ratings also consider
Dorinco’s strategic importance within the Dow
organisation and Dorinco’s successful mitiga-
tion of Dow’s worldwide, long-tail and volatile
risks through its short-tailed uncorrelated third
party reinsurance business.”

Partially offsetting these positive rating factors
is “Dorinco’s limited profile in the reinsurance
market, which is a function of its hybrid captive
nature. Another offsetting factor is Dorinco’s ex-
posure to Dow’s risks, many of which are world-
wide and either natural catastrophe-exposed or
long tail in nature,” said A.M. Best.

In spite of these factors, A.M. Best said that Dorin-
co is well positioned at its current rating level.

Global tax compliance business FiscalReps has re-
located to larger offices due to growth in its business.

The new office, which is located in Farnborough
Business Park, opened for business on 6 August.

Mike Stalley, FiscalReps’s chief executive, said:
“Our choice of office location was deliberate.
The growth in business meant we had simply
run out of room at our previous offices. Moving
to the new offices at the Farnborough Business
Park more than doubles our available space,
meaning we can grow the business to meet

continued client demand and expand the team
beyond the existing staff of 30 people.”

“Moving to Famborough allows us to keep our head
office outside of Central London while ensuring good
access to transport hubs, which allows us to easily
visit our clients both in London and overseas.”

A new white paper from Lockton has sought to
address ways of coping with insurance collat-
eral challenges.

Gary Shertenlieb, Lockton’s senior vice presi-
dent in risk finance, discussed the three key
problems and alternative solutions in the paper,
‘Dulling the Pain of Collateral.’

“The renewed focus on capital preservation has at-
tracted greater internal scrutiny of collateral posted to
support insurance programmes,” said Shertenlieb.

He stated the first obstacle was some insureds deal-
ing with changes in credit lines and borrowing/letter
of credit rates. The second challenge Shertenlieb at-
tributed to insurance carriers underwriting their credit
exposure to their insureds more stringently.

Finally, he stated that carriers have been active-
ly monitoring their credit concentrations to the
banks and financial institutions that are provid-
ing collateral on behalf of their insureds.

Newsln

“Alternative collateral strategies can make
a significant impact on the efficiencies and
cost-effectiveness of a complex insurance
programme. By understanding that the insur-
ance placement is truly a utilisation of capital,
we work with our clients to deliver creative,
value-added solutions in challenging economic
times,” said Shertenlieb.

Standard and Poor’s (S&P) has revised its outlook
of Volkswagen Insurance Co (VICO) to positive
from stable as well as affirming its “A-“ ratings.

The ratings revision comes after S&P confirmed
that, under its criteria, VICO qualifies as a captive
insurer of parent company Volkswagen AG (VW).

On 27 August, S&P revised tis outlook on VW
to positive from stable and affirmed the “A/A-2”
ratings, meaning that the ratings of VICO now
move into step with those of VW.

S&P has further stated that it may raise its rating
of VW over the coming two years if “ the group’s
profit measures remain strong in the face of more
challenging macroeconomic conditions and if
credit ratios remain at the higher end of the “mod-
est” category despite high capital expenditures.”

As VICO now qualifies as a captive insurer, its
ratings will reflect those of VW.

AMS Insurance Mgnqgement

The AMS Insurance Division is comprised of a
dedicated team of professionals with over 40 years
of experience in the global insurance market and
operates as a licensed insurance manager in two
key domiciles, the British Virgin Islands and Nevis.

The Insurance Division at AMS provides a
comprehensive range of services to captive

e

requirements.

insurance companies from the initial feasibility

study, through to license approval and the

subsequent management and compliance
functions once the license has been approved.

www.amsbvi.com

This includes access to a network of other
professional service providers including
actuaries, auditors and reinsurers to ensure a
turnkey approach to your captive insurance

If you require any assistance please contact:
Derek Lloyd (dlloyd@amslbvi.com)
Tel: +1 284 494 4078

( Captive Insurance )

( Corporate Services )
( Trust Services )
(Mutuol Fund Services)

AMS British Virgin Islands
+1 284 494 3399
enquiries@amsbvi.com

AMS Hong Kong
+852 2147 2108
hk@amsbvi.com

AMS London
+44 20 7488 2782
uk@amsbvi.com

AMS Nevis
+1 869 469 2676
nevis@amsbvi
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«FlIscalReps

OUTSOURCING | TECHNOLOGY | CONSULTING | TRAINING

A complete solution to
Global Premium Tax Compliance

Global Compliance | Global Programs | Global Taxes

FiscalReps is a market leader in Insurance Premium Tax (IPT)
compliance services.

