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Randall & Quilter Investment Holdings (R&Q) has
completed its acquisition of Capstan Insurance
Company, a Guernsey-domiciled captive insurer.

Paul Corver, R&Q’s director of the insurance in-
vestments division, explained that the operating
companies that Capstan insured were sold, but the
acquirer did not take on the captive.

Corver said: “R&Q decided to acquire [Capstan]
as we have an appetite for run-off captives, after
spending twenty years acquiring regular insurance
and reinsurance companies, and were able to strike
a deal that was attractive to the vendors.”

Capstan is R&Q’s fourth captive purchase this year,
and its third in Guernsey. The popularity of Guernsey,

explained Corver, is down to its long-established repu-
tation as a captive domicile.

“Owners, managers and non-executive directors are
becoming more aware of the exit solutions available
and are bringing deals to us. We have found [Guern-
sey’s] regulator to be approachable and responsive and
the local rules allow us to amalgamate the operation,”
said Corver.

The financial terms of the deal were not disclosed due
to a confidentiality agreement.

Ken Randall, chairman and CEO of R&Q, said: “The
acquisition of Capstan is further evidence of the in-
creasing level of acquisition activity we are seeing as
a group.”
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Hurricane Sandy could hurt traditional
insurers more than captives

The Cayman Islands Monetary Authority
opens up about healthcare

The Caribbean islands of St Kitts
and Nevis are taking on their bigger
captive counterparts

Cypress Benefit Administrators outlines
a way of offsetting rising healthcare costs

A panel of experts outlines why the Cayman
Islands continues to weather the finan-
cial storm and how its captives are faring
in a rocky regulatory environment

XL Group recruits Barbuti and moves
Kelly, Marsh appoints Wares, and more

The Cayman Islands Insurance Law 2010 went into force on 1 November
2012 after an order was made in cabinet earlier in the week.
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International bank BNY Mellon has received a boost from A.M. Best after it
gave the bank’s captives positive financial ratings.
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“It also continues to demonstrate our ability to
provide attractive exit solutions for captive own-
ers who have put their captives in run-off or are
contemplating ceasing writing new business,”
added Randall.

While R&Q continues to purchase retiring cap-
tives, the reasoning behind captives closing
is complex. Corver said that there could be a
number of reasons why an owner might seek
to dispose of its captive, including corporations
merging and therefore acquiring surplus cap-
tives, or an owner’s reasons for setting up a
captive may change.

“There may be capital trapped in the captive
supporting collateral obligations to front compa-
nies and a sale will help the owner realise this
asset. When a captive is in a mature state of
run-off the ongoing expenses soon outweigh the
benefit of keeping it running.”

“Whilst a sale is one option, R&Q also takes on
novations of contracts, thereby allowing a cap-
tive to prune out dead or unwanted business but
keep itself going for new underwriting.”

R&Q will continue to look at acquisitions in most
locations, added Corver.

Continued from page 1

The latest amendments to the law were based
on recommendations from a public/private sec-
tor Insurance Working Group and the Interna-
tional Monetary Fund.

The Cayman Islands Insurance Law 2010 clearly
delineates four separate classes of insurance
and has specific regulations for each class.

The current Class B licence, which is now
dedicated to captives, has been split into

three further sub-categories, and each is dis-
tinguished by the proportion of net-premiums
that is written that originates from the insurer’s
related business (Class B(i)—95 percent+ re-
lated business; Class B(ii) —50 percent+ re-
lated business; and Class B(iii)—50 percent-
related business).

Capital requirements will vary depending on
the sub-class of the Class B licensee. This sub-
division brings more clarity to this category and
provides flexibility to the type of business that a
Class B licensee can underwrite.

The Class C licence is a new class and is
dedicated to reinsurance arrangements that
are financed through the issuance of cat
bonds and similar instruments. The law rec-
ognises the structured nature of these ar-

Milliman is one of the world’s largest independent

Newsln

rangements, how they function in practice
and what all participants, including sponsors
and investors, expect from such transac-
tions. For example, the description of the
Class C insurer specifically references es-
sential concepts such as “limited recourse”
and funding through the issuance of bonds
or other instruments.

Class D is specifically for traditional commercial
reinsurers and has been created to support the
jurisdiction’s objective of attracting reinsurers to
the islands. As the Cayman Islands is a lead-
ing offshore domicile for hedge funds, there is a
natural market for this business and the govern-
ment has committed to facilitating reinsurance
set-ups in many respects and is actively engag-
ing with industry.

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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These amendments include the availability of
ten-year work permits for executives and man-
agers in the reinsurance industry and free work
permits for various categories of administrative
staff for their first five years of residence in the
islands. In addition, permanent residence with
the right to work is now available to approved
persons who make a substantial investmentin a
home or other developed real estate.

Among the other amendments that are con-
tained in the law is a strengthening of protection
for whistle-blowing insurance managers and au-
ditors. “The introduction of this law is welcomed
by the Cayman insurance industry as it under-
scores the pro-business nature of the jurisdic-
tion for its historic captive insurance base and
enhances its attractiveness for ILS vehicles and
the reinsurance sector,” said a release from the
Insurance Managers Association of Cayman.

Continued from page 1

A.M. Best has given the financial strength rating
(FSR) of “A (Excellent)” and issuer credit rating
(ICR) of “a+” to Hamilton Insurance, a subsid-
iary of BNY Mellon.

Hamilton’s ratings reflect the company’s excel-
lent risk-adjusted capitalisation, strong liquidity
and conservative operating strategy.

“Partially offsetting these positive ratings fac-
tors is Hamilton’s short operating history, lim-
ited market scope/business profile, product
mix and dependence on third parties for pro-
cessing, servicing and administration. Fur-
thermore, somewhat offsetting these positive
rating factors is the company’s relatively large
(gross) underwriting exposures as it offers
high gross insurance limits and execution risk
associated with the implementation of Ham-
ilton’s business plan,” said a statement from
A.M. Best.

A.M. Best has also upgraded the ICR to “a+”
from “a” and affirmed the FSR of “A (Excellent)”
of BNY Trade Insurance in Bermuda, due to
a conservative operating strategy and robust
enterprise risk management framework that it
learnt from its parent, BNY Mellon.

Partially offsetting these positive rating factors
are BNY Trade’s limited market scope, product
mix and dependence on third parties for pro-
cessing, servicing and administration. An ad-
ditional offsetting rating factor is BNY Trade’s
large (gross) underwriting exposure as it offers
high gross insurance limits and insures excess
bankers’ professional liabilities with substantial
insured values.

BNY Trade provides reinsurance coverage
and products to BNY Mellon. “The company’s
reinsurance has been placed with the world’s
significant providers and it benefits from BNY
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Mellon’s significant financial resources, exten-
sive risk mitigation and the safety programmes,
which have been implemented throughout the
organisation,” said A.M. Best.

“As BNY Trade fully cedes assumed risk under
primary bankers’ professional coverages to the
commercial market, its exposure to net under-
writing losses is minimal. BNY Trade’s projected
operating results indicate favorable returns, and
its surplus base of over $98 million is more than
adequate to support the company’s asset and
credit risk exposure.

“While BNY Trade’s excess bankers’ profes-
sional programme offers significant insured
values (considering the high coverage limits
offered), the net impact could be burdensome.
Nevertheless, A.M. Best recognises the low
probability of such events.”

Fitch Ratings estimates the losses from Hur-
ricane Sandy to be similar to Hurricane Irene,
which struck the East Coast in 2011 and gen-
erated insured losses of between $4 billion
and $5 billion.

Loss estimates for Sandy will be influenced
considerably by the landfall location and actual
storm path.

If you want a captive domicile
with great credentials, there’s
one place you should look

Guernsey

International Finance Centre

Find out more at guernseyfinance.com
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Owned by the captive insurance companies of leading US, Canadian and
European multinationals, United understands the needs:and:dynamics of Rated A- (Excellent) by A.M. Best Company
captives and their owners.

Close interaction withits shareholdersand clients gives United an unrivaled
insight into how captives work and the requirements for success:
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“We expect the brunt of losses to be borne
by primary writers, including State Farm,
Allstate, Liberty Mutual Group, and Trav-
elers, based on market share positions in
the Mid-Atlantic and New England regions,”
said the firm.

“Market share was calculated based on direct
written premiums and gives no consideration
for reinsurance. The likelihood of losses be-
ing allocated to the reinsurance industry in-
creases if losses come in at the higher end of
the range.”

“While Sandy landed as a category one storm,
[it] hit in a densely populated area with high
value of developed property and the footprint
is over wide area that losses could unfold
from Maryland to New England,” said Jim
Auden of Fitch.

“The nature of the storm will lead to wind
related losses, but we think compared to
hurricane Irene in 2011, Sandy could have
greater losses from storm surge and busi-
ness interruption.

“Many captives are liability focused, so do not
have exposure to property losses from this
event. If a captive does write commercial prop-
erty, it is important to note that a captive is a
mainly a self insurance mechanism for its own-
er, so risk borne by a captive in reality remains
within the organisation.”

