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Does Your RRG Need Ratings?
For the past two decades, Vermont has developed a reputation as a 
domicile that understands risk retention groups and regulates them 
thoroughly. So is an independent rating necessary for your RRG, too? 

"It depends on what you want from your RRG," says Len Crouse, 
principal with Towner Management's U.S. Captive Operations and a 
member of the Government Affairs Committee of the National Risk 
Retention Association." If an RRG has rated paper, it can write business 
directly."

A Special Niche 
Because it understands risk retention groups, Vermont has more RRGs 
than any other state, according to Crouse, who cites the domicile's 
RRG-specific examiners and involvement with the National Association 
of Insurance Commissioners (NAIC) working groups as two reasons for 
this success. Yet, Crouse says that there are times when an RRG 
might want a rating from A.M. Best Company, the dominant rater, or 
Demotech, Inc., to:

 • Validate financial strength and capabilities
 • Satisfy regulatory requirements, depending on the domicile
 • Enhance access to and reduce cost of reinsurance
 • Provide greater fronting flexibility
 • Help attract and retain members

"Hospitals and physician groups often want ratings because they 
compete in the marketplace," says Crouse, citing perhaps the top reason 
for submitting to a rating. "When competing for business in the open 
marketplace, having a rating can eliminate a competitive disadvantage."

What Matters
That depends on the rating. When Best rates an RRG, according to 
Crouse, it looks at four key components: risk-adjusted capital, operating 
performance, market profile and an assessment of management. "This 
helps to determine the rating, which measures potential impairment 
rather than quality," says Crouse, "Although it will also recognize unique 
characteristics of each insurer."

Still, not every RRG will need one of these ratings, particularly those 
that do not have to market extensively outside a close circle of 
members. An RRG's domicile, when it has strong regulation and 
knowledge of the RRG structure, can also convince an RRG that a 
rating may not be necessary. 

Towner Management has extensive experience working with RRGs. To 
learn more about our services for RRGs, call Len Crouse or Mary 
Richards and Towner Management at 802-861-2930. 
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Just as the Little Engine That Could 
pulled the train up and over the 
mountain in the classic children's 
story, Barbados is the little domicile 
that not only could, but does, by 
offering many financial advantages to 
captive insurers and other business 
entities. 

Sometimes overshadowed by 
Bermuda and Cayman Islands 
because they have more registered 
captives, Barbados is widening the 
advantages it enjoys over its major 
Caribbean competitors in both the 
tax and regulatory arenas.

Robust Regulation
Ranked seventh worldwide by 
Business Insurance in number of 
captives, Barbados is no small

player in the captive insurance 
industry. Its ranking in other areas, 
touching on business acumen, its 
economy and quality of living, also 
stand out. For example, Barbados 
ranks:

 • Fifth in the Americas for the 
   Index of Economic Freedom's 
   most open economy 
 • Fifth in the Americas by 
   Economic Intelligence Unit’s 
   Quality of Life Index
 • Third in the Americas by 
   Transparency International's 
   Corruption Perception Index,  
   topped only by Canada and the 
   U.S.

More important than these rankings 
to business in Barbados are the

domicile's tax laws, particularly as 
they apply to captives and other 
offshore business. As the global 
economy struggles to recover, 
countries around the world, including 
the U.S., promise greater oversight 
and demand greater transparency 
from offshore businesses. In this 
area, Barbados stands out as an 
offshore captive domicile that is 
ahead of its time.

Barbados on 
OECD White List
Barbados is considered a white list 
country by the Organization for 
Economic Cooperation and 
Development. White is the highest 
ranking, signifying jurisdictions that 
have substantially implemented 
the internationally agreed tax 
standard.

Barbados also has dozens of 
reciprocal tax treaties. Panama and 
Mexico most recently inked double 
taxation treaties with Barbados, 
joining the U.S., Canada, China, 
the United Kingdom and a growing 
number of countries in the euro 
zone and Americas. 

"Barbados has enacted more tax 
treaties around the world than any 
other domicile in the Caribbean," 
says Ricardo O. Knight, president 
of The Towner Management Group 
(TMG) in Barbados. "Our domicile 
offers many financial advantages to 
captives, not the least being 
transparency. We believe we are 
competitive with any domicile in 
the region." 