Book your free place
at the FiscalReps
Malta Forum

FiscalReps offer a suite of solutions to assist clients in achieving
and maintaining premium tax compliance: -

Outsourcing
- full premium tax compliance service through one point of contact 20 September 2012

Radisson Blu Resort,

Technology _ _ St. Julian’s, Malta
- tools to allow insurers to manage their own IPT compliance

: To book your free place
Consulting _ email Rebecca Taylor
- bespoke consultancy projects rebecca.taylor@fiscalreps.com

Training
- comprehensive premium tax training

D t: +44 (0)20 7663 5672 | f: +44 (0)20 7663 5700 | www.fiscalreps.com
@fiscalreps

Head office: 10 Fenchurch Avenue | London | EC3M 5BN | UK

FiscalReps Registered office: The Stables | Shoelands Farm | Seale | Farnham | Surrey | GU10 1HL | UK
FiscalReps is a trading name of Fiscal Reps Limited | Registered in England and Wales (company number 4994134)
FiscalReps®, taxbox® and taxDNA® are all registered trademarks owned by Fiscal Reps Limited
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Offshore

Captive management in the Isle of Man

MARK DUGDALE REPORTS

The Isle of Man is a world-class centre for off-

shore finance. There are several reasons why

the Isle of Man has been a popular captive domi-
cile over the years. Some of the key reasons are:

. The Isle of Man is situated in the heart
of the British Isles and is therefore within
easy reach of major financial centres in
the UK and Europe. It is one of the longest
established and best respected offshore
financial centres

. It has a highly experienced supervisor in
the Insurance and Pensions (IPA) that is
approachable and responds swiftly. The IPA
is committed to the continued development
of an appropriate and up-to-date regulatory
framework and was one of the first domi-
ciles to introduce legislation allowing cap-
tive insurance companies from other territo-
ries to re-domicile to the Isle of Man without
being liquidated in the original territory

. The island has been on the OECD white
list since assessments were released, and
holds an AA+ Standard and Poor’s rating,
which in the current global context is most
certainly a factor

. Isle of Man insurance companies are sub-
ject to income tax at a rate of 0 percent.

. The island is politically stable. As a crown
dependency, it is not part of the UK, but its
foreign relations and defence are the re-
sponsibility of the UK government

. It has its own legal system, Manx law,
which is based on principles of English
common law

. It has competitive capital requirements,
which are significantly lower than domi-
ciles that are based within the EU.

Sitting outside of the EU prevents an Isle of Man
captive from direct writing within the EU. Some
companies view the associated additional front-
ing costs as a deterrent and choose to either
re-domicile or establish another captive within
the EU, however on the flipside, capital require-
ments are significantly lower in the Isle of Man.

Despite soft market conditions and financial mar-
ket volatility, the island has continued to be suc-
cessful at attracting new business. Total assets
of £55 billion and annual premiums of £10 bil-
lion at the end of 2010 represented year-on-year
growth of 17 percent and 36 percent respectively.

Thomas Miller manages all sorts of captives,
ranging from privately owned broking businesses

to multinational companies. We currently manage
10 captives, as well as various mutual insurance
companies. They are typically domiciled in the Isle
of Man, but, subject to appropriate regulatory crite-
ria, we do occasionally manage companies in the
Isle of Man that are domiciled elsewhere.

Unsurprisingly, there has been an emphasis and
a constraint on companies through costs, cash
and capital in recent years. There has also been
an increasing focus on risk management and
governance, which was the key theme within the
recently introduced Corporate Governance Code
(CGC). The CGC is a very significant develop-
ment in the Isle of Man’s regulatory framework
and is pivotal to our ability to continue to dem-
onstrate compliance with international standards.

Rather than in response to the presence of any
perceived systemic risk or governance issues
within the Isle of Man, the CGC seeks to ap-
ply a standard set of rules across the insurance
industry. While the captive sector is generally
considered to be at the lower end of that risk
spectrum, there are no carve outs for the cap-
tive sector and the code is applied across the
board. It is obviously in the broader interests of
the Isle of Man for companies to demonstrate
to the wider world that the sector complies with
the code. It is important to note that in many
aspects, current practice was already compli-
ant with the code. Typically, managers have
undertaken an appropriate gap analysis to flag
improvement areas. The positive way in which
the local insurance industry has reacted to the
CGC demonstrates its maturity and expertise.

Nearly all of the captives that we manage limit
the business written to their own operations, as
opposed to third party business. Selection deci-
sions tend to relate to the extent that the share-
holder and the captive board are comfortable
retaining greater risk rather than transferring it
into the conventional market. Market rates natu-
rally influence that decision-making process.

Unlike other leading captive jurisdictions, the
regulator has consistently stated its position on
Solvency Il. It continues to monitor the develop-
ment of Solvency Il and its implications for the
island in conjunction with the Isle of Man gov-
ernment and the insurance market. Their view
remains that it would be premature for the island
to commit to seeking Solvency Il ‘equivalence’
at this stage.

Regulation in the Isle of Man is closely aligned
with the guidance that is provided by the In-
ternational Association of Insurance Supervi-
sors and its core principles, which is a gold
standard for insurance supervision. The IPA
has created a regulatory framework for cap-
tive insurance that is robust and tailored for
the size and complexity of the insurance op-
erations, while maintaining sufficient supervi-
sion to protect policyholder interests and the
reputation of the island.