“However, a captive writing commercial
property typically would buy reinsurance to
protect against large losses. So losses for
a captive hit by Sandy would be affected by
the insured retention and the limit of reinsur-
ance purchased.”

China’s ambassador to the UK, Liu Xiaoming, has
encouraged Guernsey’s continued progression
in China after a meeting with the island’s chief
minister, Peter Harwood.

Since establishing a representative office in
Shanghai in 2007, Guernsey has worked with
the Chinese authorities on a number of projects.
The Guernsey government signed a tax infor-
mation exchange agreement with the Chinese
central government tax authorities in October
2010 alongside a memorandum of understand-
ing with the Shanghai municipal financial ser-
vices office in November.

The Guernsey financial services commission
also signed a statement of cooperation with
the Chinese banking regulatory commission
in November 2011.

Guernsey’s endorsement comes after a recent
two-week trip to Asia during which officials at-
tended an international fiduciary conference in
Hong Kong.
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Commenting on her recent trip to Asia, Guemnsey
Finance’s chief executive, Fiona Le Poidevin, said:
“Our trip to China was once again very productive.
[The Asian market was] particularly interested in our
captive insurance sector. There are currently only two
captives in China, as it's still a relatively new concept
to them, but one they are eager to leam more about.”

Insurance technology provider Xchanging is to
open new delivery centres in the Philippines
and China.

“APAC is a not only a core market for Xchanging
and one that it is actively expanding, it is also a
key delivery hub, given the availability of scal-
able talent in countries like India, Philippines &
China,” said a statement from the firm.

“Our strategy is in line with analyst predictions
that the business process outsourcing market
in Asia-Pacific is on pace to reach $6.45 billion
this year and hit $9.5 billion by 2016, with many
growth opportunities still untapped.”

Julie Lynch, head of relations at Xchanging In-
surance Services, said: “APAC is a key market
for us as we continue to grow our business glob-
ally. The new locations and services build on an
already broad range of services we provide for
customers across the region. APAC is obviously
a very diverse region culturally but the issues
there are the same as other territories.”

AMS Insurance Management

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

—_—

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

( Captive Insurance )

( Corporate Services )

Trust Services )

(Mufuol Fund Services)

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

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

AMS British Virgin Islands
+1 284 494 3399
enqguiries@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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MANAGING RISK
WORLDWIDE

DELIVERING SOLUTIONS FOR BUSINESSES
AND INSURERS WORLDWIDE

At Charles Taylor, we provide management services to help
Insurers, reinsurers and businesses around the world identify
and manage their risk exposures.

Our services are delivered by experts working from multiple
locations around the world providing ease of access to
our clients:

- Risk Consulting

- Risk funding

- Insurance management and administration
- Run-off management

Our insurance management services are part of a wider
range of services delivered worldwide by Charles Taylor
to insurers, reinsurers and businesses from 40 offices in
23 Countries.

To find out more, please contact:

Life Company Management
Jeffrey More

+44 162 468 3602
Jeffrey.More@ctplc.com

Captive Management
Andy McComb

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

Risk Management (US)
Chris Moss

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

Risk Management (EU)
Martin Fone

+44 207 767 2918
Martin.Fone@ctplc.com
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All in good health

CIT talks to Pedro Reis of the Cayman Islands
Monetary Authority about how healthcare
captives are faring on the island

JENNA JONES REPORTS

Why do companies come to the
Cayman Islands to set up health-
care captives?

The healthcare captive industry in the Cayman
Islands commenced in the early 1970s with a
captive serving Boston-based medical institu-
tions during a period of time when medical mal-
practice insurance was difficult to obtain at a
reasonable cost. Given the success of the first
captive, other hospital systems soon chose the
Cayman Islands as their domicile.

The Cayman Islands captive insurance market is
quite varied, with prominent risk types including
healthcare, workers’ compensation, property and
general liability. The Cayman Islands has devel-
oped particular expertise in medical insurance, and
with healthcare captives representing 45 percent of
all Cayman Islands captives, the Cayman Islands
is the number one domicile for healthcare captives.

The Cayman Islands is internationally recognised
as a growth market for financial services activi-
ties for the insurance industry, and beyond. This
is proven by the growth in the hedge fund mar-
ket, where the Cayman Islands now accounts for
approximately 80 percent of the world’s offshore
hedge funds. This influx of capital helps to pro-
vide increased confidence in the Cayman Islands
as a domicile. It also maintains an extremely
broad base of financial services as evidenced by
its strong banking, fiduciary and funds services.

Its regulatory framework reflects recognised in-
ternational standards, as set by the Internation-
al Association of Insurance Supervisors (IAIS),
and unlike some other regulatory bodies, open
communication is encouraged as part of the
regulatory process. Enhanced international co-
operation has undoubtedly contributed to safe-
guarding the interest of the jurisdictions that fall
within the international sectors, and as this is of
paramount importance to the Cayman Islands,
the Cayman Islands Monetary Authority (CIMA)
consistently commits both time and resources
to actively participate in international initiatives.

Have you seen a rise in the number
of healthcare captives that have
been formed in the Cayman Islands
in recent years?

Healthcare captives represent 45 percent of all
Cayman Islands captives. In fact, during the last

eight years, 35 percent of all captives formed
were related to healthcare, which shows the
dominance of the healthcare business sector in
the growth of the industry.

Although our traditional healthcare captives con-
stitute 45 percent of all licensees, the Cayman Is-
lands also has representation from industries such
as financial services (25 percent), construction (8
percent), tertiary services (6 percent), transporta-
tion (6 percent), technology and engineering (2
percent), energy (2 percent), and others.

What business lines do healthcare
captives tend to cover in the Cay-
man Islands?

Healthcare captives write mainly medical malprac-
tice liability and professional liability, but also work-
ers compensation, general liability and others.

By the end of September 2012, there were 734
active class ‘B’ licencees. Medical malpractice
liability was written by 254 captives (35 percent),
followed by workers compensation with 157 (21
percent) and property with 90 (12 percent)

To what extent is the increasingly spe-
cialist nature of medicine driving new
formations in healthcare captives?

Specialised groups have always had a good
representation in the Cayman Islands thanks
to a good understanding by the regulators
and insurance managers of the unique risks
facing each speciality. Also, contemporary
medical breakthroughs are closely followed.
Contemporary medical breakthroughs are
also closely followed and the biggest inter-
est in 2012 has been the potential usage of
medical stop-loss coverage in the captive in
support of internal medicine.

What do you predict for the future
of healthcare captives?

The US healthcare reform, and in particular the
creation of Accountable Care Organizations
(ACOs), may have a positive impact on captive
formations in healthcare for two reasons. Firstly,
hospitals will be incentivised to hire employed
surgeons rather than outsource, which will lead
to an expansion of existing liability programmes.
And secondly, successful hospitals and their
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couraged to market their ACO
other hospitals, using captives
nity for stop-loss, medical mal-
er programme coverage.

ctors on the immediate horizon

obal captive growth in the fore-

, including the potential impact of

Frank Act, the Patient Protection

le Care Act, the Foreign Account

Tax Compliance Act, and the threat of further
global economic weakening.

Despite this, the Cayman Islands remains a
very popular jurisdiction for captive formations,
which we attribute to a combination of our
open international dialogue, skilled workforce,
together with a harmonised regulatory environ-
ment. CIMA is now reaping the benefits of ef-
fective strategies in the form of captive growth
and an increase in the size of the existing cap-
tive licensees.

One of the strategies that makes our regulatory
body unique is the combination of private sector
experience and specifically the number of our
staff that have worked at insurance companies.
This knowledge really helps when dealing with
business plan development and even with dis-
tressed situations. We will continue to leverage
its positive relationship with local and interna-
tional insurance associations and agencies, as
well as the new law complementing an already
proportional form of regulation. CIT

Deputy head of insurance supervision
Cayman Islands Monetary Authority

Pedro Reis




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.
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A united front

Reinsuring captive insurance companies has
always been viewed by United Insurance Com-
pany as ‘preferred’ business. Organisations
that are willing and able to retain risk in their
own (captive) insurance company subsidiary,
whereby their capital is exposed to the poten-
tial for loss, as well as for profit (let's not for-
get!), will normally have a materially different,
and United would contend, better approach to
risk management than those that do not take
such risk. Simply put, they have ‘skin in the
game’. That is the primary reason why United
mainly seeks out captive insurance companies
for its clients.

United is domiciled in the Cayman Islands,
which is the world’s second largest captive do-
micile. This, coupled with its ownership struc-
ture and its focus on the captive and alternative
risk transfer market, gives United an unrivalled
insight into the captive ‘universe’.

