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U.S. Captives Tightened Margins
As Property Losses Spiked in 2012

Owners of captive insurance companies tightened margins and used capital more 
efficiently in 2012.  Among A.M. Best’s captive composite, the loss and loss-
adjustment expense ratio decayed 5.7 points compared with 2011, due to the 

occurrence of mostly outsize property losses. Underwriting expenses also decayed, 
as evidenced by a 1.1-point increase in 2012 compared with 2011.

Over the longer term, the resulting five-year combined ratio for the captive compos-
ite of 92.3 still compares extremely favorably with the commercial casualty compos-
ite of 103.3.  The captives’ operating ratio over the same five-year period is tighter, 
with the captives generating a five-year operating ratio of 76.0 versus 88.5 for the 
commercial casualty composite. It is well known that captives’ investment portfolios 
tend to be significantly more conservative, and therefore less income generating, 
than typical investment portfolios for commercial casualty companies.

The captive companies analyzed by A.M. Best for this report were taken from a 
subset of more than 200 captive companies, of which more than 75% currently are 
rated.  Those companies range in size from $2 million in surplus to more than $3.5 
billion.  These captive companies wrote (in size order) medical malpractice, general 
and auto liability, property, workers’ compensation, inland marine and other lines.  
A.M. Best has used the commercial casualty composite for comparative purposes 
throughout the report.

Operating Performance
Captives’ surplus grew $1.39 billion, or 6%, despite a $539 million, or 26%, drop in 
net income. In 2012, net income was $1.54 billion, which was supplemented by 
$466 million of unrealized capital gains; capital contributions by owners of $206 
million; and other surplus events of $88 million.  These additions to surplus were 
offset in part by dividends to owners of $912 million.

The decrease in net income was the result of a $501 million, or 71%, drop in under-
writing income, coupled with decreases in net investment income and realized capi-
tal gains of $101 million, or 7.8% and $135 million, or 21.3% respectively.  These detri-
mental items were offset in part by a $198 million, or 37%, decrease in income taxes.

The decrease in underwriting income was due to a $630 million, or 11.5%, increase 
in incurred loss and loss-adjustment expenses coupled with a $105 million, or 6.6%, 
increase in underwriting expenses.  These items were partially offset by an increase 
in net earned premium of $226 million, or 2.8%, and a decrease in policyholder divi-
dends of $8 million, or 2.5%.

The captives analyzed by A.M. Best for this report experienced pressure on operat-
ing performance caused by parent company owner(s) forcing more capital effi-
ciency in an environment of low growth and self-destructive pricing behavior. Some 
of these captives responded to the pressure by returning capital to owner(s) in the 
form of dividends and premium rate credits.  These captives returned $1.23 billion in 
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Exhibit 1
U.S. Captive Insurance – Financial Indicators (2008-2012)
($ Thousands)

Year

Net 
Premiums 

Written % Chg
Pretax Operating 

Income/ (Loss)
% 

Chg

Net 
Income/ 

(Loss)
% 

Chg
Admitted 

Assets
% 

Chg
Loss & LAE 

Reserves
% 

Chg
Year-End 
Surplus

% 
Chg

2008 $8,966,172 -4.4 $2,421,574 -6.8 $719,861 -67.6 $45,746,654 -5.5 $18,768,166 0.2 $17,218,092 -5.5
2009 8,464,768 -5.6 2,311,961 -4.5 1,699,500 136.1 48,758,753 6.6 18,097,922 -3.6 20,525,803 19.2
2010 7,572,934 -10.5 2,307,672 -0.2 2,574,711 51.5 49,381,113 1.3 17,545,602 -3.1 22,293,907 8.6
2011 8,251,981 9 1,984,266 -14 2,078,680 -19.3 50,963,511 3.2 17,609,717 0.4 23,310,967 4.6
2012 8,343,008 1.1 1,382,604 -30.3 1,540,316 -25.9 53,049,425 4.1 18,333,279 4.1 24,698,153 6
5-Year CAGR  -2.3      1.9  -0.4  6.3
5-Year Change  -11      9.6  -2.1  35.6
Source: A.M. Best data & research

Exhibit 2
U.S. Captive Insurance – Profitability Analysis (2008-2012)
(%)

 Return on Invested Assets Return on Revenue Return on Equity Underwriting & Operating Ratios