Implementation of the EU directive will require
considerable enhancement in the regulatory
framework of most European insurance regula-
tors and attaining an equivalent position for the
island would also entail significant initial and
ongoing investment in resources, both for the
regulator and the island’s insurance market.
There are undoubtedly various twists and turns
still ahead but the most obvious factor is the
cost that is associated with achieving compli-
ance with Solvency I, as well as the capital re-
quirements. Captives are relatively simple busi-
ness models and we may find that some captive
owners feel that applying Solvency Il principles
and the associated costs are unnecessary and
excessive. They could well decide to re-domicile
their captives elsewhere.

Thomas Miller Risk Management Isle of Man

-
-
(]
c
c
[«}]
(]
7]
[72]
o
x

-
[¢]
-
[4]
(]
=
(]

www.captiveinsurancetimes.com —


http://www.fiscalreps.com

ol l':

Firm but fair

Domicile

. /I

4y

-

GEORGINA LAVERS REPORTS

After an initial spurt of growth in 2000, the Pal-
metto State, named after South Carolina’s pal-
metto tree, has settled into its niche of domicil-
ing conservative captives.

The state is the fourth-largest US captive domi-
cile and 12th-largest worldwide, according to re-
cent industry rankings, with a captive insurance
law passing in 2000 and risk retention groups
(RRGs) governed by the captive act.

“South Carolina passed captive legislation in
2000, and grew very quickly from 2001 through
2005,” comments Paul Newton, senior vice
president of USA Risk Group (South).

“The captive formations levelled off for the next
few years, as the domicile became a bit more
conservative and started to focus on certain
types of captives.”

“While they licensed a fair number of entrepre-
neurial captives in the early years of the do-
micile, they tend to steer away from producer
driven programmes, and focus on pure captives
and other captive forms where the insureds
have control over the captive’s operations. More
recently, South Carolina has shown moderate
growth, with a focus on quality.”

The state has licensed other captives covering a
number of industries including healthcare and el-
der services, real estate, commercial automobile,
construction, banking and financial services, and
shipping/transport and logistics.

Coverage includes workers’ compensation, gen-
eral liability and umbrella, medical malpractice
and professional liability, business interruption,
property, DIC, premises and event liability, terror-
ism, environmental/pollution clean-up, employ-
ment practices, D&O, and fidelity and surety.

Approximately 40 percent of the captives that have dent but conducive to the growth of the industry
formed in South Carolina are healthcare related. in the state,” says Kehler.

Jeff Kehler, programme manager at the South Caro- “South Carolina itself is a beautiful state that has
lina Department of Insurance, says: “Since 2000, the a climate that encourages outdoor activity 12
industry has grown to more than 160 active compa- months out of the year. With a well developed in-
nies across a widely diverse industry spectrum.” frastructure, all of the service providers a captive

insurance company needs are here in the state.

The commissioner of the South Carolina De- EVery discipline has a captive practice.”
partment of Insurance has regulatory authority
over captive insurers. With a dedicated staff of
11 employees and the use of outside examina-
tion firms, the department is able to regulate
captive insurers from regulatory compliance to
on-site examination.

Specific advantages of basing a captive in
the state include the permission of direct in-
surance, including all commercial lines and
excess workers’ compensation insurance
and reinsurance.

Policy forms are not required to get approval from
“With 11 employees who are dedicated to the in- the insurance department, except for reciprocals
dustry on a full time basis, we are well equipped and certain designated lines, and there are few
to provide a regulatory environment that is pru- investment restrictions for pure captives.
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As to downsides in setting up shop in the Pal-
metto State, Kehler jokes: “The only downside
to putting up a captive in South Carolina is if the
board of directors like to snow ski. We struggle
to provide snow skiing as an activity.”

development authority created the South Caro-
lina Insurance Funding Programme, which was
aimed at stimulating life captives that are owned
by insurers and were considered to be too small
to go through traditional securitisation routes.

Active Companies by SIC Code
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Doing things differently

“There are generally three questions new cap-
tive owners are interested in,” says Kehler. “How
long does it take to get a license approved; how
quickly can | get a business plan change ap-
proved; and how expensive and time consum-
ing are the financial examinations?”

“This is where a mature domicile like South Caro-
lina can really respond well to the captive owners.
We have worked with the industry to establish time
lines and standards so they know what to expect.
Our goal is to consistently beat those timelines.”

He adds that the state has continued to refine its
policies and procedures to ensure compliance with
National Association of Insurance Commissioners
(NAIC) accreditation standards; and for those cap-
tives that are not NAIC filers, the insurance depart-
ment has refined its procedures to make it easier
for the managers to file the annual reports, while
ensuring that it is capturing the right information to
fully understand what is going on with the company.
“Our financial reviews are rigorous,” he states, “but
adapted to the type of captive company.”

Newton agrees that South Carolina has stream-
lined the examination and business plan change
processes. “For examinations, they utilise con-
tract examiners in some cases, and control the
time and cost of examinations. For business plan
changes, they have an analyst designated to han-
dle all change requests, and monitor the response
time. This has provided a vast improvement over
the response time from previous years.”