United enthusiastically works with recently
formed captives to manage their transition to
ever increased retentions over the medium

to longer term. Indeed, for the nascent and
the well-established captives alike, it can
aid them to cope with the often ‘knee-jerk’
overreactions of the direct insurance market.
Even putting market conditions and levels of
capitalisation aside, captives will have vary-
ing degrees of risk taking appetite when par-
ticipating on their ‘parental’ programme(s)—
recently formed and by extension, unproven
captives, tend not to wish to take on too
much risk, too quickly.

Property programme deductibles

Corporates that are forced to take increased
property deductibles, either through the occur-
rence of fortuitous and ‘a-typical’ losses on their
own (parental) programme, or because of mar-
ket swings that are outside of their control, can
be left with balance sheets that have excessive
net financial exposure.

United can look beyond the market cycle(s) or
that exceptional large loss, and actually focus
on the organisation itself, its risk management

Captive

philosophy, its loss prevention and loss control
features, as well as on the risk manager. Is the
risk manager / the organisation a ‘risk-taker’ or
just another ‘insurance buyer’ that views insur-
ance as a mere commodity where, in their mind,
cheapest is best? If the latter, United takes a
very cautious view, and if the former, United will
willingly help to craft a solution to manage the
transition to the increased retentions.

United’s specialised captive property reinsur-
ance capacity focuses on ‘buffer layer’ protec-
tion. This is the risk area that is immediately
above the captive retention and / or corporate
deductible(s) and below the attachment point
of the traditional / commercial market. United’s
goal is to present solutions that are tailored to
an insured’s unique needs.

In its systematic approach to creating a solution,
United works with the risk manager:

. In (re)structuring a new insurance / rein-
surance programme;
. In forming a captive or cell, where none ex-

ist, to absorb the increased retention;
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. In providing reinsurance for the captive’s
retention; and
. In issuing the insurance policy and/or rein-

surance agreement(s).

In structuring these types of captive ‘buffer
layer’ protections, United seeks to partner with
clients whose risk is superior and philosophy is
long-term, and are committed to the captive /
alternative risk transfer market.

To illustrate the point, United partnered with a
large US-based storage company to help it to
manage a sudden and significant (and from a
financial / budgetary point of view, unexpected)
increase in its property programme premium
and deductible. The insurance carrier, which
was long involved in the programme, subse-
quent to an exceptional and large loss, in-
creased the policy deductible from $100,000 per
occurrence to $2.5 million per occurrence—only
three weeks before the insurance programme
renewed. Faced with this daunting prospect, the
risk manager quickly turned to the alternative
risk transfer market for a solution.

United was invited by, and worked closely with,
Aon Global Risk Consultants in structuring an
alternative solution for the policyholder. United
concluded that the loss was not reflective of the
risk management realities of the organisation,
but was truly the exception and should not be
viewed as the norm. United re-underwrote the
programme such that the policyholder increased
its policy deductible to $250,000, and the newly
formed captive wrote a layer of $2.25 million ex-
cess of $250,000 and reinsured to United a layer
of $2 million excess of $500,000 from ground up
(FGU). The incumbent insurance company con-
tinued on the programme, as an excess carrier,
attaching above $2.5 million (FGU). Over the
next few years, the captive’s retention within the
first $2.25 million expanded and United’s layer
correspondingly contracted until, with sufficient
financial maturity and experience under its bel,
the captive was able to make the decision to re-
tain the entire $2.25 million.

Analysing marine programme
loss patterns

Our second case study takes an example from the
world of captive marine reinsurance. A significant
Canada-based ore commodities miner and refin-
er, which was at the time a 15-year-plus client of
United (and whose programme for all those years
was loss-free), experienced that exceptional large
loss to its marine cargo programme. A vessel that
it chartered to transport ore, which was extracted
from its Far East mines, to its Canadian mining fa-
cilities sunk in bad weather off Tokyo Bay, with the
loss of all cargo on board and regrettably, three
crew members. This loss was followed soon after
by two medium-sized losses that were similar in
nature. United reinsured the captive for 70 percent
of $19.5 million excess of $500,000, per convey-
ance. The ‘traditional’ market sitting beside United
on a quota share basis had 20 percent, with the
balance retained by the captive as 10 percent co-
reinsurance participation.

United representatives worked with the com-
pany’s risk manager to get to the root cause of
the change in loss pattern. It transpired that a
few months prior to the losses occurring, the ore
company had changed the shipping line that it
used to transport its cargo. Stacking and storing
of the ore bags aboard ship by the operators of
the new shipping line were found wanting and
this was evidenced in the loss adjusters report.
Heavy weather caused the inadequately stored
bags to shift, ultimately resulting in loss of ship
and, regrettably, life.

The traditional insurance market’'s response
was to seek to increase the deductible to $5
million (from $500,000) and increase rates by
more than 66 percent. United, on the other
hand, knowing and having worked with the
client closely for many years, suggested a
change in shipping line (which was accepted
by the risk manager) and initiated full survey-
ing of the loading and stowage procedures on
all new shipments. The captive did increase
its retention, but to a more manageable
$750,000 and a modest but more financially
realistic increased premium was charged.
United was more than happy to continue as
the lead reinsurer on the restructured pro-
gramme. The traditional market quota share
reinsurers stayed on the programme, but re-
duced their participation considerably. In the
loss-free years that followed, it became evi-
dent that the ‘problem’ had indeed been fixed.
The traditional market tried unsuccessfully to
expand its participation in the programme,
only to have its overtures rebuffed by the (still
very grateful!) risk manager.

Cell company solutions

United also has two ‘cell’ company subsidiar-
ies—United SPC, in the Cayman Islands, and
United USA, which is domiciled in Vermont—to
work with those clients that are in immediate
need of a captive solution but perhaps without
the lead-in time that is required to establish their
own captive insurance company subsidiary. Cell
companies are a form of ‘rent-a-captive’ that
provide legal and financial ‘fire walling’ of assets
and liabilities within the corporate structure, but
most importantly, provide some of the benefits
of captive ownership without the same finan-
cial, intellectual and management commitment
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that is required of a wholly owned captive sub-
sidiary—rather like renting a condo as opposed
to buying a home. Both cell companies referred
to above have provided tailor-made solutions to
clients that were not part of the alternative risk
transfer market. The following is but one example
of the United cell approach.

United SPC was recently approached by a UK
marine broker, to explore possibilities on a his-
torically very profitable hull, cargo and protec-
tion and indemnity book of business. This book
of business emanated from the Far East. The
broker had an issue in that its client needed
quick answers on facultative reinsurance en-
quiries, which it was not always possible to
get. Indeed, the UK system where in general
you would see one underwriter for one class of
marine business and another for another meant
that a holistic approach was not possible in Lon-
don on the portfolio. United was able to ascer-
tain that the risks concerned were of high quality
and well managed, with good attitudes towards
risk management and risk retention.

The broker invested in a cell in which to place
the business, but also it was to be able to ac-
cess United’s marine capacity. United viewed
the existing book as a whole, and agreed to un-
derwrite all existing accounts, and to agree (or
not!) to new business that may be offered within
24 hours. Initially, United reinsures 100 percent
of all these risks, and pays the cell and over-rid-
er to assist with covering its costs and building
some capital and surplus in the cell. In following
years, the goal is that the cell will begin to take
real risk, and that over time, with United’s assis-
tance, it will go from being a ‘pass through’ cell
to being the main reinsurer itself. United fronts
for the cell in order to make the reinsurance ca-
pacity acceptable to the reinsured.

Many brokers and managing general agents
also use United cells to place shares or all of
their profitable business and to retain profit
that would otherwise be given to the com-
mercial markets. In many cases, United is
able to assist those cells with reinsurance,
on a quota share, excess of loss or stop loss
basis, until such times as they are ready to
take all risk themselves.
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Regulatory

The Insurance Law 2010: legislation for growth

The Cayman Islands passed its first insurance
law in the late 1970s. The decades that followed
were exciting for the insurance industry as there
was significant growth and diversification, ad-
vancing the Cayman lIslands into the second
largest captive insurance centre in the world.

Its progressive legislation, a balanced regulatory
regime, combined with a highly entrepreneurial
business climate and a team of experienced au-
ditors, legal advisors and other professionals all
contributed to the Cayman Islands’s reputation
as not only the best home in the world for cap-
tive insurers, but also as a gateway for interna-
tional capital and economic growth.

Another significant factor in the success of the
industry is the sound regulatory framework
overseen by the regulator—the Cayman Islands
Monetary Authority (CIMA). By the end of June
2012, 731 captive insurance companies were
under license, with assets of $78.9 billion and
annual premiums of $8.88 billion.

In its efforts to maintain a competitive business
environment, the Cayman Islands recently in-
troduced a modern legislative product—the In-
surance Law 2010. This new law is expected to
open new markets and further attract new busi-
ness to the insurance industry, furthering the

process of modernising the regulatory frame-
work for insurance.