Year
Investment 

Yield

Net Inv Inc 
(W/Realized 

Capital Gains)
Total 
ROIA

Pretax 
Oper 

Inc/ NPE

Net 
Inc/ 
NPE

Total 
ROR

Pretax 
Oper Inc/ 

PHS

Net 
Inc/ 
PHS

Total 
ROE

Loss & 
LAE

Underwriting 
Expense

Combined (After 
Policyholder 

Dividends) Operating
2008 4.1 1.1 -2.2 25.6 7.6 -7.1 13.7 4.1 -3.8 67.5 20.9 92.8 74.9
2009 3.5 3.6 6.8 26.3 19.3 33.9 12.3 9.0 15.8 67.5 20.5 91.0 74.3
2010 3.1 4.8 5.5 28.7 32.0 35.4 10.8 12.0 13.3 64.6 19.4 89.5 72.6
2011 2.9 4.3 3.3 24.5 25.7 20.3 8.7 9.1 7.2 67.7 19.2 90.9 74.9
2012 2.5 3.6 4.7 16.6 18.5 24.1 5.8 6.4 8.4 73.4 20.3 97.5 83.2
5-Year Avg
Captive 3.2 3.5 3.6 24.4 20.2 20.6 9.9 8.2 8.4 68.1 20.1 92.3 76.0
Industry 4.4 4.4 4.1 11.2 9.4 8.5 8.8 7.4 6.7 73.0 30.0 103.3 88.5
10-Year Avg
Captive 3.5 4.4 4.7 19.2 17.9 19.4 9.3 8.7 9.4 73.6 19.9 97.7 81.5
Industry 4.6 4.7 5.2 11.6 9.7 11.1 10.4 8.7 9.9 73.1 28.7 102.0 87.6
Source: A.M. Best data & research

Exhibit 3
U.S. Captive Insurance – Investment & Liquidity Analysis (2008-2012)
(%)

Investment Portfolio (% of Invested Assets) Investment Leverage (% of PHS) Liquidity & Cash Flow Ratios

Year
Long-Term 

Bonds
Total 

Stocks
Cash & 

Short-Term Inv
Affiliated 

Inv
All 

Other
Common 

Stocks
Non-Affiliated 
Inv Leverage

Affiliated Inv 
Leverage

Quick 
Liquidity

Current 
Liquidity

U/W Cash 
Flow

Operating 
Cash Flow

2008 68.6 8.7 8.5 4.2 10.1 19.6 42.9 9.8 36.4 137.9 100.4 111.0
2009 64.7 10.9 8.6 4.2 11.6 22.8 46.9 9.1 44.1 150.5 96.8 110.1
2010 63.7 11.0 8.1 4.7 12.4 21.9 47.4 9.5 47.4 161.5 95.5 111.6
2011 62.9 10.6 9.1 4.4 12.9 20.8 48.1 8.9 49.9 163.0 100.5 114.8
2012 61.5 12.6 8.5 4.3 13.2 23.9 51.9 8.3 52.3 165.0 107.1 120.3
Source: A.M. Best data & research

Exhibit 4
U.S. Captive Insurance – Underwriting Leverage & Loss-Reserve Analysis (2008-2012)
(%)

Underwriting Leverage Ratios Loss-Reserve Ratios

Year NPW Net Liab Net Ceded Gross
Business 
Retention

Reserves/ 
PHS

Reserves/ 
NPE

Developed/ 
Original

Developed/ 
PHS

Accident-Year 
Combined

(Calendar Year-
Accident Year)

2008 0.5 1.6 2.1 0.6 2.7 82.7 109.0 198.1 -17.5 -18.9 96.6 -3.8
2009 0.4 1.4 1.8 0.5 2.2 80.0 88.2 205.6 -12.0 -10.4 96.6 -5.6
2010 0.3 1.2 1.5 0.4 2.0 80.4 78.7 217.9 -8.2 -6.2 90.9 -1.3
2011 0.4 1.2 1.5 0.4 1.9 80.9 75.5 217.8 -2.4 -1.7 92.9 -2.1
2012 0.3 1.1 1.5 0.4 1.9 80.9 74.2 220.6 - - 94.7 2.8
Industry 0.8 2.2 3 0.9 3.9 81.9 148 190.4
Source: A.M. Best data & research
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2012 to owner(s), which represents a $345 million increase, or 39%. Premium credits 
are hard to determine on an aggregate basis, but the sense from A.M. Best’s rating ana-
lysts is that the average captive in this group returned capital by offering premium 
credits in the 1% to 4% range. It should be noted that some single-parent captives 
increased premium significantly to pay for losses in prior years.

Some of the single-parent and group captives experienced significant property 
losses in 2012. Most of this activity cannot be traced directly to a catastrophic 
cause, but there was a preponderance of significant “one-off” losses. Having said 
that, loss and LAE activity for 2012 appears within normal bounds based on volatil-
ity experienced over the past several years.