Though it may be conservative in its captive
choices, the state has proved unique in its
creation of an alternate funding source to at-
tract captive insurers that are finding it tricky
to access capital markets for traditional secu-
ritisation deals.

In March 2011, a collaboration between the
state’s captive insurance market and economic
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Transportation

Retail
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NAIC road bumps

As for the future of captives in South Carolina,
Newton and Kehler point to the US Federal Insur-
ance Office, the NAIC, and the growth of 831(b)s
as some of the challenges that not only the state
will have to address, but the country will too.

“Captives will be challenged on a number of
fronts in the future. One area is encroaching
regulation,” asserts Kehler.

“The NAIC and the Federal Insurance Office rep-
resent two organisations that seem to show a keen
interest in regulating captives more rigorously.”

He adds that the IRS may show additional inter-
est in those high net worth individuals who have
established micro captives for wealth transfer.
“This is not to say these individuals have done
anything wrong, it just appears the service is in-

Domicile

terested in looking into how they are structured,
and if they meet the various tests to qualify for
insurance treatment under the tax code.”

Solvency Il is another important issue, as the
regulation pertaining to European captives
may have a knock-on effect for the US. Kehler
agrees that there may be trouble for domiciles
seeking equivalency. “There have been conflict-
ing articles on this issue as some have stated
little change in capitalisation will be required,
others have said additional capitalisation as
high as 300 percent will be required for some
captives. This high degree of uncertainty has
caused some captive owners to redomicile their
captives, and not wait around for the answer.”

“General economic conditions can impact cap-
tives as well. The slow economic recovery and
tight financial markets can produce challenges
for the captive industry. For example, letters of
credit used for capitalisation may be less attrac-
tively priced, or terms may be more restrictive.
With interest rates being quite low, it is difficult
for captives to generate investment income
which could impact some captives that are rely-
ing on investment income to a substantial de-
gree. Both of these issues may drive captive
owners to rethink their plans of operation and
how effectively the captive is utilising its capital.”

Newton adds that alongside tremendous growth
in the number of 831(b) (small insurance com-
pany) captives in various domiciles, there is
bound to be growing scrutiny on risk distribution
and types of coverage being insured through
these vehicles. “South Carolina has continued
to monitor this and prudently regulate what risks
are insured through captives they regulate.”

However, Kehler is resolute that overall, the
captive industry is doing remarkably well in a
challenging time. “New formations are up in al-
most every domicile around the world,” he con-
cludes. “This demonstrates the resilience of the
industry and the value captives provide in risk
management and financing.”

Active Companies by Type
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We’ve made posting collateral easy

The Wells Fargo Collateral Trust is an ideal alternative to collateral-related letters of credit.
Establishing a collateral trust allows you to:

+ Eliminate LOCs and the associated fees

- Retain ownership of the assets

- Keep the investment income generated by the trust

Learn why we’ve been ranked the global best bank for insurance trust.

Visit wellsfargo.com/insurance trust, or contact:

Robert Quinn, Business Development Officer - 203-293-4394 - robert.g.quinn@wellsfargo.com
Mike Ramsey, Business Development Officer « 425-337-0364 « michael rramsey@wellsfargo.com

Captive » Deductible « Reinsurance « ILS Together we’ll go far
UK Captive » UK Deductible « Surety

Note: Wells Fargo Corporate Trust Services does not provide legal or tax accounting services for its customers. Customers should always consult their own professional tax and legal advisors in
connection with any effort to qualify a particular transaction for favorable treatment under applicable tax laws and regulations. Wells Fargo Corporate Trust Services is a division of Wells Fargo
Bank, N.A. and may refer business to its affiliates, including Wells Fargo Bank International and Wells Fargo Securities International Limited. Wells Fargo Bank International is regulated by the
Central Bank of Ireland and both Wells Fargo Bank, N.A. and Wells Fargo Securities International Limited are authorized and regulated by the UK's Financial Services Authority under the Financial
Services and Markets Act 2000. © 2012 Wells Fargo Bank, N.A. All rights reserved. MC-4386
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Executive director, Curmi & Partners

Managing director, Heritage Insurance Management Malta

Partner, PKF Malta

As a leading captive insur-
ance adviser, we at PKF Malta have been pro-
moting the island’s unique advantages for a num-
ber of years at various international conferences.
Certainly, the regulatory regime in Malta, which is
now a full member of the EU, mirrors fully the di-
rectives and these are specific in their determina-
tion of the duties and responsibilities of the man-
agement of captive vehicles irrespective of size.
As part of our service, we continuously advise
our clients to make sure their structure is fully
documented and kept up-to-date. Quoting Article
41(1) of the Solvency Il Directive, it is imperative
that information should flow up and down the hi-
erarchy levels and horizontally between different
departments or business units.