The Insurance Law 2010 came into effect in
September 2010 and into force on 1 November
2012. The creation of the law was made possible
through the close partnership between the public
and private sector to improve the regulation of in-
surance business in the Cayman Islands. It cov-
ers recommendations in the International Mon-
etary Fund’'s 2005 and 2009 assessments of the
Cayman Islands, as well as recommendations by
several international standard-setting bodies such
as the International Association of Insurance Su-
pervisors. Input for the law was also sought from
various local insurance industry experts, as well
as from the US and Europe.

Commenting on the collaboration, managing di-
rector of CIMA, Cindy Scotland, says: “This law
took a lot of collaborative effort from many differ-
ent parties including domestic and international
insurers, the Cayman Islands Law Society, Cay-
man Islands Society of Professional Accoun-
tants, government and CIMA. Thanks to these
efforts, solvency positions will be strengthened,
consumer protection will be improved and new
markets will be penetrated. | might also add that
this is being done whilst addressing interna-

tional standards. With this in mind, we are very
pleased that the law is now being implemented.”

By seeking input from every relevant standpoint,
the new law seeks to ensure the Cayman Is-
lands’s on-going compliance with and adherence
to the highest international regulatory standards.
This law provides a modern and clear regulatory
regime for the insurance industry.

The Insurance Law 2010 repeals and replaces
the provisions of the Insurance Law (2008 Re-
vision). A number of significant changes have
been brought forward in the new law, which are
expected to improve the current insurance busi-
ness regime in the Cayman Islands.

Differentiating the two markets that exist within
the local insurance industry—domestic and
international, the new law allows each mar-
ket to be regulated according to their different
requirements. Defined categories of insurers
were established, separating definitions and
practices specific to insurance business and
reinsurance business.

In addition to the established categories—Class
A for domestic insurance business and Class
B for international insurance (which has been
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mainly captive insurance), there are now two
more classes in the new law—Class C for spe-
cial purpose vehicles and Class D for reinsurers.

Class C represents special purpose catastro-
phe reinsurers that are financed through the
capital markets. As the Cayman Islands has
been the leading domicile for such reinsurers
for many years, this provides several benefits to
the industry. Not only does it create a new class
of licence that allows appropriate regulation of
those advanced risk financing entities as they
continue to evolve, but it will also bring clarity,
as well as provide certainty and predictability,
which is seen by the industry as a marked im-
provement over the previous regime.

The creation of the Class D licence provides
a clear regulatory structure to those insurers
conducting reinsurance business, formally dis-
tinguishing reinsurers from captives. This pres-
ents a significant opportunity for the Cayman
Islands, as it will facilitate the development of a
reinsurance industry, adding a new dimension
to our international financial services centre.
The Cayman Islands now has the legislative
framework in place to welcome the high quality
and impactful international reinsurance industry.

Another advantage the law provides to the in-
surance industry is the sub-division of Class
B categories, which will bring more clarity and
provide flexibility to the type of business that
these licensees can underwrite. This is relevant
to captives, which are the mainstay of the inter-
national segment of the Cayman Islands’s insur-
ance industry. Under the new law, captive insur-
ance providers will fall within one of the Class B
insurer sub-categories.

The three sub-categories of Class B, which will
reflect the amount of “related” and “unrelated”
business that is assumed by the licensee, are:
B(i)—conducting non-domestic insurance busi-
ness in respect of which at least 95 percent of
the net premiums that are written will originate
from the insurer’s related business; B(ii)—con-
ducting non-domestic insurance business in re-
spect of which more than 50 percent of the net
premiums that are written will originate from the
insurer’s related business; and B(iii—conduct-
ing non-domestic insurance business in respect
of which 50 percent or less of the net premiums
will originate from the insurer’s related business.

Deputy managing director of Aon Insurance Man-
agers Cayman Islands, Kieran O’Mahony, says:
“The jurisdiction is very much aware that a com-
mon size does not fit all when it comes to matters
of capitalisation—and that is true both for captives
as well as open market insurers and reinsurers.
This awareness is central to Cayman’s propor-
tional risk based approach to capitalisation.”

The strengthening of whistle-blowing provisions
for insurance managers and auditors is another
significant improvement in the law. CIMA’s over-
sight of international insurers that are licensed
in the Cayman Islands is enhanced, by making
it mandatory for insurance managers to inform
CIMA if the manager has concerns or informa-
tion about the licensee’s fitness and probity,

Regulatory

CAYMAN
ISLANDS

In its efforts to maintain a competitive busi-
ness environment, the Cayman Islands re-
cently introduced a modern legisla-
tive product—the Insurance Law 2010

ability to meet its obligations, criminal activity /
proceedings or breach of its licence. Although
the previous law had provisions for insurance
managers, the new law makes these respon-
sibilities more explicit—it includes auditors and
gives immunity in carrying out the duties, obliga-
tions and functions under this section of the law.

The law also increases the protection of domestic
policyholders by requiring domestic insurers to have
CIMA's approval in order to transfer or amalgamate
all or part of the insurer’s long-term or life business,
empowering CIMA to approve requests by the in-
surer for portfolio transfers and amalgamations
between companies, as it sees fit. It also strength-
ens the domestic market by requiring licensees to
submit to arbitration where there is a dispute or dif-
ferences between an insurer and a policyholder in
connection with a contract of domestic insurance
and no valid arbitration agreement is in place. The
new law lays a framework for a more robust set of
capital and solvency requirements for insurers and
enhances consumer protection.

The introduction of this modem legislation is wel-
comed by the public sector, which worked closely
with the Cayman Islands government during the de-
velopment stages of the law. Chair of the Insurance
Managers Association of Cayman (IMAC), Clayton
Price, says: “We believe that the metrics for the vari-
ous classes of insurers and the respective solvency
requirements are both attractive for existing insurers
and for new insurers to incorporate in the Cayman
Islands. Cayman has been the leading domicile for
both healthcare and association / group captives and
the new law and the regulations ensure that Cayman
is on the forefront not only for captives representing
this type of business but across all industries.”

Price states that IMAC is also encouraged by
the competitive revisions that have been incor-
porated for licensed insurance linked securities,
as well as the specific section for commercial
reinsurers. “The Cayman Islands having adopt-
ed a wait and see approach to Solvency Il has
made a very wise choice and one that we em-
brace. Other domiciles have had no alternative
but to blindly adopt the European approach for a
commercial insurer that has no intent in forming
a subsidiary with a European platform. Cayman,
with its business-friendly prudent approach,
along with its sensible risk-based regulatory re-
gime is well positioned and will be the logical
domicile of choice for the future,” he adds.

Vice president of USA Risk Group Cayman Is-
lands, Robert Leadbetter, also offers his support
for the law, noting: “It will be interesting to see
the effect these enhancements to our propor-
tional and risk based approach to regulation will
have as we enter new markets such as Latin
America and Canada. With the tax information
exchange agreement with Canada taking effect
in June 2011 and our close proximity to Latin
America coupled with our updated legislation,
we are well positioned to challenge for these
underserved markets.”

This modern framework addresses all of the
weaknesses of the previous law and creates a
legislative platform for new and diverse product
offerings. It is a strong step forward for the Cay-
man Islands and is certain to boost the jurisdic-
tion’s coveted position as a leading jurisdiction
for the insurance industry.

For more information on the Cayman Islands finan-
cial services, visit www.caymanfinance.gov.ky
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The tiny Caribbean islands of St Kitts and Nevis are tidying up their
captive offering and squaring off against bigger counterparts
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It was a far cry from the sand and sun of Nevis
when Denzil Douglas announced his intention
to introduce captive insurance legislation. In the
more brisk climes of Switzerland, the prime min-
ister assured his audience that the new captive
insurance vehicle would be “extremely competi-
tive”, with low licence fees for small captives.

In July 2004, the Nevis Ministry of Finance
and Development announced the passage of
the Nevis International Insurance Ordinance
(NI1O). It was divided into six sections, and
provided for the licensing and regulation of

general insurance, captive insurance and rein-
surance companies.

The ordinance made it compulsory for insur-
ance companies to have a physical presence in
Nevis with adequate knowledge, and two years
later, lawmakers tightened up certain sections
of the legislation to combat fraud.

Under the changes, certain provisions of inter-
est included the warning that companies could
not adopt a “deceptively similar” name to an ex-
isting business, and they must provide evidence

14

of the “expertise, experience, and character of
the person or persons who will manage it.”

According to Martin Eveleigh, chairman of Atlas
Insurance Management (Nevis), for many years
Nevis was a popular home for PORCs (produc-
er owned reinsurance companies), which were
formed predominantly to cover various warranty
and credit insurance products that were offered
by car dealerships. “While these reinsurance
companies were not formally regulated, they
gave Nevis a clear insight into the potential of es-
tablishing itself as a captive domicile. Additional
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impetus was probably provided by the visible
success of the British Virgin Islands in the early
2000s and by encouragement from some in the
industry. The Nevis International Insurance Or-
dinance 2004 is the foundation of Nevis as a
properly regulated captive jurisdiction.”