The typical nonaffiliated investment portfolio for this group of captives was 
composed of approximately 65% fixed-income securities, 13% equities, 9% cash 
and short-term investments, and 13% other assets that ranged from real estate to 
sophisticated derivative instruments. Most captives had minimal other investments, 
and a few large group captives and single-parent captives were responsible for the 
other asset contribution. It should be noted that affiliated investments were 4% of 
invested assets in 2012.

Captives’ investment portfolios generated 2012 net investment income of $1.19 
billion, which represents a decrease of $101 million, or 7.8%. Gross investment 
income for 2012 was $1.28 billion and was composed of interest earned on fixed-
income investments of $999 million, which represents a decrease of $116 million, 
or 10.5%, from 2011. Dividends earned on equity investments for 2012 increased 
$36 million, or 29%, compared with 2011.  This increase was offset in part by a 
decrease in investment income from other investments of $21 million, or 28%.

This group of captives generated realized capital gains of $501 million during 
2012, which was a decrease of $136 million, or 21%, compared with 2011.  The pri-
mary source of realized capital gains was fixed-income investments.

Exhibit 5
U.S. Captive Insurance – Sources of Earnings & Surplus Growth (2008-2012)
($ Thousands)

Year

Net 
Underwriting 

Income

Other 
Income/ 

(Expense)

Net 
Investment 

Income

Pretax 
Operating 
Inc/(Loss)

Realized 
Capital 

Gain/(Loss) Income Tax
Net Income/ 

(Loss)
2008 $788,385 ($60,555) $1,693,745 $2,421,574 ($1,217,898) $483,816 $719,861 
2009 864,047 -17,590 1,465,505 2,311,961 27,342 639,802 1,699,500
2010 934,781 5,285 1,367,605 2,307,672 727,905 460,865 2,574,711
2011 706,190 -8,781 1,286,857 1,984,266 636,779 542,365 2,078,680
2012 205,284 -8,632 1,185,951 1,382,604 501,281 343,569 1,540,316
5 Yr. $3,498,687 ($90,272) $6,999,662 $10,408,077 $675,408 $2,470,418 $8,613,068 

 

Year

Unrealized 
Capital Gain/

(Loss) Total Return
Other Surplus 

Gain/(Loss)
Contributed 

Capital
Stockholder 

Dividends
Change in 

Surplus
Year-End 
Surplus

2008 ($1,396,994) ($677,133) $176,139 $86,866 ($585,226) ($999,354) $17,218,092 
2009 1,284,157 2,983,658 184,019 1,096,408 -956,374 3,307,711 20,525,803
2010 277,272 2,851,983 -32,381 108,531 -1,160,030 1,768,104 22,293,907
2011 -435,106 1,643,574 -50,796 -15,994 -559,724 1,017,060 23,310,967
2012 465,823 2,006,139 87,532 205,988 -912,473 1,387,186 24,698,153
5 Yr. $195,153 $8,808,221 $364,514 $1,481,799 ($4,173,827) $6,480,707 
Source: A.M. Best data & research
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Leverage
The rated captives wrote $8.3 billion of premium for 2012 on a surplus base of $24.7 
billion, resulting in a premium to surplus ratio of 0.3 to 1.  This compares favorably with 
the commercial casualty composite of 0.8 to 1. In like fashion, the insurance liability 
leverage for the captives for 2012 was 1.1 to 1, compared with the commercial casualty 
composite’s leverage of 2.2 to 1. Finally, ceded leverage for captives was exactly the 
same as for the commercial sector at 4 to 1.  The captives’ leverage analysis indicates a 
risk appetite approximately half that of the commercial casualty industry.

Liquidity
Liquidity for the captive composite continued to be strong, with quick and current 
liquidity measures of 52.3% and 165.0%, respectively.  This compares very favorably 
with the commercial casualty composite, which had corresponding 2012 measures of 
21.8% and 108.1%, respectively. Captives’ 2012 underwriting and operating cash flows 
were also strong at 107.1% and 120.3%, respectively.

Market Conditions
A.M. Best has noticed significant changes in the captive marketplace over the past 
decade. Before 2000, the captive cycle followed the underwriting cycle for the com-
mercial lines industry. Specifically, in hard markets for commercial insurers, businesses 
formed and increased the use of their captives to insulate themselves against steep, 
short-term price increases that would last a few years.  Then, as commercial insurance 

Exhibit 6
U.S. Captive Insurance – Underwriting/Operating Ratios (2008-2012)
(%)