For more information about 
establishing a captive or other 
business entity in Barbados, 
contact TMG at 246.432.4000. 
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“When competing for business in the open 
marketplace, having a rating can eliminate a
competitive disadvantage.”
    — Len Crouse

Are You Ready 
for Renewals?

When should you talk to a captive 
insurance professional? Now is a 
good time to find answers to that 
question.

"The best time to examine your risk 
financing options is definitely not 
when you are in the throes of 
renewals," says Thomas P. Stokes, 
Managing Principal of The Towner 
Management Group (NY) LLC and 
Consulting Practice Leader for 
TMG. "You should have your battle 
strategy ready in advance, and that 
means doing your homework. 
Understanding the true state of 
the markets and the available 
alternatives are critical factors to 
get the most out of the process, 
and a good captive insurance 
consultant will definitely help."

Look for experience
So what do you look for in a 
resource to help you find these 
answers? Most good consultants 
have experience. TMG has more 
than a century of captive insurance 
experience in the accounting, tax, 
insurance and regulatory arenas, 
giving it a depth of experience 
few firms its size can match. 
Independence is another key factor. 
Make sure your consultant focuses 
on you. TMG, for example, is fully 
independent, not affiliated with 
insurance brokers or underwriters.

Finally, and most importantly, 
creativity should be the differentiating 
factor. The professionals you choose 
should listen to you first, identify the 
issues you face and work with you 
to create an individualized solution, 
employing their considerable 
experience and independence. "We 
don’t take anything for granted" says 
Stokes. "This is not a one-size-fits-all 
business. There is so much more 
that can be done if you have the 
right focus."

To learn more, contact Towner 
Management's consulting group at 
203-695-2102 or email 
Tom.Stokes@townermanagement.com

Barbados: The Little Country That Could
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Barbados Clears Up 
SCC Solvency Regulations
In a circular to the industry, the 
Barbados insurance regulator 
emphasized the rules for managing 
and reporting information for 
Segregated Cell Companies (SCCs), 
while also updating solvency and 
capitalization levels and reporting 
standards for these entities.

"Clarification of the minimum core 
capital requirements (US $125,000) 
is a major development for SCCs," 
says Ricardo O. Knight, president 
of TMG's Barbados operations and 
chair of Barbados’ Joint Policy 
Group on International Business 
and Investment Promotion. "This is a 
relief, particularly for companies with 
many cells inside an SCC structure.

"Another major improvement is that 
consolidated audits are now 

With captive insurance companies increasingly used for estate planning 
purposes, variable universal life (VUL) is becoming an important tool in 
the process, particularly in South America. VUL provides a death benefit 
to a named beneficiary in addition to potentially offering cash value for 
reinvestment.

In the U.S. for example, discussion has surrounded how to integrate 
small captives with life insurance policies, since under IRS Code Section 
831(b) small captives have no statutory authority to deduct life insurance 
premiums. Of particular interest is the disposition of potential cash value 
when a small captive uses VUL as an investment, given that it probably 
would be taxed at corporate rates. When these and any other issues are 
addressed, we will inform clients of changes pertinent to their situation.
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FROM THE
CHAIRMAN

Navigating Change

During the last year, captive          
insurance entities and international 
business companies have experienced 
a world of change. This issue of 
The Towner Alternative details some 
of these changes. 

On page 1, we discuss the 
implications of Canada's new tax 
information sharing agreements and 
how they may affect your business. 
On the back cover, you will find 
that Barbados' updated segregated 
cell company regulations add some 
clarity for companies that transfer 
risk financing through these cells. 
These and other issues require a 
steady hand to help you navigate 
this change. We believe The Towner 
Management Group is that hand. 

In the last two years, TMG opened 
offices in Vermont and New York, 
while also gaining approval to 
manage captives in Arizona, South 
Carolina and Anguilla. Between our 
U.S. and Caribbean clients, TMG 
manages approximately $1 billion in 
gross premium. Expect us to 
expand our reach in the future. 
Whatever your risk-financing needs 
may be, count on TMG to provide 
thoughtful solutions as global 
business and economic conditions 
continue to change. We trust that 
RIMS Canada will lead the way, as 
it always has.