“The main provisions of the NIIO legislation are
in line with that in other offshore jurisdictions al-
though, statutory minimum capital requirements
are relatively low,” says Eveleigh. “A unique pro-
vision of Nevis’s legislation is the ability of an in-
surer to form any number of statutory funds. A
statutory fund is a risk segregating mechanism
somewhat similar to a protected cell. However,
the insurer has great flexibility in how assets and
liabilities are allocated to statutory funds and they
are easily formed without cumbersome regula-
tory requirements. The statutory fund provisions
can usefully be applied to group captives, vari-
ous types of programme business and situations
where one insured business has several owners
who prefer to own separate captives.”

Derek Lloyd, director of AMS Insurance, says:
“Most legislation follows a similar theme and
generally speaking the offshore jurisdictions
provide greater flexibility to the captive owner
as to what risks may be underwritten within the
entity, and also greater variety on the types of
structures that can be utilised within Nevis.”

As for types of business lines, Lloyd adds that
AMS has seen a wide diversity of both industry
types and also the geographical location for the
parent, as Nevis has “continued to mature and
rise up the ranks of the leading captive domi-
ciles around the world.”

“For sure, there are particular sectors such as
‘MedMal’ that have their own specific issues in
the conventional market but generally speak-
ing the spectrum is, indeed, very broad and di-
verse.” Regarding type, Lloyd states that from
his own experience, the majority are pure single
parent captives.

“But as the conventional insurance market con-
tinues to let down its longstanding and loyal
clientele, we are certainly seeing an increased

volume of enquiries from groups or associations
seeking to take control of their insurance over-
head with a combination of a captive and appro-
priate reinsurance as opposed to being at the
mercy of the extreme market cycles commonly
seen in the traditional insurance marketplace.”

All about the money

The primary benefit of setting up a captive in
Nevis seems to be the cost. Under Nevis law, an
insurance company must be a company formed
according to the Nevis Business Corporation
Ordinance 1984, with meager licensing fees of
US$1000, 2000 and 5000 respectively for single
person captives, less than five owner captives
and five or more owner captives respectively.

“The cost of doing business in Nevis is low with
very modest government fees,” says Eveleigh.
“In addition, statutory minimum capital require-
ments for captives are low. Perhaps more im-
portantly, the regulators in Nevis have been re-
sponsive and flexible. There is a very real sense
that Nevis is open for business.”

Paul Mason of Trust Services Nevis, a sub-
sidiary of CHCL Fiduciary, says that the major
challenge facing prospective captives is that a
Nevis captive insurance company must have a
licensed insurance manager, who may not be a
shareholder in or provide the services of direc-
tors or officers to the captive.

Lloyd says that there are no specific challenges
to setting up shop on the island. “A complete
and detailed submission supported by appro-
priate financial and due diligence information
is undoubtedly a pre-requisite to a successful
licence application but where isn'’t it these days?
Furthermore, the Registrar of International In-
surance (Hazel Brandy-Williams) and her staff
are very diligent in the vetting process of any
potential beneficial owners and directors and of-
ficers of a licensed insurance entity in Nevis. It
is also fair to say that significant due diligence
is required for any licence application but in this
day and age that is no different to establishing
any business relationship or opening a bank ac-
count or whatever, with the necessity for open
and transparent disclosure. If any individual has
an issue with such criteria, then Nevis is not the
place for them to have their captive!”

But a hurdle for the island could be its ‘offshore’
tag and the associated reputation.

“I would suggest that the overall numbers speak
for themselves in that regard with consistent
growth in the number of licensed and regulated
captive insurance entities in Nevis in the last
few years, with many of these entities being of
US parentage,” says Lloyd. “I do believe cer-
tain captive owners have elected to take their
captives back to the US in odd instances from
offshore jurisdictions, maybe out of a sense of
patriotism as their local state has subsequently
enacted captive legislation or whatever but gen-
erally speaking, Nevis has fared very well and
continues to grow and mature as a recognised

Domicile

captive domicile including entities with US par-
ent companies.”

“As several of the leading onshore tax lawyers
have suggested at industry conferences this
year, there is no ‘right or wrong’ with regard to
the so-called ‘onshore or offshore debate. Dif-
ferent trigger factors in different circumstances
will lead to the determination of the domicile of
choice for individual captive owners as to what-
ever may suit the proposed captive best and the
increased volume of captive business generally
and the growth in many jurisdictions, offshore or
onshore, would suggest to me that any current
debate is more media-generated than a reflec-
tion of the true position for either side.”

Eveleigh says: “The vast majority of captives
in Nevis take an election under S.953(d) of
the Internal Revenue Code to be taxed as US
domestic companies. There is, therefore, com-
plete transparency from a tax standpoint. While
some US owners prefer to form their captives
onshore in an environment that is more famil-
iar to them, costs and minimum capital require-
ments are considerably lower in Nevis, it is an
easy place in which to do business and there
may be some asset protection advantages to
domicile offshore.”

In a recent article, lawyer Jay Adkisson re-
told the tale of Richard Joseph Solomon,
who schemed with two Panamanians to
form shell “insurance” companies in Nevis,
or what Adkisson refered to as “effectively
unregulated jurisdictions”.

However, Mason points to the island’s possible
amendments to its international insurance legis-
lation during 2013 as an illustration of the juris-
diction’s dedication to making itself versatile and
“user friendly”, despite not seeking equivalency
with Solvency II.

Lloyd takes a more open view on the directive,
and concludes that the islands are doing much to
ensure they have a viable and credible offering.

“As with a number of the jurisdictions, | believe
that Nevis is waiting to see when, and if, ‘the
pendulum stops swinging’ with regard to Sol-
vency Il and | note only [recently] that further
delays have been suggested to the implementa-
tion of Solvency Il so we will see what evolves
over time in that regard.”

“Nothing stands still in life anymore and, at the
time of writing, various legislative amendments
are presently under review by government and
the private sector that | would anticipate would
continue to keep Nevis’s progressive develop-
ment on track moving forward into 2013 and be-
yond. Itis also anticipated that a formal insurance
advisory committee will be established between
the public and private sectors to further develop
the legislation and product range available within
the jurisdiction as Nevis seeks to continue to pro-
vide a viable, credible captive insurance offering
that is acceptable to both the purchasing public
and the external supervisory bodies.”
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Keeping it in the family

While the majority of Fortune 500s and many
large corporations have relied on captive insur-
ance structures for decades, this method of
self-insurance has been expanding to small and
mid-size companies in recent years for both the
public and private sectors.

Statistics show that captives are also becom-
ing popular in a much wider variety of insurance
lines. One industry where captives have expe-
rienced significant growth is employee benefits.
Much like CypressCap, a captive insurance pro-
gramme that is managed by US-based Cypress
Benefit Administrators, group plans that finance
risk by pooling together the resources of smaller
companies are increasing in scope and quantity.

According to Tom Doney, president and co-
founder of Cypress, lack of control is a contrib-
uting factor. “With healthcare rates escalating
so significantly from year to year and no way to
predict if or when they will stabilise, employers
are really feeling the pressure. They are being
much more proactive about implementing effec-
tive cost containment measures.”

Group captives in the news

Doney says another reason for the growing
number of employee benefit captives is that
employers are looking for more transparency in
claims handling. He explains: “In many cases,
small and mid-size companies have traditionally
experienced limited access to claims data, giv-
ing them less chance to implement programmes
or incentives that encourage employee well-
ness and minimise claims.”

With group and other forms of captive insur-
ance, employers experience cost savings over
the long term. They benefit from underwriting
profits and tax advantages. Employers are also
subject to fewer administrative fees and have
increased cash flow. Additionally, captive insur-
ance allows employers to retain investment in-
come that would typically be paid up front to tra-
ditional insurance carriers in the form of claims
and premiums.

Another difference between group captives and
traditional carriers is the way that premiums are
determined. Doney says: “Instead of paying a

Cayman Islands, June 2012: A.M. Best affirmed the financial strength rating of “A (Excellent)”
and issuer credit rating of “a” of Eastern Re SPC, a cell captive that issues preferred shares to
its cell owners, which are agent or group captives that purchase workers’ compensation cover-

age from the parent company of Eastern Re.

These agent and group captives participate in the profits and losses of the cell for which they
are the owners. This incentivises the agent or group captive to prevent adverse selection for

the business that Eastern Re assumes.

Group

community rating based on average cost as a
whole, employers’ premiums are instead calcu-
lated according to demographics, experience
and risk profile.”

Originally used to cover predictable risk in areas
such as general liability and workers’ compen-
sation, group captives continue to be formed for
different coverage areas as evidenced by em-
ployee benefits.

Cypress Benefit Administrators  recently
launched CypressCap—a group captive insur-
ance programme that is designed for employers
with at least 50 employees. To provide an in-
novative risk transfer solution, Cypress partners
with A+ rated carriers as well as renowned cap-
tive management companies, networks, phar-
macy benefit managers and other organisations
that are committed to cost containment.