Year
Pure 
Loss

Loss-
Adjustment 

Expense
Loss & 

LAE
Commission 

Expense
Other 

Expense

Total 
U/W 

Expense

Combined Ratio 
Before Policy-

holder Dividends
Policyholder 

Dividends

Combined 
Ratio 

A/ PHDS

Net 
Investment 

Ratio
Operating 

Ratio
2008 51.2 16.3 67.5 4.4 16.4 20.9 88.4 4.4 92.8 17.9 74.9
2009 48.9 18.7 67.5 2.9 17.6 20.5 88.0 2.9 91.0 16.6 74.3
2010 45.3 19.3 64.6 3.0 16.4 19.4 83.9 5.6 89.5 17.0 72.6
2011 47.6 20.1 67.7 3.2 16.0 19.2 86.9 4.0 90.9 15.9 74.9
2012 52.9 20.5 73.4 3.8 16.5 20.3 93.7 3.8 97.5 14.3 83.2
5-Yr. Avg.
Captive 49.3 18.9 68.1 3.5 16.6 20.1 88.2 4.1 92.3 16.4 76.0
Industry 59.0 13.9 73.0 11.0 19.0 30.0 103.0 0.3 103.3 14.8 88.5
Source: A.M. Best data & research

Exhibit 7
U.S. Captive Insurance – Product Line Loss Experience (2008-2012)
 Pure Net Loss Ratio (%) Better/(Worse) Than Industry (Points)

Rank Product Line
2012 NPE 

($000) 2012 2011 2010 2009 2008
5-Year 

Avg 2012E* 2011 2010 2009 2008
1 Medical Professional Liability $3,681,658 40.1 36.8 31.9 33.4 33.5 35.1 1.6 -1.6 0.5 0.5 -0.8
2 Other Liability 964,937 31.9 37.5 39.7 36.2 40.5 37.1 21.1 10.9 17.1 19.4 7.7
3 Auto Warranty 387,269 55.4 55.1 57.2 58.6 58.8 57.4 17.0 16.6 11.5 8.8 10.8
4 Commercial Multiperil 372,745 222.3 84.0 92.6 106.8 178.9 136.9 -99.9 -20.1 -40.7 -58.4 -99.9
5 Workers' Compensation 363,568 58.2 59.2 65.3 68.1 62.5 62.5 9.9 11.9 7.1 1.3 -0.1
6 Auto Physical Damage 238,033 93.7 87.3 82.8 57.9 60.4 68.0 -29.0 -22.5 -24.3 -0.1 -
7 Commercial Auto Liability 214,464 52.0 41.9 75.5 47.6 39.5 51.0 10.8 15.8 -21.6 7.3 14.8
8 Inland Marine 170,654 43.2 55.3 40.8 45.3 48.0 46.5 13.2 2.3 5.2 2.4 6.9
9 Private Passenger Auto Liability 158,028 75.9 67.9 12.4 69.7 56.9 58.3 -12.2 -3.2 54.2 -3.0 7.5

10 Miscellaneous  86,276 83.0 91.7 52.3 60.6 44.2 65.5 - - - - -
 All Other  379,681 50.0 67.5 49.0 49.0 63.7 57.2 - - - - -
 Total $7,017,314 54.5 46.8 43.1 46.8 50.2 48.3 7.4 20.0 18.0 13.4 15.0

* E = estimated
Source: A.M. Best data & research
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rates declined, captives would be run off or downsized in response to the relatively 
inexpensive rates available in the conventional market.

Over the past decade, captives seem to have found a permanent place in U.S. corpo-
rations’ risk management strategies.  Analysts are told that “corporate memories” are 
longer and companies use their captives not in response to the commercial underwrit-
ing cycle, but to insulate themselves against it by hedging volatile rates and changes in 
coverage. Some captives rated by A.M. Best have eliminated the commercial insurer alto-
gether and cede directly to the commercial reinsurance market.

A number of states have approved or revitalized and updated their captive legislation, 
such that more than 35 states now have approved or pending captive legislation.  This 
has led to robust competition among domestic domiciles that could potentially lead to 
less rigorous regulation.  This would not only be detrimental for the new domiciles, but 
it could have a negative influence on established captive domiciles, since as one promi-
nent captive manager puts it, “we are all painted with the same brush.”

While it makes sense to have competition and choice,  A.M. Best is concerned that the 
volume of choices as to where to domicile a captive will introduce a level of competi-
tion that would foster a more lax regulatory environment.  Also, if a domicile has a limited 
number of captives, is it really a captive domicile? Surely, a certain volume of captives is 
needed to support investment in a robust infrastructure of actuaries, accountants, captive 
managers and attorneys.  These resources, forming local associations and working with 
regulators, have proved to be effective in helping domiciles to flourish. Only time will tell 
the result of this unprecedented competitive dynamic among domiciles.

