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CAPTIVES

Just another tool for risk transfer and/or investment flexibility



Definition per Andrew Hallsall, CEO of GEM

* An insurance company owned by one or more pools,
whose mission is to provide economic and/or strategic
benefits to the participating pool(s) and ultimately
their members.

* There are two main types:
* the single-parent captive
* the group captive

* they differ by virtue of their ownership



Top Benefits of a Captive

***Direct Risk Management Control
“*Financial Advantages

“*Long-term Cost Stabilization



Top Challenges of a Captive

*»»Capital Requirements and Setup Costs
“**Regulatory Compliance Complexity

**Risk Management Expertise
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TREASURE STATE
PUBLIC CAPTIVE, INC.

Building and Sustaining a
Successful Captive: Key
Strategies and Insights

Merna Lechman, CFO

Montana Municipal Interlocal
Authority and Treasure State Public
Captive

March 2025




History
Why a Capftivee
Looking for a hedge against market volatility
Wanted more control over our own destiny

More access to reinsurance market

Availability of excess reserves in the Liability
Program




Board Education Approach

o Discussions began with the board in the
summer of 2017 with a panel of experts
covering captive insurance structures.

o Following the infroduction a committee was
established to assist staff with the analysis of
a capftive reinsurance structure

o Communication updates were brought to
the board level at every meeting until the
captive formation on January 15, 2019.
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Formartion

o Gathered outside expertise to assist in
decision making

o Contributors included attorney, auditors,
actuaries, consulting brokers, and
regulators

o Developed a formation checklist




Formation

o Entered info an agreement with broker to
provide a feasibility study on establishing @
captive insurance program.

o Actuary completed projections for coverage ! I
at the $1M x $0.75M loss layer at various
confidence levels.

o Analysis looked at domiciles, MT, UT and,
alternatively, forming a cell capftive within
GEM cell captive insurance company
domiciled in Washington DC.




Capitalization

o Owned by MMIA Liability Program |
o Initial capital contribution of $2 million

o Subsequent annual capital contributions
as allowed by MMIA Liability program

equity policy

o Will continue to grow the captive both
organically and via conftribution through
the liability program




Impact and Results

TSPC has a 30% quota share in the $2.75M x
$750 and $2M x $1.5M layer over MMIA
retained self insured risk (state tort caps)

Ability fo take advantage of expanded
Investment opportunities

The captive has been profitable to date.




Future Ideas/Strategies

We will continue to grow our baby captive

We continue to consider new opportunities for
the captive




Questions?

Merna Lechman, CFO
MMIA and TSPC
mlechman@mmia.net.

406-495-7027
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Financial Leadership
Establishment of Captive Insurance Companies
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POOL: Nevada Public Agency
Insurance Pool formed in 1987
Property & Casualty

PACT: Public Agency Compensation
Trust Worker’s Comp formed in 1996

PRM: Public Risk Mutual POOL’s
Captive formed in 2004

PCM: Public Compensation Mutual
PACT’s Captive formed in 2007

Members include Cities, Counties, School

Districts, Special Districts in the State of POOL/PACT Member Owned/Member Governed

POOL/PACT Helping Members Effectively Serve
Nevada. Over 140 Members Their Communities with Risk Management

Services




POOL/PACT Captive Formation

Historical Perspective

POOL/PACT Captives: The WHEN
[

Normal insurance markets are unavailable

Normal insurance markets are not
responsive to needs

Access to reinsurance markets directly will
allow better terms

NPAIP wanted to control their own destiny
PACT’s captive was formed after NPAIP’s

POOL/PACT Captives: The WHY

* To access reinsurance markets directly

* To reduce surplus lines tax to lower reinsurance
tax

e To better control terms and conditions

* To receive a share of the profits that otherwise
remain with insurers

* To enhance coverage and pricing
e To insure unique exposures

* To build equity for further retentions




POOL/PACT Captive Formation

Historical Perspective

POOL’s Captive: Public Risk Mutual
ey

Formed and Capitalized by the Members of
the Nevada Public Agency Insurance Pool
(POOL)

A non-profit association captive mutual
insurance company, later converted to a
pure captive

Granted Certificate of Authority from
Insurance Division on July 25, 2004

Capitalized with $1,000,000

Retentions: Property $50,000 Xxs $150,000
Casualty $250,000 Xs $2,000,000

PACT’s Captive: Public Compensation Mutual

Formed by Members of Public Agency
Compensation Trust (PACT)

A non-profit association captive mutual
insurance company, later converted to a pure
captive

Business Plan approved by Division of
Insurance effective date July 1, 2007

Capitalization of $5,000,000

Workers Compensation Coverage
Aggregate excess of PACT aggregate retention
Specific excess of PACT specific retention

25% quota-share of each loss in excess of
$500,000, not to exceed 25% of $2,000,000 or(B
$500,000 per loss. Provide $1M annual aggreg
coverage when net losses to PACT exceed $13M.
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Investing and Believing in Yourself, the Organization, Own vs Rent

Reduce Insurance Cost
5 Customize Coverage
Owner Control Captive
Investment Opportunities (Risk Assets)
Premium Tax Savings
Open Meeting Law & Public Records
Laws do not apply to captives




Nevada Public Agency Insurance Pool 2024-2025

PRM Structure Graphs =
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Public Agency Compensation Trust 2024-2025

PCM Structure Gra phS Workers Compensation Structure
]

Significant Changes from the Beginnings
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PRM Historical Capital Contributions, Cash & Investments
Loss Reserves & Total Surplus

PRM Total Contributions & Cash/Investments
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PCM Historical Capital Contributions, Cash & Investments
Loss Reserves & Total Surplus

PCM Contributions & Cash/Investments PCM Loss Reserve & Total Surplus
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Net Positions
Fiscal Year 2022 2023 2024

NPAIP $20.2M $23.0M $26.4M

PRM  $443M $489M $52.7M
PACT $59M $I12M $17.7M
PCM $714M $785M $85.2M
Total $141.8M $161.6 $182.0M

Net Position Analysis

0000000
Contribution Ratio:

Net Contributions/Net Position

Reserve Leverage:

Net Loss Reserves/Net Position

Invested Assets:
Invested Assets/Net Position

Retention Ratio:
Net Position / SIR

PACT: 19.8 37.5 58.9

FY22 FY23 FY24
POOL: 1.010 0.928 0.992
PACT: 2.534 1.650 1.070

FY 22 FY23 FY 24
POOL: 0.62 0.52 0.46
PACT: 9.82 5.23 3.33

FY 22 FY23 FY 24
POOL: 1.23 1.29 1.30
PACT: 7.86 5.67 4.00

FY 22 FY 23 FY 24
POOL: 40.5 46.1 52.8
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Future Strategies for Utilization
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Capital Accumulation rl N~ ' [
Investment Yield Enhancements A ; 0
Investment Diversification

Payment for Risk Management
Services

Administrative Cost Sharing
Pricing [ Rate Stability
Expanded Coverage Options

Reinsurance Alternatives and
Flexibility




= The POWER of the POOL

We believe the investment into Captives has benefitted
4 POOL/PACT members and added rate and fiscal stability
to our programs. We are Owners/Believers/Achievers!
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