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Captives step up  
in the ‘Age of Risk’

there remains the expectation of 
growth, driven by the hardening 
commercial insurance market. 

Brady Young, president and 
CEO of captive-management 
firm Strategic Risk Solutions 
(SRS), says that captive 
formation and usage 
continues to show steady 
growth regardless of market 
conditions. “However, when 
the market tightens for certain 
coverages or industries, we see 
a surge in interest especially 
in situations where the best 
companies feel like the market 
is penalising them for the poor 
losses generated by others,” he 
notes. “Beyond pricing, clients 
are driven by the desire to get 
the necessary coverage and 
have confidence it’s going to be 
available in the future.”

Young adds that clients 
are being more creative in 
using their captives to solve 
risk problems and broaden 
their thinking beyond just 
traditional coverages offered 
by the insurance market. He 

The “Age of Risk” has only 
just begun, and there is 
no better time to be in 

the risk business than right now, 
said Dan Glaser, president and 
chief executive officer of Marsh 
& McLennan at a recent MMC 
forum in London. While he 
wasn’t specifically talking about 
captives, there are certainly 
signs that the captive sector 
is thriving, despite the ever-
present challenges of tax and 
regulatory authorities. 

In the US, the sector continues 
to expand, with a growing 
number of state domiciles 
and captive growth driven 
particularly by healthcare 
and an increasing number of 
middle-market companies 
using the captive solution. In 
Asia, there is an expectation 
that the region is on the verge 
of significant growth, notably 
from Chinese organisations 
looking to establish their own 
insurance company. In Europe, 
the market has been relatively 
quiet for some time, but again 

Captives & Domiciles Report28

is also seeing captives being 
used as an “offensive tool to 
support insurance products 
for customers, franchises, 
subcontractors and others 
that solve problems and have 
the potential to generate 
underwriting profits for the 
captive owners.”  

Daniel Towle, president of the 
Captive Insurance Companies 
Association (CICA), says that 
captives continue to be used to 
fill both common and unique 
risks: “That is part of what is 
attractive about having a captive. 
Recent reports indicate that 
more captives are being formed 
to include third-party risks, 
which can be profitable. We are 
seeing continued growth with 
middle-market companies that 
are looking to better manage 
their risk through captive 
utilisation. We are also seeing 
growth in premium size and 
additional lines of coverage from 
existing captives expanding their 
utilisation. These organisations 
are realising that they can utilise 
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outperform the U.S. commercial 
market in terms of operating 
results. According to Best, these 
captives’ five-year (2013-2017) 
average combined ratio far 

exceeded that of their peers in 
the U.S. commercial casualty 
segment – by nearly 21 points. 
As Best points out, this is 
the result of increased risk 
awareness and loss controls, as 
well as the ability to integrate 
sound risk management 
practices. 

Green Mountain  
State leads U.S. growth
Much of the recent growth in 
captive formations has taken 
place in the U.S. Vermont 
dominates the scene as it has for 
over 30 years. In 2018 the Green 
Mountain State licensed 25 new 
captive insurance companies, 
according to its Department 
of Financial Regulation. “The 
continued growth of hospitals 
and doctors’ groups forming 
Vermont captives for medical 
professional liability coverage 
has been very positive,” says 
Ian Davis, director of financial 
services. “We are also seeing a 
considerable amount of interest 
from mid-market companies, 
and expect both trends to 
continue in 2019.”

There has been considerable 
movement in U.S. domiciles, 
with many newer ones attracting 
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their captives to take on more 
risks and are expanding their 
programs to meet their growing 
risk management needs.” 

All of this is backed up by a 
survey of 600 U.S. risk managers 
and C-suite executives by RIMS 
and Marsh that revealed more 
than half of captive owners plan 
to expand their use into other 
areas over the next few years. 

The report notes that many 
organisations use a special 
purpose captive as a conduit 
to access alternative risk 
capital, and captives are 
increasingly being used to 
insure emerging risks including 
wildfires, asbestos and cyber. 
“If increasing numbers of 
organisations use their captives 
to access non-traditional risk 
capital, it could in turn help 
bring more alternative risk 
transfer (ART) solutions into the 
mainstream,” the report says.

Bermuda and  
Caymans dominate
There are believed to be 
around 6,000 captives (the 
definition of a captive can be 
quite loose in some domiciles), 
in about 65 captive domiciles 
worldwide, from big players 
such as Bermuda, the Cayman 
Islands, Vermont and Guernsey, 
to Micronesia, Liechtenstein, 
and Vanuatu. (The 10 biggest 
domiciles are Bermuda, the 
Cayman Islands, Vermont, 
Delaware, Utah, Guernsey, 
Barbados, North Carolina, 
Hawaii and Luxembourg.) 

Bermuda and the Caymans 
continue to dominate the sector, 
though not to the same extent 
that they did 20 years ago. The 
Bermuda Monetary Authority 
(BMA) had a total of 711 active 
captives’ re/insurance licences 
on its register as of 31 December 
2018, totalling captive premiums 
at approximately $40bn. The 
Caymans is still the leading 
jurisdiction for U.S. healthcare 
captives, representing almost 
one-third of all captives. Total 
premium underwritten by the 
703 companies domiciled here 
totalled $15.41bn in 2018.