Exhibit 8
U.S. Captive Insurance – Asset Composition (2008-2012)
($ Thousands)

Year
Long-Term 

Bonds

Preferred 
Stocks 

(%)

Common 
Stocks 

(%)
Total 

Stocks

Real 
Estate & 

Mortgage
Cash & 

Equivalents
Short-Term 
Investments

Other 
Invested 

Assets

Non-Affiliated 
Invested 

Assets
2008 $27,708,266 3.5 96.5 $3,504,612 $96,152 $1,552,719 $1,881,084 $3,974,162 $38,716,994 
2009 28,350,936 2.1 97.9 4,786,131 128,365 1,869,443 1,887,301 4,944,848 41,967,024
2010 28,812,440 2.1 97.9 4,979,347 128,076 1,924,500 1,759,307 5,484,764 43,088,433
2011 29,277,876 1.9 98.1 4,954,309 144,420 2,140,572 2,095,565 5,871,823 44,484,565
2012 29,584,214 2.3 97.7 6,044,559 84,567 2,666,779 1,435,345 6,250,969 46,066,434
Source: A.M. Best data & research

Exhibit 9
U.S. Captive Insurance – Asset Allocation (2008-2012)
Percentage of total admitted assets.

Agents & Premium Balances

Year

Long-
Term 

Bonds
Total 

Stocks
Real Estate & 

Mortgages

Short-Term 
Investments 

& Cash
All 

Other

Non-
Affiliated 
Invested 

Assets

Affiliated 
Invested 

Assets

Total 
Invested 

Assets
In Course of 

Collection
Deferred 
Not Due

Non-
Invested 

Assets
2008.0 60.6 7.7 0.2 7.5 8.7 84.6 3.7 88.3 2.0 3.3 6.3
2009.0 58.1 9.8 0.3 7.7 10.1 86.1 3.8 89.9 1.7 3.0 5.5
2010.0 58.3 10.1 0.3 7.5 11.1 87.3 4.3 91.5 1.7 2.3 4.5
2011.0 57.4 9.7 0.3 8.3 11.5 87.3 4.1 91.3 1.9 2.3 4.5
2012.0 55.8 11.4 0.2 7.7 11.8 86.8 3.9 90.7 1.8 2.3 5.3
Industry 60.5 3.5 0.7 3.6 4.6 72.9 10.1 83 3.4 5.4 8.3
Source: A.M. Best data & research
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RRGs Continue to Outperform Their Commercial Peers
Since the U.S. Congress passed the Liability Risk Retention Act of 1986 to help U.S. 
businesses and professionals obtain affordable liability insurance, risk retention 
groups (RRGs) – i.e., companies formed by trade and professional associations to 
serve their respective groups’ liability insurance programs – have continued to grow 
and flourish.  There were 257 RRGs as of the end of June 2013, according to the Risk 
Retention Reporter.  An RRG must be licensed in at least one state but has authority 
to operate in all. RRGs write various liability lines, excluding workers’ compensation.

A.M. Best has rated RRGs since the early 1990s. Most of these originally rated compa-
nies still are thriving.  These RRGs have progressed from an unfamiliar type of organi-
zation that initially may have confused potential insureds, to long-standing, member-
driven companies.  They operate either as stand-alone operations or as part of larger 
groups that offer a variety of other insurance products and services. One thing that 
has been evident to A.M. Best analysts has been the results. RRGs’ focused approach 
has resulted in aggregate operating performance consistently better than that of their 
peer group of commercial insurers.  A.M. Best currently assigns letter ratings to 40  
RRGs, with more expected by year-end 2013.  The statistics in this report reflect the 
results of this group of rated RRGs.

Admitted assets and policyholders’ surplus at Dec. 31, 2012 continued to increase 
compared with Dec. 31, 2011, by 6.8% and 9.5%, respectively. Surplus for this group of 
RRGs was approximately $1.7 billion at year-end 2012 (see Exhibit 11).

Legal Environment
The formation of RRGs, which was promoted by the Federal Liability Risk Retention 
Act of 1981 and amended under the Liability Risk Retention Act of 1986, has been 
very successful, mainly due to members’ strong and active participation in RRGs’ gov-
ernance and risk management. RRGs currently are limited to offering liability insur-
ance, and given the knowledge and expertise in their respective industries, coupled 
with the limited scope of their coverage, these entities practice effective and success-
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Exhibit 10
Risk Retention Groups – Domicile Distribution of A.M. Best Rated RRGs
(%)

Source:  A.M. Best data & research
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ful risk and claims management on behalf 
of their member insureds.