Designed specifically for employers with at least
50 employees, CypressCap provides an alter-
native solution to out-of-control healthcare ex-
penses and provides hope for companies look-
ing for a real solution to the ever-increasing cost
of group health plans. The programme is struc-
tured as a group captive, which offers an alter-
native risk transfer vehicle that allows members
to benefit from underwriting profit, investment
income and tax advantages.

Captives have been used for other lines of in-
surance for decades, and are just recently be-
ing used for health benefits. CypressCap offers
employers the many proven benefits of group
captive strategies, including reduction of admin-
istrative expenses and rate volatility, retention
of carrier profits, efficient claims administration,
improved/stable cash flow and more.

lllinois, July 2012: Consultant to member-owned group captives, Captive Resources, saw its
affiliated captives reach combined premium exceeding $1 billion.

Captive Resources creates and oversees 27 member-owned group captives, which collec-
tively have more than 2500 member companies.

George Rusu, co-founder of CEO of Captive Resources, said at the time that the firm’'s group
captive model has become increasingly popular, as companies seek to tightly control expenses.

New Jersey, August 2012: Rick Stasi became president of York Risk Services Group’s alter-
native risk solutions division, responsible for captive management and programme administra-
tion for group captives and self-insured groups.

Ohio, October 2012: Ohio’s Roundstone Management and Nationwide Life Insurance signed
off on a new managing general underwriter agreement focusing on group captives.

Director of business development, emerging markets

Cypress Benefit Administrators
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The agreement aims to be the only resource for a one-stop, complete, turnkey, group captive :|°:
underwriting facility offering stop loss coverage, with Michael Schroeder, president of Round- c
stone, saying at the time that the firm is “striving” to improve on its stop loss captive offerings. ..3
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Insurance

Using a sledgehammer to crack a nut

GEORGINA LAVERS REPORTS

We started life 30 years ago as two commercial
insurance software houses that were bought by
Rebus Insurance Solutions. In 2004, Xchang-
ing bought Rebus and since then we’ve been
the insurance software arm of Xchanging. In
October, we rebranded the software business
to Xuber, although we still remain part of the
Xchanging group. We provide end-to-end ad-
ministration systems to insurance companies,
insurance brokers, reinsurance clients and
captive managers.

Genius, Iris, Elgar and Brokasure are the
four end-to-end products on which we've
built our business to date. We have recent-
ly launched the Xuber platform; a brand
new software platform that assimilates and
extends all of the functionality of the above
four products.

In addition to these existing products, we have
introduced new software products that are built
on the powerful Xuber Platform—Xuber for In-
surers and Xuber for Reinsurers—and in 2013
we will introduce Xuber for Brokers and Xuber
for MGAs. They offer an unprecedented level
of flexibility and configurability and the offerings
can either be deployed as a fully integrated end-
to-end solution or as separate functional com-
ponents (for example, Policy).

If someone came to me looking for a rein-
surance system, I'd assess what their needs
are and which product set would best suit
their business. Xuber for Reinsurers has
flexible capabilities across the full-assumed
reinsurance lifecycle and is offering the
modern day reinsurer improved perfor-
mance and rich functionality.

Going forward, we're considering a configura-
tion of our software for the captive market. Our
existing products Genius and Iris have both
been used by captives. But in the future, it
would be a variant of Xuber for Reinsurers, with
configuration to make it more applicable to the
captive market.

One of the difficult things about the captive mar-
ket is finding the right solution for them. They

tend to have to accept a system that is designed
for another practitioner type being shoehorned
into their organisation. Though we haven’t de-
signed anything specific for the captive market
as of yet, I'm confident that what we’ve got will
enable us to come up with a variant and con-
figuration for the captive market.

When you look into captives, there’s not just
one market you're looking at, and therefore you
must attend to insurance captives, reinsurance
captives and captive managers. Say I'm looking
at the Bermuda market; one of their features is
that a reinsurance captive writing very high level
protections may actually have extremely small
business volumes, even though the premium
amounts that we’re dealing with are huge.

Historically, many reinsurance captives have
ended up using litle more than spreadsheets,
and traditional insurance systems are akin to
using a sledgehammer to crack a nut. People
have found themselves using something that is
far too powerful and far too geared up to high
volume, low complexity than the job needs
when you're dealing with those high-level rein-
surance captives.

A question in my mind is to what extent some of
the regulatory changes, such as Solvency Il, as
a necessity for captives to be compliant has ac-
tually pushed captives more towards needing to
get some more robust automation of their busi-
ness, because | can see that as a driver.

| think the captive world can’t be too akin to the
high volume business that you would find in a
traditional insurance company. It needs to be
something that handles highly complex risks
and is very flexible and configurable, but in a
way that the practitioner is not overwhelmed
with something that from a user perspective,
seems far too complicated for them.

The answer, | believe, is our new Xuber plat-
form, which can address many of the things
the market needs. For us to really enter into
the arena, we need to configure a captive
version, and we would be looking to partner
up with someone that can give us a steer
on how some of that configuration can hap-
pen. Again, there are people in the captive
world that are also writing business on the
open market, which is an interesting variant.
They’ve got two views on life: one, around
the risks that are coming from their parent,
and two, balancing their book of business
to write traditional business and competing

with insurers that are not connected in a
captive relationship.

For example, ICI, which has a captive that we
provide a solution for, used to write quite a bit
on the open market.

Regarding captive managers, one of their fea-
tures that plays well to what we’ve got is the
multi-company concept within our software.
Our software is very international, so has
multi-company, multi-currency, and multi-lines
of business.

For a captive manager probably representing a
large number of captives and needing to keep
the right financial Chinese walls between the
business for the different captives that they rep-
resent, is something which again the structure
and architecture of our application will allow
them to do.

Finally, our offering gives integrated out-
wards reinsurance, because most captives
are being used as a vehicle to access the
more appropriate covers that the reinsur-
ance market would offer, whereas if they
were just risk managers, they would be con-
strained to the insurance market. Again, the
fact that we're able to offer tightly integrated
insurance and very powerful calculations
around that plays well into the requirements
of captive insurers.
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Offshore leave: home is where the captive is

This year has been strong
for the Cayman Islands in terms of captive
formations. As at 30 September 2012, 31 new
licences had been issued, with the Cayman ls-
lands Monetary Authority (CIMA) stating that a
further 20 applications were pending. This com-
pares favourably to 2011, which saw 29 licences
issued by 30 September and a total of 38 issued
for the year.

The 2012 results also reflect success on the
cat bond front, with 10 special purpose vehicles
(SPVs) licensed by 30 September compared to
fourin 2011. In terms of non-licensed structures,
four were set up by 30 September compared to
none in the previous year. This sector is clearly
performing well, and 2013 is expected to be an-
other busy year.

While there is no indication of any particular
industry or lines of coverage being served by
these new captives, healthcare remains a prom-
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inent area and traditionally approximately 30
percent of Cayman Islands captive formations
are healthcare-related. It is confirmation that
captives may be expected to continue to play
an important role in the future of the healthcare
industry as the delivery of healthcare evolves.

The recent financial crisis re-
sulted in lower premiums for captive insurance
companies, reduced resources and drove a
re-evaluation of how best to utilise assets. As
a result, captive insurance companies have
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become quite efficient at maximising value, de-
spite the soft market.

Last year saw continued pressure on the insur-
ance industry, with an ongoing soft market, poor
and volatile investment returns, and a sustained
fragile economy. While many captives / insureds
started to see improvement in economic condi-
tions in late 2011 and continuing throughout
2012, the insurance carriers have seen invest-
ment income remain low and volatile, and there
is a lack of underwriting profit. As a result, the
insurance market is starting to harden and as a
consequence of that, there has been a greater
interest in captive insurance companies and
alternative insurance products. The first three
quarters of 2012 showed tremendous growth in
the Cayman Islands, with more than 55 licence
applications received, 31 new captives licensed
and existing captives showing significant in-
creases in premiums and assets. More and
more companies and organisations are viewing
captive insurance as a way to take control, pre-
dict costs and create synergies, and they are
also viewing the Cayman Islands as the domi-
cile of choice, offering a strong market, industry
expertise and great flexibility for insureds look-
ing to participate in an existing or a new captive
insurance company.

Captives invest conservatively and
do not rely on high investment returns in the
same way as commercial insurers do. They are
primarily focused on insurance risk and do not
tend to add significant investment risk to their
programmes. The inclusion of a captive in the
owner-insured’s risk management and financing
infrastructure is strategic, aimed at optimising
the balance of self-insurance and commercial
insurance, and minimising the volatility of risk
financing and coverage availability. As a result,
captive boards should and do take a longer-term
view of the economics of their programmes, and
not react violently to market conditions. Ulti-
mately, risk management measures can have a
far greater impact on the cost of insurance than
interest rates and commercial insurance rates
when a captive is utilised.