This can be done either through in-house staff,
or subcontracting. At PKF, we offer our services
for professional tasks as subcontractors, but we
always insist that clients should ensure sufficient
segregation of duties to ensure that the people
performing tasks are not also responsible for
monitoring and controlling the adequacy of their
performance. As always, we advise that the cardi-

nal principle of proper segregation (even in SMEs)
is upheld, since functions performed by the same
person may give rise to conflicts of interest. Our
advice to clients is to segregate functions by prop-
er allocation to different persons. Naturally, there
are situations concerning SMEs where it is not fea-
sible or is disproportionate to eliminate all potential
conflicts of interest. In this case, our suggestion to
clients is to apply adequate safeguards in all deci-
sion taking or execution of tasks. One safeguard,
which is commonly used is staff rotation (or sub-
contracting), is a temporary measure that helps to
mitigate the risk of conflicts of interest.

During the first quarter of this
year, Curmi & Partners started working along-
side Morgan Stanley to explore wealth man-
agement opportunities in Malta. Amongst other
things, this will allow us to amalgamate our
detailed understanding of our client’s capital,
liquidity and investment needs and combine
these with the vast amount of research and
analytical work that Morgan Stanley produces
at both a macro and micro level.

In Malta, like in all other jurisdictions, insurance
companies are regulated and the Maltese regu-
lator has in place capital requirements that must

be met at all times by licensed entities. Typically,
insurers need to maintain a substantial capital
base in order to write insurance business that
could either be left idle earning next to nothing
or managed and invested to reduce the weight
(in terms of return on equity and other such per-
formance metrics) of such an asset base. Insur-
ance companies have long recognised the need
and benefit of investing this capital efficiently,
but in an intelligent manner. It is precisely this
space that we address. Curmi & Partners fully
understands what is needed in this area and
is today at the forefront of offering investment
solutions for the insurance industry in Malta.
Insurers are engaging us for this part of their
business—an area that is becoming more com-
plex and technical in nature, yet remains such
an important element to the profitability of any
insurance player. This way, the management
team of the insurer can focus exclusively on the
technical side of the profit and loss account—
the company’s core operations.

It is no longer a choice for insurers to appoint an
investment manager—it is a must. Placing cash
in bank deposits is no longer acceptable from
both a risk and return point of view. Increased
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competition within the industry as well as the
current interest rate scenario will not allow for
this option. Insurance companies have to invest
their assets more effectively and efficiently in a
professional manner for a number of reasons:
technical profit margins are decreasing, regu-
latory costs are increasing, investment param-
eters are becoming more stringent and capital
hungry, and attractive risk-adjusted investment
returns are becoming harder to find.

Over the past decade, Curmi & Partners has been
successfully managing a number of investment
portfolios for insurance companies with both dis-
cretionary and advisory investment mandates.
The success that we enjoy today is not the result
of yesterday’s decisions, but the outcome of a well
thought-out investment strategy that is structured
around the specific willingness and (more impor-
tantly) ability of our clients to take on risk.

Heritage Insurance Manage-
ment is a leading independent insurance man-
ager in the European time zone. We are a part
of the Heritage Group, which is an independent
management-owned specialist financial services
organisation that is based in Guernsey. The Heri-
tage Group has other specialist financial services
companies, all providing services to corporate and
private clients around the world. We employ more
than 200 members of staff throughout offices in
Guernsey, London, Malta and Gibraltar. Heritage
established in Malta in 2007 and today manages
direct writers, including a protected cell company
(PCC) as well as captive companies/cells.

The conventional insurance market
can at times be a cumbersome and inflexible risk
management tool. The traditional risk transfer
mechanism is often susceptible to conflicts of inter-
est between the needs of the policyholder wanting
to derive value from its insurance and the needs of
the insurance company to deliver value to its share-
holders. Creating a captive insurance company
provides a bona fide self-insurance mechanism,
which can offer a superior alternative to traditional
insurance products. Captive insurance can either
be achieved by the creation of a wholly owned in-
surance subsidiary or by using a cell within a PCC
protected-cell company, which offers similar self-
insurance facilities. These vehicles are normally
managed by independent insurance managers.

Being independent allows our clients to have
absolute faith and confidence in the impartial-
ity of our advice and services—a highly prized

Ya)

Heritage

quality in the world of corporate finance. Some
of the benefits to clients include:

. Cost-effective risk transfer—where the tradi-
tional market is applying high rates, restricted
cover, increased deductibles or limited capacity

. Opportunities to retain underwriting prof-
it—due to better than average loss perfor-
mance or niche and profitable portfolios of
insurance business

. Insulation from the unpredictable swings
of the insurance market cycle—often a key
driver in forming a captive for our clients,
many of whom have experienced this neg-
ative impact first hand

. Additional benefits—such as: direct ac-
cess to the reinsurance market, positive
cash flow, capital leverage, investment in-
come, bespoke cover and low cost base.