For several years now, there has been 
support for – and limited opposition to – 
certain amendments to the act, including 
legislation that would allow RRGs to sell 
commercial property insurance as well.  
These amendments were introduced in 
the 111th and 112th Congresses (H.R. 
2126), but unfortunately they have yet 
to be introduced in the 113th Congress, 
although a draft has been created and 
is likely to be introduced in the House 
later this year. On another front, while the 
Dodd-Frank Act is very important for the 
captive industry, the RRG industry had 

the foresight to obtain an exemption from this legislation.

The National Association of Insurance Commissioners (NAIC) continues to be very 
active in regulating RRGs, requiring the RRG states of domicile to comply with vari-
ous NAIC model laws and regulations through the state accreditation process.  Accred-
itation is a certification given to a state insurance department once it demonstrates it 
has met and continues to meet assorted legal, financial and organizational standards 
as determined by a committee of its peers. While the process could be challenging 
for RRGs, the mission of the NAIC’s accreditation program is to establish and maintain 
standards to promote sound financial solvency regulation of insurance companies.

Results
While RRGs’ underwriting expense ratio averaged 27.5 for the past five years, the 
incurred loss and loss-adjustment expense ratio, and thus the combined ratio (after 
policyholder dividends) averaged 53.7 and 85.1, respectively, during the same period.  
The operating ratio has averaged 67.6 during the past five years.  These results outper-
form the commercial casualty composite, used as a comparison in Exhibit 12. RRGs 
also outperformed the commercial industry’s five-year averages in terms of net invest-
ment ratio.  A.M. Best’s commercial casualty composite was used for this comparison.

There are many reasons for the differences, including low retentions, prudent and 
active management and mitigation of losses, and implementation of robust risk man-

Exhibit 12
Risk Retention Groups – Key Ratios vs. Commercial Composite (2008-2012)
(%)

Ratio RRGs
Commercial 

Composite
Variance Favorable/ 

(Unfavorable)
Loss & Loss-Adjustment Expense 53.7 73.0 19.3 

Underwriting Expense 27.5 30.0 2.5 

Combined (Before Policyholder Dividends) 81.2 103.0 21.8 

Policyholder Dividends 3.9 0.3 -3.6

Combined (A/PHD) 85.1 103.3 18.2 

Net Investment 17.5 14.8 2.7 

Operating 67.6 88.5 20.9 
Source: A.M. Best data & research

0.0 0.5 1.0 1.5 2.0 2.5 3.0 3.5 4.0

2008

2009

2010

2011

2012

Surplus Admitted Assets

Exhibit 11
Risk Retention Groups – 
Admitted Assets & Surplus of 
A.M. Best Rated RRGs (2008-2012)
($ Billions)

Source:  A.M. Best data & research
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agement practices among members.  As can be seen, policyholder dividends are rela-
tively larger for RRGs than for commercial insurers.  Although it appears to be unfa-
vorable, it is in fact favorable as these dividends are paid to the RRG members.  This is 
clearly a retention tool – a member rewarded for its performance is much more apt to 
renew its policy. While the aggregate statistics are unavailable, many of the rated RRGs 

have policyholder retention exceeding 
90% annually.

The RRG universe analyzed for this 
report maintains adequate liquidity as 
measured by the various liquidity ratios, 
which remain better than those of the 
commercial casualty insurers and in fact 
surpass commercial insurers by wide 
margins, as shown in Exhibit 13.

Consistent with prior years, reserve redun-
dancies continued to be in the teens and 

20s (2011 and 2012), pointing to the fact that RRGs in general set their loss reserves 
very conservatively. In 2012, the RRGs wrote premiums for aggregated medical profes-
sional liability (41.5%), other liability (55.6%) and commercial auto liability (2.7%).

Furthermore, the RRGs maintained excellent overall risk-adjusted capitalization, as mea-
sured by Best's Capital Adequacy Ratio (BCAR). While in 2012, the BCAR for the com-
mercial composite was 222.6, RRGs’ BCAR was 415.8.  This comparative improvement is 
mainly due, among other things, to more profitability and internally generated surplus.

As the soft market cycle continues and the commercial segment pursues many of the 
risks that would have been avoided five to 15 years ago, RRGs have felt competition.

Smaller RRGs formed during hard market 
cycles are likely under the most pres-
sure, leading to potential changes in legal 
structure or even some organized run-offs. 
However, with solid membership trends, 
outstanding performance and members’ 
recognition of the benefits of solid risk 
management,  A.M. Best believes the rated 
segment will continue to thrive. Exhibit 
14 shows A.M. Best’s current ratings dis-
tribution for RRGs.  These companies tend 
to maintain ratings in the A and A- range 
because management maintains strong 

capitalization and consistently solid operating performance.