Perhaps not surprisingly, 
captives rated by AM Best in 
Bermuda, the Cayman Islands 
and Barbados continually 

Caribbean domicile activity 2018
  Total New Closures Change

Bermuda 711 19 47 -28

Cayman 703 33 26 +7

Barbados 276 11 1 +10

Source: Strategic Risk Solutions

U.S. domicile activity 2018 (20 key domiciles)
  Total New Closures Change

Vermont 580 25 23 +2

Delaware 421 18 27 -9

Utah 388 35 61 -26

North Carolina 241 41 34 +7

Hawaii 231 8 7 +1

Nevada 185 3 21 -18

Montana 151 8 21 -13

South Carolina 144 8 6 +2

Tennessee 133 n/a n/a -13

Arizona 122 7 5 +2

DC 105 8 3 +5

Oklahoma 73 n/a n/a n/a

Missouri 71 10 4 +6

Kentucky 64 7 8 -1

Alabama 59 7 3 +4

Georgia 49 9 2 +7

Texas 42 4 0 +4

Michigan 24 2 1 +1

New Jersey 23 2 0 +2

Connecticut 17 1 0 +1

Source: Strategic Risk Solutions

“ We are seeing continued 
growth with middle-market 
companies that are looking 
to better manage their risk 
through captive utilisation”
Daniel Towle, Captive Insurance  
Companies Association
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control of their risk financing 
programs. At the same time, 
existing captives (both single 
parent and groups) will continue 
to grow and expand into new 
risk areas such as benefits, where 
costs are skyrocketing. We also 
see continued growth in cells 
as certain clients like the ease 
of implementation and lower 
expenses associated with such 
structures.”

Asian potential
Asia is the region in which 
many observers believe captives 
could come into their own. To 
date, growth has been solid but 
not spectacular at the three 
main domiciles: Singapore, 
the Labuan International 

Business and Financial Centre 
(Labuan IBFC) in Malaysia, 
and the Federated States of 
Micronesia. However, companies 
in Asian countries, and China 
in particular, are starting to 
look at captive solutions. In 
response, Hong Kong is looking 
to establish itself as a captive 
domicile.

Singapore is the leading  
Asian domicile, with 72 captives 
at the end of 2018 (having 
added four captives during  
the year), while Labuan IBFC 
saw six new captives licensed  
in 2018 bringing the total 
number of captives in the 
domicile to 48. The Federated 
States of Micronesia has over 
25 captives, predominantly 

large numbers of captives, both 
new and from other existing 
domiciles. For example, North 
Carolina’s captive insurance 
programme was only established 
in 2013, yet it now has 244 active 
captive insurers and 444 active 
cells or series – and is the fourth-
largest onshore domicile. 

The reason for the growth in 
U.S. domiciles is that if done 
properly, captive legislation 
can bring financial benefits to 
a state. As an example, a study 
carried out by the Moore School 
of Business at the University of 
South Carolina found that the 
South Carolina captive insurance 
industry has an annual economic 
impact of $56.8m, reflecting the 
dollar value of all final goods and 
services produced state-wide 
that can be attributed to the 
captive industry. 

In Europe, captive domiciles 
have seen fairly flat growth in the 
last few years, though some, like 
Guernsey, report that premium 
volume is growing. In other 
words, owners are making more 
use of the captives even if there 
are fewer captives being formed. 
There is also the issue that 
some European captives have 
accumulated capital, as a result 

of Solvency II or owners taking 
advantage of the soft market 
conditions rather than writing 
through the captive. 

Captive managers say that 
this surplus capital is now 
increasingly being used to write 
more business and in particular 
to write new risks, incubate 
emerging risks, and expand 
coverages. 

SRS’ Young says: “The captive 
industry in most developed 
economies, such as the U.S. and 
Western Europe, is mature but 
we will continue to see solid 
growth in captives in other 
parts of the world as businesses 
become more sophisticated and 
are looking for cost savings, more 
transparency, and long-term 
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Japanese-owned captives.
In a recent report, AM Best 

says that it expects to see 
significant growth of captive 
formations in Asia-Pacific 
domiciles: “As Asia’s economies 
rise in prominence, fuelled 
by the growth of small and 
medium-sized enterprises, 
captive domiciles in Asia-
Pacific will thrive,” said Best. 
“Singapore, Labuan and the 
Federated States of Micronesia 
stand out as established captive 
domiciles. In recent years, 
China and Hong Kong have 
emerged as regulators have 
been keen to develop captive 
insurance in their jurisdictions. 
Captive interest is growing in 
China as local companies grow 
in sophistication and look to 
make captives part of their risk 
management strategies.”