Today, risk management is at the top
of any board of directors’ agenda—more so
within the insurance industry whose business is
all about pricing and managing risk. Tradition-
ally, the non-technical side of an insurer was
completely segregated and managed indepen-
dently from the core operational side. Such an
approach could lead to an undesirable level
of positive correlation between the two, which
could leave a very nasty effect on an insurer’s
financial performance when reality turns out to
be different to original projections. Nowadays,
Curmi & Partners is introduced to an insurer’s
operations at a much higher level in order to
structure a set of investment parameters appro-
priate to that specific company. This has instilled
a greater level of liaison between us and the risk
manager of an insurer in order to achieve the
desired equilibrium level between operational
risk and investment risk.

Managing the investment portfolio of an insurer
is very different to almost any other scenario—
this is mainly due to the liabilities an insurer
is exposed to. The exercise of asset-liability
matching is an extremely important function.
This is because any relative change in value
between the insurer’s assets and liabilities can
have a significant impact on the capital reserves
and shareholder’s equity of the insurer.

In addition, insurance companies need to have
a multi-tier investment approach. A one-size-
fits-all set of investment parameters for policy-
holder funds, own funds and surplus funds may
have served the respective investment commit-
tee’s well to date, but this is set to change in the
future. Moving along the risk spectrum, surplus
funds should not be managed the same way
policy-holder funds are managed. Using the in-
vestment parameters of the policy-holder funds
across the entire investment portfolio is ineffi-
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cient, while using the investment parameters of
surplus funds across the entire investment port-
folio is irresponsible.

At PKF, we realise that captive insur-
ance companies are facing a heavy burden with
the implementation of the Solvency Il rules. In
this context, we have offered our professional
services in a number of key functions, particu-
larly to start-ups and SMEs. One of the functions
that we offer is that of internal audit. Examples
of critical or important functions or activities that
we provide include regular or constant compli-
ance, internal audit, accounting and limited risk
management. When we are commissioned to
establish an internal control system, we assist
the client with setting policies and procedures
that instill a strong system and encourage a
high level of integrity.

As always, it is up to management to make sure
that staff members are fully aware of the internal
control system and should understand their role
within it such that the system is embedded in
the overall culture of the undertaking.

We assist clients to improve their performance
in four important aspects: control environment
and activities, communication and monitoring.
Ideally, even in the case of SMEs, the internal
control system itself should be monitored con-
tinuously to ensure that any necessary improve-
ments are implemented as this plays an impor-
tant role within the Solvency Il directive.

Curmi & Partners has always regard-
ed the Solvency |l Directive as an opportunity
rather than a threat. Solvency Il is not a direct
result of today’s crisis, or even that of 2008. It
was an acceptance that the increase in risk,
which is generic in today’s world, needed to be
matched by similarly robust insurance regula-
tion (and banking regulation for that matter) in
order to better assess the financial and opera-
tional soundness of industry players within this
new reality and risk dimension.

From an investment management angle, we
are past preparing for implementation. At Curmi
& Partners, we are operating as though the di-
rective is already in full force. Furthermore, we
are aware of the weaknesses of Solvency I,
and have adopted an investment style that not
only follows the directive word-for-word, but also
achieves the spirit that the directive set out to
achieve. As we all know, the directive has been in
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CURMI & PARTNERS ARE ONE OF THE LEADING INVESTMENT SERVICES
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« Treasury Management
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between the core operations and the investment portfolio of the insurer. « Stockbroking

This sensitivity allows us to achieve the pre-set investment objectives + Institutional Investment Management
without jeopardising the overall regulatory, capital risk requirements. (Insurance, Pensions & Trusts)

Curmi & Partners Ltd., Finance House, Princess Elizabeth Street, Ta’Xbiex — xBx 1102, Malta.

Telephone: (+356) 2134 7331  Fax: (+350) 2134 7333 Email: info@curmiandpartners.com CURMI

WWW.CURMIANDPARTNERS.COM & PARTNERS

Curmi & Partners Ltd. is a member of the Malta Stock Exchange and is licensed to conduct investment services business by the Malta Financial Services Authority.


http://www.curmiandpartners.com

CURMI

& PARTNERS

the making since 2004. The structure being pro-
posed to measure and address investment risk
is one that is based on yesterday’s risk profile.

We can already see Solvency |l being updated to
align itself with the realities of today’s investment
world. Our approach has been not to wait for this
to happen, but to guide our insurance clients to
be proactive and to go beyond what the directive
is calling for. Risk measurement can no longer be
entirely associated to the traditional metrics; it is
not enough to look at duration, ratings, asset class
and currency. Portfolio management needs to go
beyond that. Investment managers need to look at
the underlying security of the invested instruments
and ensure that the target investment return is ad-
equate to justify the regulatory capital that is tied up
for that investment. Curmi & Partners is equipped
to measure the capital haircut of an investment
portfolio on a daily basis, at the touch of a button.
That is true added value for any risk manager. You
cannot manage risk unless it is measured.