What we do see happening in relation to mature
captives is that there will be a more rigorous ap-
proach taken to investing assets representing
surplus rather than insurance liabilities. What
we also see happening is captives taking ad-
vantage of low commercial rates to negotiate
lower reinsurance attachment points and some-
times multi-year reinsurance contracts.

Since the last decade, there remain re-
sidual challenges in the global insurance sec-

tor, and in particular captive growth, which arise
from the general realisation that global eco-
nomic growth may not recover for many years.
Unfortunately, we live in a world where govern-
ments no longer have the economic tools at
their disposal, where insurers are able to under-
price products based on huge surplus positions
and investment options have become more and
more limited. Generally, we don’t see these
problems going away in 2013. In fact, given de-
velopments in global financial market oversight,
and the burdening national debts of the US and
the EU, we see the ‘save not spend’ mentality
persisting, despite attempts through quantita-
tive easing to achieve the opposite.

If this occurs, the captive industry will need to
look seriously at its risk exposure, and particu-
larly asset risk. This is a very difficult market to
gain growth or earnings on assets, and with a
relatively unstable economic region in the West-
ern hemisphere, the options are getting even
more limited. The perpetuation of a low inter-
est rate environment is stifling economic growth
and with a weak US dollar and euro, we don’t
see guaranteed safety in fixed income securi-
ties, including bonds.

Despite negative global conditions, and recog-
nising that the prolonged soft market will remain
well into 2013, the Cayman Islands remains a
very popular jurisdiction for captive formations,
which we attribute to a combination of our sen-
sible legislative framework, the relationship
between the Insurance Managers Association
of Cayman (IMAC) and CIMA, together with a
harmonised regulatory environment. Although
these have been factors for many decades,
IMAC is now reaping the benefits of effective
strategies in the form of captive growth, both in
terms of number and size.

With a record number of 53 applications re-
ceived to date in 2012, we would have to say
that our reactions to global economic events
have been more than successful.

Captives do get formed in both soft and
hard markets although the typical trend is for
more captives when the markets harden for
obvious reasons. Saying that there are always
benefits to self-insurance and the Cayman Is-
lands remains a beneficiary of this demand, just
as other domiciles such as Vermont, Bermuda,
Anguilla, Utah and Delaware are still seeing
growth in captive numbers.To fully understand
the position, you have to consider three areas
that are driving growth:

. Changes in the regulatory environment
in the US—for example, the Patient Pro-
tection and Affordable Care Act (PPACA)
creates an incentive for health systems to
self-insure and for physicians to join the
systems rather than being self employed

. The catastrophe bond market operates

Cayman

at peak efficiency under the Cayman Is-
lands’s insurance law, and with increasing
numbers of natural disasters, the reinsur-
ance markets capacity is enhanced by the
creation of Cayman Islands cat bonds and
sidecars

. The middle market and agency market are
looking at captives as supplementary in-
come and as long-term planning vehicles,
and these sponsors look to the offshore
markets as centres of excellence.

The Cayman Islands maintains its position in
these markets because the consultants and
brokers who drive the business have confi-
dence in the management companies and ser-
vice providers in this jurisdiction. Our track re-
cord speaks for itself. The Cayman Islands has
been in the business of captive management
since before 1979 when the insurance law for-
malised the arrangement and has seen growth
in numbers ever since.

While there undoubtedly is a cor-
relation between the hard versus soft commer-
cial insurance cycle and captive formations, it
is precisely the volatility of commercial insur-
ance that captives overcome. A hard market
can prompt captive formations, and so can
anticipation of a hard market. Pricing is a fac-
tor, but not in isolation. Commercial premiums
can be high or low for many reasons without
necessarily being fair. The commercial market
does not go to the same lengths as captives to
reward better risks. Neither does the commer-
cial market react promptly to recognise and
price fairly emerging risks. Availability and
suitability of coverage is a significant motiva-
tor of captive formations.

While the impact of PPACA is at an
exploratory stage, we believe that it will stimu-
late a greater focus on captives. The drive to
reduce risks and costs is creating new expo-
sures and liabilities, and those exposed require
sufficient control to manage these. This is where
healthcare captives come to the fore.

The coordinated healthcare approach of PPA-
CA will present significant liability risks, which
will need to be assessed and insured. The rise
in the number of insured people with access
to healthcare will create supply issues, while
significant investment will be required to un-
dertake the necessary reforms to the entire
delivery system.

Healthcare captive owners, in our view, already
have a head start in terms of managing these
developments. For example, they generally
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have quality controls embedded in their under-
writing criteria that are key to managing expo-
sures, while the significant cooperation that
will be required between healthcare providers
is already standard procedure for most cap-
tives. Also, the flexibility that is afforded by the
structure means they can be used to respond
quickly to changes in the risk horizon. For ex-
ample, lines such as cyber liability, billing errors
and equipment maintenance, as well as medical
stop loss, are either being written or are under
consideration by captive owners.

In terms of its impact on the healthcare sec-
tor in general, we are seeing some consolida-
tion as some smaller, regional hospitals are
absorbed into larger groups or partner with
them to help with cost containment efforts.
Also, traditional, non-employed physicians are
becoming hospital employees as it is becom-
ing increasingly difficult for smaller practices to
remain competitive.

With the proposed changes to Medicare
and Medicaid, one of the big unknowns for in-
stitutional healthcare providers is that they are
still trying to understand the whole Accountable
Care Organization (ACO) structure and wheth-
er or not this is a new area of risk for them, and
if so, how are they going to insure it—commer-
cially or using their captive? Many institutional
healthcare providers have commenced con-
versations with commercial carriers regarding
the activities that their employees are under-
taking to try to determine the classification of
exposures and whether it would be categorised
as managed care or some new exposure for
which they may need a new insurance product,
or more preferably, use their captive to finance
this risk.

Regulatory initiatives can affect
the business case for captives and the choice
of captive domicile. For example, the dispa-
rate responses to Solvency Il of the Bermuda
and Cayman Islands regulators favoured the
Cayneb Islands for certain captives that were
formed between 2010 and 2012. A proliferation
of onshore domiciles pursuant to US state regu-
lations has created greater competition for off-
shore domiciles, but it has also had the effect of
giving the captive industry a higher profile and
creating demand. As captive formation is a stra-
tegic move, it is important to consider the global
economy and regulatory environment.

The pace of regulatory reform has greatly
accelerated since the financial crisis for finan-
cial services globally and the captive industry
is no exception. Most of the regulatory change
has occurred in the US and this has the great-
est potential impact on the Cayman Islands
as more than 90 percent of captive business
originates in America. As a number of these
regulatory reforms have not yet been finalised,

the most significant effect so far has been to
increase uncertainty. FATCA (the Foreign Ac-
count Tax Compliance Act) will almost certainly
increase compliance requirements (and costs)
for offshore captives, although the full extent is
not yet known. The NRRD (Non-admitted and
Reinsurance Reform Act, which is a part of the
Dodd-Frank Act) may or may not affect the ap-
plication of premium tax to captive insurance
and induce some level of re-domestication on-
shore. Dodd-Frank also established a new reg-
ulator, the Federal Insurance Office. Europe’s
Solvency Il may induce captives to relocate to
non-Solvency Il domiciles such as the Cayman
Islands. It will be several years before the ulti-
mate impact of these reforms is understood and
ongoing monitoring is essential.

In 2009, the Organisation for Economic
Cooperation and Development’'s (OECD) Glob-
al Forum published a list of jurisdictions imple-
menting internationally agreed tax standards.
Both prior to and following its publication the
Cayman Islands has been and continues to be
committed to operating in the co-operative and
transparent manner recommended therein.

Through the execution of Tax Information Ex-
change Agreements (TIEAs), the Cayman Is-
lands has established an effective mechanism
for the exchange of information. With each
newly signed TIEA, the Cayman Islands clearly
demonstrates its cooperative nature, thereby
further reinforcing the professional business
sector of which we are proud to be a part.

With the ever increasing need to scrutinise fi-
nancial transactions in our global economy,
the Cayman Islands provides a highly regu-
lated business environment that is conducive
to conducting business in accordance with the
most stringent international compliance require-
ments. The TIEAs help to ensure that the Cay-
man Islands continues to be competitive and
highly regarded.

From a captive perspective, these agree-
ments have increased the number of coun-
tries for which we provide services; the
agreement with Canada in particular having
been widely anticipated. It opened up a mar-

Cayman

ket that had traditionally used Barbados as
the preferred domicile for its captives.

TIEAs cover many of the standard
provisions in the OECD model agreement for
the exchange of information on tax matters
and help to underscore the Cayman Islands’s
commitment to adhering to international regula-
tory standards. The Cayman Islands has signed
27 to date, undoubtedly giving the jurisdiction
further credence and providing confidence to
those companies wishing to form a new captive
in the domicile. In addition, CIMA has 22 bilater-
al and multilateral cooperation and information
exchange agreements in place, including with
the Office of the Superintendent of Financial In-
stitutions in Canada.