The introduction of the Belt 
and Road Initiative in China 
has also increased demand for 
specialty insurance. “As the 
capacity in China for new risks 
related to the Belt and Road 
is insufficient, businesses with 
captives in this region would be 
well placed to take advantage 
of the domiciles’ geographical 
locations and comprehensive 
insurance ecosystems to 
connect with foreign insurers 
and reinsurers, and transfer 
these risks to the international 
market,” says Christie Lee, 
director of analytics at Best.

With a hardening market, 
emerging risks that the 
commercial market is wary 
of embracing, and plenty of 
domiciling options, captive 
numbers look set to rise further, 
and certainly businesses with 
existing captives will be looking 
to make much greater use of 
them in the next several years.

Leading European domiciles
  Total New Closures Change

Guernsey 309 6 12 -6

Luxembourg 204 n/a n/a -4

Isle of Man 106 n/a n/a -2

Ireland 83 n/a n/a -2

Switzerland 27 n/a n/a +1

Malta 25 n/a n/a 0

Gibraltar 10 n/a n/a -1

Source: Strategic Risk Solutions

“ We will continue to see growth in captives in other parts 
of the world as businesses become more sophisticated 
and are looking for cost savings, more transparency, and 
long-term control of their risk financing programs”
Brady Young, Strategic Risk Solutions
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Strategic Risk Solutions CEO Brady Young on how captive solutions continue to evolve

Captives – at the 
tip of the spear

arguably with short memories, 
are tempted to take the bait and 
abandon the captives that have 
served them well and get back 
into the traditional market.

Captive usage also continues 
to grow in terms of creating 
a market for new risks or 
coverages that are not available. 
Many captives have been used to 

incubate those risks and provide 
a structured framework for 
insuring them. Captives making 
a market can help attract 
reinsurers as the underwriters 
get more comfortable sitting 
alongside those who have “skin 
in the game.”  

We are also seeing captive 
usage really taking off in more 
and more situations where 
owners want to participate on 
customer- or partner-related 
insurances, such as warranty, 
franchisee and owner/operators’ 
programs. Again, owners 
offering captives to support 
insurance programs for such 
“related” parties can ensure they 
get access to needed coverages at 
a competitive price by leveraging 
the collective size of the program 
and the sponsor. In addition, the 
owners can structure the captive 
programs to ensure they are 
protected in situations where the 
actions of others can lead to the 
owner being held responsible 
without worrying whether the 
right coverage was put in place 
and maintained. 

Examples of where we see 
captives being used as a risk 
management tool and “profit 
center” include:
c  Extended Warranties 

and service contractors – 

The expression “at the tip 
of the spear” has long 
been used in a military 

context to describe an elite 
group like the Navy Seals or 
Delta Force that strike first 
and pave the way for a broader 
offensive.

In many ways, captives have 
given their owners that type 
of strategic advantage when 
dealing with the vagaries of the 
insurance market, where “good 
risks” often get whipsawed by 
a quick change in the supply of 
insurance capacity for various 
types of risks. Large companies 
and certain industries such 
as healthcare providers have 
used captives for decades to 
directly access the professional 
reinsurance market where 
it’s been possible to develop 
direct, deep and long-term 
relationships to offset some of 
the irrational pricing that shows 
up when insurance markets turn 
“hard.”

Beyond accessing reinsurance 
or other alternative forms of 
capital, most captive utilisation 
focuses on identifying and 
exploiting pricing inefficiencies 
in the commercial insurance 
market. 

Typically, once a captive, 
single parent or group takes 
on a layer of risk or a coverage, 
the premium and risk leaves 
the traditional market. Over 
time – decades, really – this has 
resulted in many of the best 
risks and business ending up in 
captives, leaving below-average 
risks and more volatile layers 
with insurers. 

Ironically, some group captives 
and risk-retention groups, 
particularly those writing 
professional liability, are now 
facing stiff pricing competition 
from traditional insurers that 
are trying to buy their way back 
into the market. Some owners, 

automobile, recreational 
vehicles, consumer 
electronics, appliances, 
mechanical systems, etc.

c  Renters Policies – including 
tenant liability and policies 
that can also be extended 
to cover tenant property 
(referred to as HO-4 in  
the U.S.)

c  Contractor Liability – put in 
place by general contractors 
or owners of a large 
construction projects to save 
money and ensure consistent 
coverage is maintained

c  Business Package and 
Personal Lines Programs –  
for association members and/
or franchisee members

Last, but not least, what is 
often overlooked about the 
captive movement is when 
they are used to move beyond 
“financial engineering” and lead 
to better loss control and claims 
management, reducing both 
claims frequency and severity. 
Well-run captives create more 
transparency and produce 
better claims data, which smart 
captive owners use to focus on 
those areas of risk improvement 
or reduction that are needed. 
Here is the real, long-term win 
not only for owners but for 
employees, customers, patients 
and society at large.

“ Well-run captives create more transparency  
and produce better claims data”
Brady Young, Strategic Risk Solutions

Brady Young is CEO of 
Strategic Risk Solutions 
(SRS), an independent captive 
management and consulting 
firm with offices and capabilities 
in all major domiciles.