Exhibit 13
Risk Retention Groups – Liquidity vs. 
Commercial Composite (2008-2012)
(%)

RRGs
Commercial 
Composite

Variance 
Favorable/ 

(Unfavorable)
Quick Liquidity 50.5 21.8 28.7

Current Liquidity 162.9 108.1 54.8

Operating Cash Flow 134.5 110.4 24.1
Source: A.M. Best data & research

Exhibit 14
Risk Retention Groups – 
A.M. Best Rating Distribution

Source:  A.M. Best data & research
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Rated Single-Parent Captives Continue to Perform Well
A.M. Best currently rates 51 single-parent captives from its three offices in the United 
States, the United Kingdom and Hong Kong. Of this number, almost 50% are U.S. domi-
ciled (Vermont, Michigan, South Carolina, Iowa,  Texas and New York), and the remain-
der are in various other domiciles (Bermuda, Cayman Islands, Germany, Luxembourg, 
etc.). Since these captives insure their parents’ risks, their industry diversification is 
almost identical to that of their parents. Exhibit 15 shows such diversification in A.M. 
Best’s single-parent captive universe. While the majority of these captives are in the 
energy industry (27%) – which relies more heavily on ratings because of larger reten-
tions and dependence on reinsurance – automakers, construction, banking, human 
services and retail remain among the largest users of ratings as well. In addition to 
compliance with regulatory and transparency regimes, ratings provide them with cost 
efficiencies and enhance their risk management.

These captives bring many unique attributes due to their relationship with their own-
ers, as the parent knows the captive’s risks and how to mitigate them, and the captive 
manages these risks and their mitigation more efficiently than most every commercial 
insurer.

While the following tables and discussion highlight the results of the U.S. rated single-
parent captive sector, many of the observations would apply to all single-parent rated 
captives globally. Exhibit 16 shows the various lines of businesses these U.S. captives 
write based on net premiums written (NPW).

Comparing Single-Parent Captives and Commercial Lines
As Exhibit 17 shows, single-parent captives outperform the commercial industry in terms 
of profitability by substantial and impressive margins.  There are many reasons for the dif-
ferences. Starting with the loss and loss-adjustment expense (LAE) ratio, lower frequency 
and severity of losses and significantly lower claims-mitigation costs are the main factor in 
the 12.2% favorable variance. Losses are less frequent because of proactive and custom-
ized loss-control programs that are designed to concentrate on risk areas that are relevant 
to the business, as opposed to the generalist approach that most commercial insurers 

Exhibit 15
U.S. Single-Parent Captives – A.M. Best Rated Companies by Industry (2012)
(%)

Source:  A.M. Best data & research
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undertake. In general, there is a feedback 
loop between a single-parent captive’s under-
writing, claims and loss-control areas that ana-
lyzes losses and designs ways to eliminate or 
minimize them in the future.  This feedback is 
communicated within the parent company’s 
organization, thus making the entire enter-
prise “risk aware” and reducing the possibil-
ity of reoccurrences. Commercial insurers 
often have difficulty communicating similar 
messages to their policyholders, and in many 
cases, claims and underwriting have minimal 
interactions.

For single-parent captives, costs tend to be 
lower than the composite, mainly in the 
areas of LAE and litigation costs, partially off-
set by such expenses as investigation costs. 
Specialized adjusters perform robust claims 
investigation not only to assess the coverage 
and damage, but also to gather information 
on the cause and circumstances so they can 
be used to minimize similar losses in the 
future. While this approach may be expen-
sive in the short term, it can yield substantial 
long-term economic benefit.

Single-parent captives’ underwriting 
expense ratio, a fraction of that for commercial insurers, is low mainly because of the 
elimination of agency and brokerage costs, as well as lower overhead, marketing, and 
business development and legal expenses. From a purely financial perspective, these 
dollars that ordinarily would have been spent outside the enterprise on commercial 
premiums remain within the captive and/or return excess profits to the parent. Poli-
cyholder dividends are significantly larger for single-parent captives than for commer-
cial insurers; these of course are a benefit as they are paid to the parent organization.