Linda Haddleton
Kane (Cayman)

The aim of the TIEAs is to provide comfort to gov-
ernments whose constituents elect to do business
in the Cayman Islands, and better recognition that
domicile choice is based on many factors besides,
and in many cases excluding, tax benefits.

: With a population of approximately
55,000 people, efforts in the Cayman Islands to
establish a tax code and collection system and
an agency to correspond with other tax agen-
cies worldwide on dual taxation matters would
not be economically viable.

The absence of direct income and corporate taxes
does not make the Cayman Islands a tax haven.
The practice of foreign individuals and corpora-
tions that do not disclose their worldwide income
in accordance with their own governments’ tax
codes are what brand the Cayman Islands as
such. The TIEAs and the range of bilateral and
multilateral cooperation agreements are therefore
the way to go, allowing foreign governments to
better enforce their own tax codes. These serve
to clearly demonstrate the Cayman Islands’s posi-
tion as a well regulated and respected domicile.
In addition, CIMA endeavours to fulfill its regula-
tory and supervisory mandate with due regard
for international standards and is represented on
a range of bodies, including: the Caribbean Fi-
nancial Action Task Force; the Caribbean Group
of Banking Supervisors; the Offshore Group of
Insurance Supervisors and the International As-
sociation of Insurance Supervisors.

The Cayman Islands has taken great strides in
terms of demonstrating its commitment to achieving
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the highest standards of regulation and supervision
across the financial sector. The domicile’s success
in this regard has helped it to rid itself of the unwar-
ranted title of ‘tax haven’ and such references are
usually now limited to those who are unaware of the
Cayman Islands’s extensive efforts on this front, or
who are deliberately attempting to tarnish the reputa-
tion of its well-managed financial infrastructure.

This is an interesting question that is built around
three words that can, and are misinterpreted constantly
by critics of jurisdictions. Namely: ‘tax haven’, reputa-
tion’ and ‘progress’. Let me begin with ‘tax haven’.

The lack of taxes on income, property, capital
gains and inheritance makes the Cayman Islands
a lower tax jurisdiction than most G20 countries.
However, that does not mean that we have no
tax. The Cayman Islands government depends on
a range of duties and fees for a revenue stream
and is arguably a fairer system of tax distribution
because it recognises the need for persons to pay
the taxes that they legitimately owe to government
on a fee-for-service basis. The term ‘tax haven’ is
inappropriate because it implies that the jurisdiction
exists to facilitate the non-payment of tax to their
home jurisdiction, which is a myth perpetuated by
those that are either ill-informed or do not seek to
be informed. Cayman Islands structures are used
by corporations and individuals in accordance with
the laws of their countries of residence for many
reasons, such as: they have multi-jurisdictional
platforms that do not need to be subjected to
each other’s taxes; to provide security to those

WE’'RE MORE THAN YOUR SERVICERROVIDER.

who are resident in jurisdictions that do not have
credible or trustworthy legislative infrastructure;
or the need for a sophisticated regulatory re-
gime that has been established with the institu-
tional product in mind, and does need additional
layers of regulation that are more appropriate to
retail products.

Now, let’s address the words ‘reputation’ and
‘progress’. The Cayman Islands has always
been a legitimate financial centre that has
developed, along with G20 financial centres,
as the globalisation and implied international
standards have developed. In the 1970s, a
lot of the global insurance standards that ex-
ist today didn’t exist at that time. Indeed, we

ince 1982, CSlI International has managed,

our clients.

1

advised and worked day to day alongside

For Captive Insurance Management,
pick a partner you can trust.

Cayman

Clayton Price

Insurance Managers Association of Cayman

forget that the standard setters themselves,
ie, IAIS, was only formed in 1994. In terms of
progress, the last several years have high-
lighted many watershed events in our devel-
opment including creating a contemporary
infrastructure with the new Insurance Law
2010, an early signatory in the IAIS multilater-
al memorandum of understanding, increased
international efforts with participation at the
IAIS executive level, and the signature of tax
information exchange agreements. It is argu-
able that the Cayman Islands’s reputation is,
and remains, one of sound, sensible regula-
tion, progressive legislation and the adoption
of prudent international standards.

MEERR EsY O U R

CSI International
Underwriting (Cayman) Ltd.

www.csi.ky +1 (345) 949 7322
Grand Cayman, Cayman Islands
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XL Group’s US risk management business is
adding and redeploying talent in its New York
office to boost its resources to address busi-
nesses’ complex casualty insurance needs.

The company recruited asits US
risk management leader for the East coast and
appointed to a new home office role
as senior vice president of US risk management.

Both report to Jay Lefkowitz, head of US
Risk Management.

Barbuti joins XL Group from ACE where he
worked for 10 years in both Philadelphia and New
York running its risk management operations.

David Kelly joined XL Group’s US risk manage-
ment team in 2003 after 23 years with Kemper In-
surance, where he most recently served as chief
underwriting officer for Kemper Risk Management.

Lefkowitz said: “Barbuti’'s knowledge and rela-
tionships in both New York and the Mid-Atlantic
marketplace is extensive and will be invaluable
to us as we strengthen our broker relationships
and our reputation for creatively addressing large
complex casualty accounts. We're pleased to
gain his help to build on our recent successes.”

“Kelly is stepping into a new role to focus on
building our captive capabilities. He will assist
our regional underwriting teams in addressing
various captive fronting, single parent, small
group captive, and other unique risk manage-
ment account opportunities. We're also tapping
into his extensive home office operation experi-
ence to assist in several planned underwriting
process and operational enhancements.”

Xuber, Xchanging’s re-launched insurance soft-
ware business, has continued its recruitment
drive with the appointment of as
vice president of sales.

Previously, Kulp held senior roles at major com-
petitors Accenture and Guidewire, where he
spent the last two and seven years of his career
respectively. His responsibilities at Xuber will
include identifying and securing new business
in the US.

Kulp joins and ,
who were recruited as vice presidents of sales
in the US in October. has also
been appointed as director of account develop-
ment in the UK.

The recruitment drive forms part of Xchanging’s
re-launch of its software business as Xuber. The
business has recently invested more than £20 mil-
lion in developing the next generation of insurance
software and growing its sales and marketing
functions across the globe. Xuber was unveiled to
the London insurance market in October.

Adrian Morgan, head of Xuber said: “Kulp is a
seasoned professional within his field, joining
us with over 20 years’ experience in the insur-
ance software market, including at major rivals
such as Guidewire. We are delighted to have

him on board at such an exciting and transfor-
mational time for the business. We believe his
experience is precisely what is needed to help
Xuber increase its market share in the US, and
ultimately fulfil our vision of being the number
one global insurance software provider.”

Marsh has named as leader of
its cyber risk practice in the firm’'s Europe, Mid-
dle East and Africa risk practices group.

He joins the firm from Hiscox, where he was
global head of its technology product line.

Wares will develop Marsh’s cyber risk and in-
surance proposition for clients within the EMEA
risk practices group, which serves multinational
organisations across the region.

He will work closely with experts across Marsh, in-
cluding EMEA communications, media and tech-
nology practice leader Fredrik Motzfeldt to deliver
cyber risk solutions to the firm’s largest clients.

George Davies, chief executive of Marsh’s Euro-
pean risk management practice, said: “Wares's
industry expertise, combined with his deep un-
derstanding of related broking and underwriting
markets, makes him well qualified not only to
harness the wide range of cyber solutions Marsh
offers our clients, but also to drive our expansion
in this growing and dynamic risk sector.”

Wares added: “The cyber risks that organisa-
tions face globally are rapidly evolving; indeed
the greatest risk to many firms is failing to keep
pace with these technological threats. Marsh is
at the forefront of developing global cyber risk
solutions, and | very much look forward to work-
ing with my new colleagues to help clients man-
age cyber risk more effectively.”

RFIB group has recruited as risk
and compliance director. Siggery took up the
London-based role on 29 October.

Siggery previously held the role of group risk of-
ficer at Towergate Insurance.

CEO of RFIB, Jonathan Turnbull, said: “Siggery
has a wealth of experience in risk and compliance
and joins the company at a crucial time in our de-
velopment. RFIB continues to go from strength to
strength, opening international offices in Kazakh-
stan and Saudi Arabia in the last two years.”

“We also continue to invest in new capabilities in-
cluding energy, global facultative property, aviation
and captive reinsurance. Siggery’s experience will
be invaluable in continuing our high standards of
compliance and risk control across the group.”
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The Cayman Captive Forum is the world's largest captive insurance conference. Featuring
a speaker list of industry leaders from around the world, the 2012 Forum is the ideal
platform for discussing the major issues facing the captive insurance industry.

27th - 29th November 2012
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GRAND CAYMAN

Keynote Speaker: Erik Wahl of the Wahl Group

For the full agenda and to register, visit www.caymancaptive.ky
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Offering all financial services

“/he new Insurance Law strengthens our regulatory framework and provides a clear structure for
reinsurance business.
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