
Despite a thriving property cat re/insurance market, Bermuda still has 
not lost any of its allure for captives. Natasha Scotland and Neil Horner give

the lowdown on this bedrock of the island’s insurance industry
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Acaptive insurance company,
in its purest form, is an
insurance company

established as a subsidiary of a non-
insurance entity to insure the risks of
its parent entity and or its affiliates.
Bermuda has been and continues to
be the world’s leading captive and
rent-a-captive domicile since the
captive concept was first introduced
to the island in the 1960s.  

ADVANTAGES OF CAPTIVES
A captive can assist in avoiding
commercial insurers’ administrative
overheads allowing its parent to
retain income that would otherwise
have been lost in expenditure to a
third party insurance provider.   
Secondly, common market practice
with commercial insurance
providers is to have premiums based
on a general industry-wide standard
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as opposed to an individual
company’s own risk. With a
captive, premiums are fixed
based upon the specific risk
experience of the captive’s
parent and affiliates as opposed
to the industry.   

As a captive is incorporated to
deal specifically with the risks of
its parent and affiliates, it can
cater more precisely to the
specific insurance needs of its
parent. This allows for a greater
degree of flexibility and control
over risk management, as
programmes can be specifically
designed to deal with a
company’s operations.

Participation in a captive
provides insulation against the
vagaries of the commercial
insurance market and can
provide breadth of coverage that
is either unavailable or available
only at excessive prices from
commercial insurers.  

Finally, captives can access the
reinsurance market and
purchase reinsurance, wholesale,
which is something that cannot
be obtained from primary
insurers.

WHY BERMUDA?
Bermuda continues to be the
world’s leading captive domicile.
In Profiling the Bermuda Captive
Market, Dr Marcelo Ramella,
assistant director of research at
the Bermuda Monetary
Authority (BMA) provided a
detailed analysis of Bermuda’s
global position in the captive
insurance market. This shows
that Bermuda’s captive market
experienced a 28% growth

between 2003 and 2005, with
Classes 1 and 2 showing the
steepest growth, with 57% 
and 47% growth respectively.
North American business
predominates in Bermuda, with
74% of all Bermuda captive risk
coming from the US in 2005.
Global insurance risks provide
14%, Europe 7% and other
areas, 5%.

A key advantage of
establishing a captive in
Bermuda is the access such
incorporation provides to the
highly developed Bermuda
reinsurance market. Bermuda
provides a ‘one-stop shop’, as
captives have both excellent
reinsurance and retrocessional
support. Bermuda’s leading
position in the captive market is
further enhanced by its
facilitative but responsible
regulation.  

The introduction of modern

public segregated accounts
legislation with the Segregated
Accounts Companies Act 2000
has provided sophisticated cell
technology for those smaller
captives that cannot afford to
establish a stand-alone
insurance company. 

Bermuda also has a highly
developed infrastructure of
insurance experts and service
providers including lawyers,
accountants and managers,
which altogether serve to
maintain the jurisdiction’s
strong market position. 

THE BERMUDA APPROACH
Bermuda has always had a 'risk-
based' approach towards the
regulation of its insurers and
reinsurers.  Its regulators
recognise that a one-size-fits-all
approach is not sensible and
that insurers will need to adapt
different corporate governance
needs depending on the nature,
complexity and risk profile of its
particular organisation. 

Bermuda insurance
legislation accordingly
distinguishes between four
‘classes’ of insurer and
reinsurer. These range from a
Class 1 pure captive to a Class 4
property catastrophe reinsurer.
Single-owner captives are
established as Class 1 captives,
while multi-owner captives may
be established as Class 2
captives. A Class 2 licensed
insurer may also write up to
20% third party risk unrelated
to the owners of the insurance
company or any affiliates of
those owners, or insure risks
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which arise out of the business
or operations of its owners or
their affiliates. A Class 3 licence
enables the coverage mainly of
third party risks and is a general
catch-all category covering those
insurers and reinsurers not
otherwise within Class 1, 2 or 4. 

Class 4 are the highly
capitalised commercial insurers
whose coverage must include
excess liability business and/or
property catastrophe
reinsurance business.

In accordance with the risk-
based approach, Bermuda
adopts a graduated scale of
regulation. Class 1 captives are
subject to the lowest level of
regulation and Class 4
commercial insurers to the
highest. 

A further important facet of
the Bermuda landscape is that a
Bermuda insurer must have a
Bermuda-based ‘principal
representative’, who has certain
statutory responsibilities to the
BMA to ensure that the insurer
continues at all times to meet its
solvency margin and other
responsibilities under the
Insurance Act.

THE APPLICATION PROCESS
The application to form a
Bermuda captive is made on
prescribed forms to the BMA
Insurance Division. The so-
called pre-incorporation form
sets out amongst other things;
the capitalisation of the
proposed insurer, the category
of insurance business the insurer
proposes to write, the proposed
class the insurer will have, the

estimated financials, levels of
risk retention and details of any
proposed reinsurance. It also
sets out the insurer’s principal
representative, insurance
manager, approved auditor and,
loss reserve specialist. However
this is not required for Class 1
companies. In addition, the
application must contain a
business plan explaining the
business case for the Bermuda
captive. Projected pro-forma
financials should also be
included, ideally for a five-year
period. It is also helpful if
actuarial analysis can be
included substantiating the
proposed premium levels,
adequacy of reserves, and
generally the pro forma
financials. 

Applications to form a new
insurer are heard at the weekly
Friday meeting of the
Assessment and Licensing
Committee (ALC). The ALC is
made up completely of
employees from BMA.
Members of the Technical
Advisory Group (TAG),
consisting of experienced
insurance professionals,
actuaries and accountants, may
be invited to meetings of the
ALC, which will generally
happen in the case of Class 2, 3
and 4 applications.

The ALC/TAG may at its
weekly Friday meeting,
recommend to the BMA to
approve the application
unconditionally or subject to
conditions which may be set out
in the licence. It may also defer
the application pending

clarification of certain matters,
or reject the application if it
considers the business case
simply cannot be substantiated.
Once BMA approval has been
obtained, it is then possible to
organise the captive and apply
for the insurance licence. The
captive must be fully capitalised
before the licence application is
made. The application will be
made by the attorneys
submitting the so-called Form
1B which effectively mirrors the
pre-incorporation form
together with payment of the
appropriate licensing fee which
is on a graduated basis
depending on the proposed
class of the insurer. The licence
will generally have the date of
the application as the effective
date of registration, and as of
the registration, the Bermuda
captive will be licensed to
conduct insurance business of
the type depending on its
classification.

A CAPTIVE AUDIENCE
The captive remains the
bedrock of the Bermuda
insurance industry, alongside
Bermuda’s highly developed
and capitalised property
catastrophe reinsurance
industry. 
Bermuda values its captive
insurance clients highly and
continues to provide an
efficient, credible and
facilitative infrastructure for the
growth of the captive industry
and the maintenance of its pre-
eminent role as the world’s
leading captive domicile. ®
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