
Captive 101: Setting up a new 
captive program – Why & How

Speakers:

• Jerry Messick, CEO, Elevate Risk Solutions

• Heather McClure, Chief Risk Advisor, AON

• Donald Ashwood, Captive Coordinator, OID



Captive 101: Setting up a new captive 
program – Why & How

Jerry Messick
Elevate Risk Solutions

Heather McClure
AON

Donald Ashwood
Oklahoma Insurance 

Department



Setting the Stage: Considering Captive 
Insurance

• Financial Control

• Engagement in Risk/Safety Mitigation

• Decrease Volatility 

• Broadening of coverages – customizable

• Access to reinsurance markets
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What is a Captive Insurance 
Company?

“A limited purpose insurance 
company that exists primarily 
to underwrite the risk(s) 
emanating from the owner(s).”

Captives usually have the following characteristics:

• Privately-owned

• Separate entity (own tax ID)

• Insurance company (must meet criteria for “insurance”)

• Primarily formed to insure the risks of the owners and related risks

• Must fulfill a business purpose other than tax



Examples of indications that forming a 
captive could be appropriate.

✓ Insurance program is of a significant premium size (typically at least $1MM);

✓ Good & predictable historical loss experience;

✓ Good loss control program in place;

✓ Insured’s loss expectation is lower than traditional insurance market;

✓ Insured’s risk is unusual and/or often misunderstood/poorly coded by carriers;

✓ Insured is seeking profit center using insurance to generate income stream;

✓ Insured looking for tax benefits similar to commercial insurance expenses



What does a Captive insurer look like?

A captive functions similar to a traditional insurance company:

• Issuing policies to the policyholders (i.e. parent, affiliate, etc.);
• Collecting premiums;
• Disbursing claims payments;
• Preparing balance sheets and income statements;
• Comply with regulator requirements of the domicile where licensed.

Used as a risk management 
component to assist the 
Parent/Owner with their risk 
financing needs.

A tool to capture savings and/or 
generate additional profits to 
the Parent/Owner of the Captive 
Insurance company. 



LLOYD’S

Characteristics of the captive insurance 
industry

• At least 50% of the world-wide property and casualty (P/C) premiums are 
paid to a captive insurance company

• $55 - $60 Billion in annual premiums are paid to captives

• More than 90% of the Fortune 500 companies own at least 1 captive

• Approximately 57% of the world’s captives are owned by U.S. Companies

• All 30 of the Dow Industrial 30 companies own a captive



Common Captive Structures                                                       

Single-Parent (PURE) Captive
• Single entity wholly owned
• All risk co-mingled within 1 structure

Sponsored / Protected Cell / Series
• Can be a self-owned cell company or “rented” cell
• Risks are fully segregated between cells
• Core is capitalized by owner
• Individual cells can be structured as unincorporated or incorporated.

Group / Association Captive
• Entity owned by its members/insureds
• All risks co-mingled within 1 structure (typically in an A fund/B fund 

format)



A traditionally larger organization 
has multiple/complex risks.

The parent forms a captive insurance 
company to insure their risks.

Instead of paying premium to a traditional insurance 

company, the premium is paid to the captive insurer.

How does a Single Parent/PURE Captive 
Insurance Company work?



Multiple traditionally mid-sized/larger 
organizations
(WC/GL/Auto commonly sought) 

The group of organizations form a captive 
insurance company to insure their collective risks.

How does a Group Captive work?
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Direct-Issue Program

Owner / Insured

CAPTIVE

Captive reinsures in 
excess of its desired 

retention level

Reinsurer

Captive retrocedes 
risk in excess of its 
desired retention 

level

Captive issues 
policies, arranges 
claims-handling 

services, retains risk 
at agreed level



Fronted Reinsurance Program

Owner / Insured

Fronting insurer 
issues policies, 
arranges claims 

handling services

Admitted 

Fronting Carrier

Reinsurance cedes to 
captive

Reinsurer

Captive retrocedes 
risk in excess of its 
desired retention 

level

CAPTIVE

Captive retains risk at 
the agreed level





Build a Captive – Step by step example

1. The Scenario – what problem is the client 
trying to solve?

2. The Objective – Business Purpose of 
Captive…  “why does it matter to them?”

3. The Data – What data tells the story?

4. The Analysis – Are they a good candidate? 
By the numbers; by the attitude

5. The Captive Structure – Best fit: Group -vs-
Individual

6. The Risk Assessment – Quantify the 
problem; Identify coverage

7. Evidencing insurance – Do they need a 
Front?

8. The Pricing – Draft likely pricing – Reality 
check

9. Actuarial

10. The Pro Forma

11. Domicile

12. Costs / Expense

13. Governance / Accounting

14. Tax – Are they an insurance company?

15. Exit Strategy

16. Time – How does this impact the client?

Agent / Consultant Helps Define Consultant / Professionals Define



What about the 
regulatory process for 
new captive insurance 

applications?



What value can captives deliver over time?

Reduced Insurance 
Premiums Over 

Time

Maximizing 
Working Capital

Managing Quality 
& Cost of Outside 
Service Providers

Improved Risk 
Retention, Transfer, 

& Mitigation 
Decision Making

Enhance Coverage, 
Control Claims 

Handling, 
Investment Income



Questions or 
Comments?



THANK YOU!