Work on Solvency Il has been going
on for a number of years. Until last year, compa-

Heﬁtage

nies were focused on one particular area, pre-
dominantly quantitative Pillar 1 issues. Together
with our clients’ boards, we have dedicated re-
sources working solely on Solvency Il, though
actuarial expertise is felt to be the primary miss-
ing resource. We have worked closely with cli-
ents when compiling the various questionnaires
that have been issued by the Malta Financial
Services Authority (MFSA), even more so when
we carried out the gap analysis exercises as
part of the preparatory and implementation pro-
cess for Pillar 2.

Solvency Il is a fundamental review of capital
adequacy with a view to establishing harmon-
ised capital requirements and risk management
standards within the EU. It is planned to instil
the concept of sound and prudent manage-
ment in the mind of directors. Ensuring compli-
ance with Solvency Il has been on the board’s
agenda and active steps are being taken to en-
sure as smooth a transition into the new regime.
Unfortunately, there is an ongoing uncertainty
surrounding the implementation date, currently
January 2014.
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Due to its non-captive specific structure, many
captive insurers are very concerned with this
legislation. This concern can also be found
among the smaller direct writer companies.
There is a perceived risk of incurring additional
layers of cost given the requirement of insur-
ance companies, irrespective of size and na-
ture, to adopt written policies and procedures as
well as create internal structures to tackle such
areas as internal audit, risk management and
outsourcing. There is the perception that the
board’s attention is being diverted away from
the core business of an insurance company.

It has been argued that a potential solution could
be the establishment of a cell within a PCC. In
this scenario, the owners of the portfolio of busi-
ness retain their ownership of their underwriting
book. Of importance is that overall governance
of the core and the cells is the responsibility of
the PCC board that may in turn delegate the
administration of the cells to committees. This
will probably require that the directors sitting on
the board of a PCC must have sufficient skills to
meet the possibility of a higher level of scrutiny,

50 + insurance licence net
growth in the first 6 months of 2012

Guernsey

International Finance Centre

Find out more at guernseyfinance.com
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not only to ensure compliance with Solvency ll,
but also given the possible diversification in the
underlying portfolio of business.

On the whole, operators in Malta
are well prepared for the Solvency Il Directive,
whenever it comes into force. A lot of prepara-
tion has been coordinated with the insurance
section within the MFSA and good progress has
been made.

Itis true that regulation comes at a cost, and the
markets at these times are not favourable, but in
the long run the achievement of a higher stan-
dard of quality will yield rich dividends to insur-
ers within the single market.A lot of preparation
has been going on to make sure that undertak-
ings identify such critical or important functions
as may be challenged by the supervisory au-
thority in the determination or non-determination
of Solvency Il directives. Naturally, the effect on
costs and resources to carry out such reforms
will vary according to the size of the undertak-
ing. As an undertaking chooses to develop an
internal model (rather than use the standard

Héritage

formula), the actuarial function is an important,
albeit expensive, factor as it contributes towards
the design of the internal model. It does this by
providing an actuarial opinion as to the scope
of the internal model, ie, which risks should be
covered by the internal model, and how depen-
dencies between risks should be derived.

One of the perplexing questions that
is frequently asked by clients is the topic of pro-
portionality as applied under Solvency II.

Many consider that better clarification is neces-
sary on how proportionality principles are ap-
plied, as this will be critical for the attractiveness
of EU captive centres. There is a need for better
guidelines by the EU on how proportionality can
be applied by individual regulators in a way that
makes the majority of EU-based captives more
viable under Solvency Il. If properly used, the
principle of proportionality may relieve SMEs
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of certain regulatory burdens that may cripple
them. At the extreme end, without its proper use
it may encourage smaller operators to migrate
out of the EU family. However, for small captives
with limited financial strength and expertise, the
common view is that the new compliance re-
quirements are likely to prove burdensome.

One of the irritating issues is the
continuous delay in the implementation of the
Solvency Il system. This delay has come at
a price for insurers and quite a few are con-
cerned about the additional costs as a result
of delays. Certainly, as the implementation will
be delayed beyond this year, our prognosis
for 2012 is that the smaller insurers in Malta
will have been burdened by extra preparation
costs, while without doubt larger non-life in-
surers have incurred bigger hits than their life
company counterparts.
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SlIA’s 32nd Annual
Conference

Location: Indianapolis
Date: 1-3 October 2012
www.siia.org

The SIIA National Conference &
Expo is the world’s largest event fo-
cused exclusively on the self-insur-
ance/alternative risk transfer mar-
ketplace and typically attracts more
than 1,600 attendees from around
the US and from a growing number
of countries around the world.
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HCIC Forum 2012

Location: \Waikiki
Date: 22-24 October 2012
www.hawaiicaptives.com

The HCIC 2012 Forum will delve into
opportunities to enhance your cap-
tive and risk management strategies
despite the stagnant economy. This
conference will provide a wide range
of educational seminars and speak-
ers that will offer tremendous learn-
ing and networking opportunities.
Sponsorship forms and session sub-
mission forms may be found at www.
hawaiicaptives.com
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Industry-vents

