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Captive insurance companies represent a key 
component of the risk and insurance strategy toolkit. 
Parent companies establish captives for a variety of 
reasons, but as the parent company’s business needs 
evolve over time, the role and efficiency of its captive 
can change. Therefore, it is important for a company 
owning a captive to periodically review and if 
necessary, change its strategy with regard to the use 
of its captive.

Key Drivers for Forming a Captive

One of the main purposes of establishing a captive 
and incorporating it into a parent company’s risk 
management strategy is to enable the parent to 
efficiently retain more risk via the captive. Companies 
can also use captives to ring fence funds outside 
the main corporate balance sheet for specific use 
in conjunction with specified risks. In addition, any 
profits made by a captive are retained within the 
parent company’s group rather than being paid to 
the insurance market. Further drivers for establishing 
captives include demonstrating to the insurance 
market a company’s commitment to a responsible risk 
management strategy, obtaining direct access to the 
reinsurance market and, in the case of a direct writing 
captive, being in control of issuing its own policies.

Risk Retention Vehicles

There are several alternatives to captive ownership 
available to clients seeking to retain more risk, 
including:

• Retaining more risk on the parent company’s 
balance sheet through the use of higher 
deductibles, ‘paid loss retro‘ or ‘incurred loss retro’ 
programmes

• Using protected cell company structures

• Joining an industry specific mutual insurance 
company, or

• Buying a structured insurance programme from an 
insurer.

Structured insurance (an insurance policy where the 
limits, retention, and/or premium are structured to 
more precisely match the profile of the underlying 
risk) can replicate many of the benefits of captive 
ownership without a company needing to own, and 

often eventually dispose of, a vehicle. For complex 
multinational insurance programmes where the 
issuance of local insurance contracts is required in 
many jurisdictions, owning a captive may well be the 
risk financing vehicle of choice. However, for certain 
single jurisdiction or less complex multinational 
programmes, structured insurance can be used as a 
‘virtual’ captive. The foregoing options are obviously 
not mutually exclusive. Many companies use a 
blend of these different alternatives, sometimes in 
conjunction with an element of risk being ceded to a 
captive, in order to optimise their insurance and risk 
management strategy.

Captive Strategy Reviews

Periodic reviews of liabilities within a captive and 
the required collateral arrangements to support 
liabilities can highlight to a parent company how a 
captive’s effectiveness is changing over time. In many 
instances, a company may wish to increase the lines 
of business or the size of risk participation within its 
captive, whereas other companies may wish to de-
risk, or possibly close, a captive. Where de-risking 
(e.g. removing old years’ liabilities from a captive) 
or complete closure is desired by a parent company, 
liabilities can be novated to a third party insurer to 
achieve the parent company’s aims. Where the captive 
is fronted, the fronting insurer can be approached to 
commute, either partially or completely, the fronting 
insurance contract, thereby releasing liabilities from 
the captive.

Following a periodic review of a captive’s liabilities 
and collateral arrangements, a parent company 
may wish to reduce the level of collateral provided 
to a fronting insurer in order to support the captive 
liabilities. In this instance, the parent may find some 
fronting insurers willing to negotiate alternative 
collateral arrangements such as a combination of 
letters of credit and a contingent credit premium 
charge in lieu of the higher level of letter of credit 
provision.

Mergers and acquisitions (M&A) activity can often 
change a company’s risk management strategy. 
For example, if one company acquires another 
company, it may also become the owner of one or 
more captives which were established by the acquired 
company and are no longer needed. Captive closure 
is an option for many companies following M&A 
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activity resulting in surplus captives. Some insurers offer to ‘buy out’ 
the liabilities within a captive, thereby enabling the captive to be 
closed, with the insurer then assuming the liabilities on a risk transfer 
basis. Alternatively, if the parent company wishes to retain the risks 
within another captive in its group and close the acquired captive, 
an insurer can buy out the liabilities from the captive that is to be 
closed and reinsure them to the other captive.

A company can benefit from a regular review of its risk bearing 
vehicles in order to optimise its overall risk management strategy. 

During a comprehensive review, a company should consider 
whether the amount of its retained risk should be increased or 
decreased and should reevaluate the optimal structures to use to 
retain this risk. Ultimately, if a captive is no longer required to serve 
its original purpose, or if a vehicle has been acquired through M&A 
activity and is surplus to requirements, then a parent may chose to 
close a captive. The multitude of available risk bearing structures 
enables a company to optimize its risk retention strategy by ensuring 
it is using the right structure to meet its current needs.

For more information, please contact Rob Turner at 44.207.954.8929 or  
robert.turner@aig.com or visit www.aig.com/globalrisksolutions.
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