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Why Do We Buy Insurance?
Protection again the unexpected
Transfer financial responsibility
Third party requirements – Collateral protection
Affiliated party requirements – Customer protection
Government mandate
Broker/agent recommendations
Media



How is Insurance Purchased?
Insurance Companies distribute their products through sales representatives 
called agents licensed to by the state in which they are selling.
 Independent Agency System where the Agency (collection of agents) 

contract with Insurance Companies to bind (sell) policies of adhesion.
 In addition to the Agency System there are direct writers, RRGs and 

internet resources that peddle their products as well.
 Brokers like Marsh, AON, Lockton, Willis, Hylant—the list goes on—who 

may have agency contracts but may only bind coverage with the 
presentation of an offer from the insurance company – “Quote”.



Most People Buy 
Insurance.

Few Manage Risk

Remember This



Lost Luggage & Managing Risk
Where did John go wrong?
• Failed to minimize risk
• Failed to read through the policies
• Failed to consider causes of loss

Proper Risk Management
• Pack lighter, carry-on valuables
• Know what’s in your policy
• Consider all causes of loss
• Keep a calm head when in crisis
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Real Property Personal Property
Building Contents
Land Improvements Stock
Asphalt Data
Sidewalks Computers
Underground Utilities Cash
Electrical Substation Valuables & Art
Retention Ponds Mobile Equipment
SeaWall Machinery & Eqp
Appurtenant Structures Property of Others
Permanently Attached Goodwill

Suppliers
Customers

Three Realms of Risk Management



Bodily Injury Breach of Responsibility

Personal Injury
Property Damage

I P Infringement

Professional Acts Network Security Breach

Breach of Contract
Wrongful Acts

Pollution Liability & Clean-up

Three Realms of Risk Management



Three Realms of Risk Management
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Captive Business Purpose
Reimburse Deductibles of the commercial insurance company or indemnify 
a Self-Insured Retention over which the commercial insurance company 
provides coverage,
Provide Broader Coverage and close coverage gaps created by the 
Commercial Insurance Company.  
Provide coverage that is not economically available in the commercial 
market or that the commercial market does not want to write.







Rate and Form Filings



Rating Plans



Captive Rating Plan Case Study - Background
• Embedded Cargo Insurance Program for Shipping Platform

• Ship Various Items (e.g. vehicles, boats, LTL freight, etc.)

• Client Requested that we Develop Rating Factors for Program



Captive Rating Plan Case Study – Part 1



Captive Rating Plan Case Study – Part 2



Captive Rating Plan Case Study – Part 3



Rate Change



Actuarial Frequency and Severity



Coverage Comment Note
Estimated 
Loss Cost

Purpose of Coverage:  Every Commercial 
Property Insurance policy has sublimits and 
coverage limitations.                                                                                                                
This policy will reimburse property insurance 
deductibles under the underlying commercial 
policies  subject to a $0 retention (deductible).  
In addition, this policy will provide coverage 
excess of the underlying policies as described 
in the coverage schematics and below 
including loss of income and extra expense.   
This policy also provides flood, earthquake and 
covers the "insured's interests" in real and 
personal property.  Perhaps most significant is 
the loss of income and property coverage 
provided at job sites.  For projects where ANF 
is required to purchase the builder's risk, NRMI 
will agree to provide Deductible 
Reimbursement and Difference in Conditions 
coverage by endorsement.

Policy will provide a limit of $2,000,000 
each occurrence subject to a Policy 

Aggregate of $2,000,000 

No Currently know outstanding claims.  
ANF is making significant renovations 
to office which has prompted the firm 
to move to alternative space during 

construction.

The underlying Markel Policy provides 
$1,600,000 Building Coverage, $250,000 of 
Business Personal Property and $150,000 of 
EDP Coverage.  All Values seem low.  In 
addition, $873,739 of contractors equipment is 
provided which includes several mobile offices, 
golf carts, and storage facilities.  Each of the 
mobile offices has contents which are not 
specified.  Values are same as have been 
used for past few years.

To develop the DIC policy rate we will 
use a rate of $1.087 175% of 
underlying rate (Average Markel and 
IAT) times the $2,000,000 limit.  
Adjust for loss cost (90%).  Contractors 
Equipment  has a $2.75 rate.

 $     33,660 

     
       

  

       
      

         
      

     
     

      
        

      
    

      

      

      
    

               

      
          

  
 

  

  

   

 

Property Difference in Conditions

Business Purpose

Difference in 
Conditions Policy 

  
   

 

              
 

              
            

             
                

               
     

 
 

      
      
                                                                                                                 

      
     

         
       

       
      

         
       

       
       

       
         

        
     

     
  

       
      

   

      
     

       
      

     
     

      
         

      
      

         
       

        
    

        
       

     
      

       
     

       

Business income includes project overhead 
expenses.   Includes interruption of operations 
at a Jobsite.

Extra Expense is the primary risk since 
the insured may have additional costs 
associated with a delay at a job site.  
Many of these projects have defined 
completion schedules.  Ingress and 
egress are significant hazards.  
Average 2 methods:  (1) $2,000,000 
BI and EE (including job sites) at a 
3.5% rate and average with a 
$1,000,000 probable maximum loss 
per site averaged over 20 years 

49,500$      

Policy reimburses a 5% Windstorm Deductible 
subject to a $25,000 minimum

Fund a $25,000 limit loss over 20 
years 1,250$        

20% of the Property and Income 
Coverage provided above.  16,882$      

Utility Services 
Coverage (BI/EE)
Excess Dependent 
Properties
Excess Civil 
Authority
Disease, virus and 
bacteria

Deductible 
Reimbursement

   

 

  
  

Excess Business 
Income & Extra 
Expense

Additional Coverages

Captive will provide a $2,000,000 limit excess of the limit provided by Commercial  
Insurance Company
Captive will provide a $2,000,000 limit.  No reference to underlying coverage.  Includes 
Business Income derived from Dependent Properties.  An example of a dependent 
Captive will provide $2,000,000 limit for Business Income or Extra Expense or property 
damage arising out of Civil Authority.  This coverage is limited to 30 days under the 
The NRMI policy will not exclude Disease, Virus or Bacteria, nor the loss of income 
arising from quarantine or Civil Authority.

Coverage Comment Note
Estimated 
Loss Cost

      
      
                                                                                                                 

      
     

         
       

       
      

         
       

       
       

       
         

        
     

     
  

       
      

   

      
     

       
      

     
     

      
         

      
      

         
       

        
    

        
       

     
      

       
     

       

     
       

  

       
      

         
      

     
     

      
        

      
    

      

      

      
    

               

      
          

  
 

  

  

   

 

   

 

  
  

  
   

 

              
 

              
            

             
                

               
     



Conclusion
Captive Underwriting is the foundation for the business purpose behind 
captive ownership.  
We believe that the captive is a risk management tool and is just one of 
several methods of risk transfer and risk financing.
The captive operates like your own commercial insurer—it is a facility to 
finance risk—not pockets on a pair of jeans.
Although your captive may start out as a little engine, there is no reason 
that through effective risk management techniques, you can grow that 
engine into one that is big and powerful.





Questions?
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