414 November

MTWTFS S
1.2 3
56 7 8 9 10
121314 1516 17
1920 21 22 23 24
26 30

Cayman Captive
Forum 2012

Location: Grand Cayman
Date: 27-29 November 2012
www.caymancaptive.ky

Plans are underway to provide an
informative series of panelists and
speakers and quality educational
content for the captive owner and
those who are seeking information
on captive formations in the Cayman
Islands. There will be memorable so-
cial events that will allow attendees to
enjoy a taste of Grand Cayman.
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Western Region
Captive Insurance
Conference

Location: Arizona
Date: 14 May 2013
www.westerncaptiveconference.org

The next conference for the West-
ern Regional Captive Assocation
will be held in Arizona in May of
2013. The exact dates and loca-
tions will be determined in the near
future. Please mark you calendar
in pencil for this event. There will
be no conference in 2012 due to
scheduling of other captive con-
ferences and the date of the 2011
WRCIC late in the year. Missouri
will host the conference in 2014.

Covering all areas of

captive insurance
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Bermuda-based Montpelier Reinsurance has
named as head of Global
Casualty and Specialty Treaty Reinsurance.

Downey is responsible for leading the full port-
folio of casualty and specialty treaty business
written through Montpelier Re and will report
directly to Christopher Schaper, President of
Montpelier Re.

Prior to the appointment, Downey was senior
vice president of specialty & casualty at Al-
terra Bermuda.

Schaper said: “I am very pleased to have an
individual with Chris’ capabilities, background
and knowledge join and lead our team. | look
forward to working closely with him.”

In July of this year, Montpelier Reinsurance
named as head of risk analytics,
who also reports directly to Christopher Schaper.

The new position at the company involved en-
hancing Montpelier’s risk analysis efforts for
natural catastrophe exposed businesses includ-
ing research, development, portfolio optimiza-
tion and other underwriting initiatives.

XL Group’s reinsurance operation in Bermuda
has promoted to senior vice presi-
dent and Canadian branch manager.

Prior to this appointment, Fisher was senior vice
president and underwriter in XL's Bermuda di-
vision. During his 12 years in Bermuda, Fisher
helped to grow the reinsurance book of busi-
ness, which includes US and international prop-
erty catastrophe and specialty risks.

He will be responsible for leading XL's Toronto-
based reinsurance underwriting team, reporting
to Christopher Buse, managing director and
head of casualty reinsurance in North America.

In June of this year, XL Group began accepting
collateral trusts in lieu of Letters of Credit (LOCs)
used as collateral for corporate deductible and
captive insurance programmes in the UK.

A statement from the company said that LOCs
were often expensive to maintain, with James
Martin, client and distribution leader for the
Group commenting at the time:

“We are delighted to be working with Wells
Fargo to offer this additional service to our cus-
tomers. In today’s economic climate, LOCs are
proving more costly to businesses both in man-
agement fees and as they tie up otherwise use-
ful capital. Offering the collateral trust solution
to our clients provides a valuable alternative.”

will be the COO of Lock-
ton’s Southeast operations, with responsibility
for offices in Atlanta, Greater Miami, and Char-
lotte, North Carolina.

Richardson will be responsible for the overall op-
erations of Lockton Southeast including leading
service teams in risk management and employee
benefits consulting services in the three offices.

“Lockton has built a significant foundation of risk
management and employee benefits expertise
in this region, and we see tremendous opportu-
nities for growth ahead,” said Doug Hutcherson,
president of Lockton’s Southeast operations.

“We are counting on Jason’s experience as a
builder of teams to add to the blueprint that’s
propelled Lockton’s remarkable growth around
the globe.”

Richardson will return to his roots in Atlanta, hav-
ing begun his insurance brokerage career there
with Hobbs Group, which was later acquired by
HRH. Most recently, Richardson was a regional
partner with insurance broker Willis in North-
ern California and in Colorado where he was in
charge of insurance and brokerage operations.

His expertise includes sales development, in-
surance operations, executive risks, property
and casualty insurance, construction risks, and
captive insurance programs.

is the new head of risk man-
agement at Marvin Windows and Doors. Lub-
ben’s new role will involve safety, security, and
enterprise risk management.

Marvin Windows and Doors uses its Vermont-
based captive to cover the company’s large
product liability.

Prior to his appointment, Lubben was vice presi-
dent of risk management at Ryder System.

UK-based company FiscalReps has appointed

as a client director. Hewitt will
team up with consultant Peter Hore to establish
a new VAT practice.

People

Hewitt and Hore launch a VAT practice special-
ising in delivering high quality, specialist VAT
advice to the insurance industry.

Hewitt was previously based in London, working
for accountancy firm Emnst & Young as a senior
manager for its financial services indirect tax team.

In a statement, FiscalReps said: “We are delight-
ed to have attracted someone of Hewitt's calibre
to FiscalReps. Hewitt is one of the leading VAT
and IPT specialists in the London insurance mar-
ket and this hire enables us to build a VAT practice
to complement our existing IPT business.”
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