Christopher J.N. Towner

Canada Enacts Tax Information 
Exchange Agreements
Recently, a number of International 
Financial Centres entered into a           
Tax Information Exchange Agreement 
("TIEA") with Canada. While not a 
double tax treaty, such as that 
between Barbados and Canada, a 
TIEA presents alternatives.

In August 2010, the Barbados              
International Business Association 
noted that earlier bilateral meetings 
between Canada and Barbados 
concluded with a commitment that 
Barbados would not be disadvantaged 
when compared against its competitors. 
Recent meetings concluded with 
Barbados anticipating a positive 
pronouncement in the coming weeks.

Not a Double Tax Treaty
Meanwhile, the reality is that a 
TIEA does not address some issues 
covered by a double tax treaty, such 
as treatment of withholding tax rates 
on interest and dividends. Under 
Canadian tax rules, the active 
business income of a non-Canadian 
subsidiary of a Canadian corporation, 
known as a foreign affiliate, can 
repatriate to Canada free of Canadian 
tax regardless of the amount of tax 
paid locally if the foreign affiliate is 
located in a “designated treaty 
country.”  

The income from such sources has 
been considered exempt surplus 
since 2008, when the Canadian 
Customs and Revenue Agency (CRA) 
issued a technical interpretation to 
confirm that a Barbados QIC 
receiving insurance premiums 
from related companies with active 
businesses outside of Canada 
would qualify.

The term "designated treaty country" 
only includes countries such as 
Barbados, with whom Canada has 
a double tax treaty.  Accordingly, 
Canadian corporations with international 
operations have historically set up 
foreign affiliates in Barbados, where 
they could earn exempt surplus.

Barbados Remains 
in the Forefront
While some wonder if recent changes 
in the Canadian tax rules expand 
this definition to include countries 
having a TIEA with Canada, CRA 
has issued no official word on the 
subject. What is certain is that such 
countries are not considered for tax 
purposes as having a treaty with 
Canada, and have none of the other 
benefits associated with a double tax 
treaty such as the one between 
Barbados and Canada. 

For many years, Canadian multina-
tionals organized themselves in 
Barbados to achieve virtually the 
same result that the TIEA will now 
offer many other jurisdictions. If 
Canadian multinationals want to set 
up a tax-efficient structure in the 
Caribbean, many have done so 
already in Barbados before the 
advent of the TIEA.
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Barbados retains

advantages due to its 

designated treaty country 

status with Canada. 

By the Numbers:
Why Barbados is Right 
for Your Captive

On page 3 of this newsletter, you 
learned a number of reasons 
why Barbados is like the 
children's story, The Little Engine 
That Could. Among the reasons 
cited were the nation's developed 
infrastructure, business intelligence 
and transparency. Here are some 
other numbers that may convince 
you to bring your captive to 
Barbados:

0. Percentage of tax captives 
presently paying up to 2.5% in 
Barbados might be able to 
pay without redomicling;

1. Canada's favorite place to 
establish and run a captive 
insurance company;

1. During a disappointing 
year when virtually all domi-
ciles lost captives, the rank 
of Barbados when compared 
to Bermuda and Cayman 
Islands for least number of 
captives lost in 2009.

21. The number of double 
taxation agreements with 
other domiciles in force or
pending. CARICOM counts 
as one, although it includes 
14 Caribbean countries.

allowed," says Knight, "as long as 
sufficient information is provided to 
verify each cell's solvency levels. 
Consolidated audits are a less costly 
solution than auditing each one 
individually." A solvency certificate for 
each cell and the core must accom-
pany the financial statements.

Further Clarity
Other aspects of SCC regulation 
amended by the Companies 
(Amendment) Act 2001-30 and the 
specific policy governing these 
companies as outlined by the Office 
of Supervisor of Insurance and 
Pensions include:

 • Unless stated otherwise in the 
   business plan, each cell will have 
   a minimum capitalization limit of 
   US $12,500, maintained at all 
   times, or another limit the 
   Supervisor may deem necessary;
 • Solvency ratios for all cells is a 
   minimum of 20% capital to net 
   written premiums;
 • Each additional cell must be 
   approved by the regulator's 
   office, unless in accordance with 
   a previously filed business plan, 
   and approved by the Supervisor.

VUL in Captives

"Clarification of the 

minimum core capital 

requirements is a major 

development for SCCs."

 — Ricardo Knight