The overall profitability of single-parent captives, combined with their ability to gener-
ate capital internally, allows them to provide their parents with dividends without any 
negative impact on the captive’s surplus levels.  Therefore, it is not surprising to see 

Exhibit 16
U.S. Single-Parent Captives – 
Distribution by Line (2012)
Based on net premiums written.
(%)

Source:  A.M. Best data & research
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Exhibit 17
U.S. Single-Parent Captives – Key Ratios vs. Commercial Composite (2008-2012)
(%)

Ratio
Single-Parent 

Captives
Commercial 

Composite
Variance Favorable/ 

(Unfavorable)
Loss & Loss-Adjustment Expense 61.2 73.4 12.2 

Underwriting Expense 6.1 29.3 23.2 

Combined (Before Policyholder Dividends) 67.3 102.7 35.4 

Policyholder Dividends 19.3 0.8 (18.5)

Combined (After Policyholder Dividends) 86.6 103.5 16.9 

Net Investment 14.8 15.6 (0.8)

Operating 52.5 87.9 35.4 
Source: A.M. Best data & research



11

Special Report U.S. Captive Insurance

the significant expansion of single-parent captives over the past half century. For 
most large and medium-sized corporations, having a captive is no longer an option 
but rather a necessity, as it becomes a part of the fabric of the entire corporation’s 
risk and enterprise risk management culture.  The captive, furthermore, enables 
the corporation to be nimble in addressing risk-financing issues that arise continu-
ally in the ever-changing business environment.

The net investment income ratio, on average, is fairly comparable between single-
parent captives and commercial lines, mainly due to the low interest rate environ-
ment of the overall economy. In the past, this ratio was higher for single-parent 
captives, mainly due to (1) the use of interest-bearing loanbacks that had interest 
rates between 5% and 10%, depending on the parent’s cost of capital; and (2) the 
captives’ relatively robust capitalization, which led to a higher invested asset base 
that partially experiences the same depressed yield environment as commercial insur-
ers do.

The single-parent captive universe analyzed for this report maintains adequate liquid-
ity as measured by the various liquidity 
ratios, which remain better than those 
of the commercial casualty insurers and 
in fact surpass the commercial insurers 
by wide margins (see Exhibit 18).

Furthermore, single-parent captives 
maintained excellent overall risk-
adjusted capitalization, as measured by 
Best's Capital Adequacy Ratio (BCAR) 
(see Exhibit 19). While the BCAR score 
declined for the commercial compos-
ite from 230.5% in 2011 to 222.9% in 
2012, for single-parent captives BCAR 
actually improved from 340.7% in 2011 
to 425.7% in 2012, principally because 
they recorded greater profitability and 
internally generated surplus and lower 
weather-related losses in 2012 than 
their commercial property peers.

A.M. Best recognizes that single-parent 
captives maintain relatively stable rat-
ings, despite being occasionally subject to 
relatively large losses.  The parent’s commit-

ment and the captive’s mission often overcome these challenges. What once was just an 
instrument for lower premiums during hard markets now has become a consistent risk 
management tool used in all market cycles.

Exhibit 20 shows A.M. Best’s current ratings distribution of both U.S. and non-U.S. 
single-parent captives.  These companies tend to maintain ratings in the A and A- range 
because management maintains strong capitalization and consistently solid operating 
performance.  These measures allow captives to achieve the rating levels necessary for 
the requirements of their lines of business and licensing, and to meet approval stan-
dards imposed on these companies.

Exhibit 18
U.S. Single-Parent Captives – 
Liquidity vs. Commercial Composite 
(2008-2012)
(%)

Single- 
Parent 

Captives
Commercial 

Composite

Variance 
Favorable/ 

(Unfavorable)
Quick Liquidity 34.3 27.2 7.1

Current Liquidity 159.8 116.2 43.6

Operating Cash Flow 116.6 97.4 19.2
Source: A.M. Best data & research

Exhibit 19
U.S. Single-Parent Captives – 
BCAR* vs. Commercial Composite 
(2011-2012)

BCAR 
Year

Single- 
Parent 

Captives
Commercial 

Composite

Variance 
Favorable/ 

(Unfavorable)
2012 425.7 222.9 202.8

2011 340.7 230.5 110.2
* Best's Capital Adequacy Ratio
Source: A.M. Best data & research
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SR-2013-042

TRIPRA and Rated Single-Parent Captives
As the expiration of the Terrorism Risk 
Insurance Program Reauthorization Act 
(TRIPRA) approaches, and since some 
of A.M. Best’s rated single-parent cap-
tives participate in the program, insur-
ers are asked to provide their detailed 
plans to be implemented in the event 
TRIPRA is not renewed or its protection 
is altered materially. While private terror-
ism reinsurance is currently available, a 
rating concern is the future availability 
and affordability of such coverage, if the 
federal backstop changes significantly. 

Insurers that currently would be materially affected by the absence of TRIPRA, and 
that cannot provide a sufficient action plan to reduce exposures to terrorism risks, 
likely will face pressure on their ratings, which initially may result in the assignment 
of negative rating outlooks to the affected captives during the latter part of 2013 or 
early 2014.

Exhibit 20
Global Single-Parent Captives – 
Best's Rating Distribution (2012)
(%)

Source:  A.M. Best data & research
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