
Finding the Right Home for Your 
Risk Retention Group or Purchasing Group

by Thomas P. Stokes, Man ag ing Prin ci pal of The Towner Man age ment Group

Location, location, location
It’s true in real estate and it’s true in business.

Location means every thing. It’s also true for risk retention 
groups and purchasing groups, because where you
domicile can affect your ultimate success. While so many
other consid er ations are critical to your program and its
contri bution to your group’s loss control efforts, perhaps
none is as strategic as finding the right domicile partner.

For this article’s purposes, the focus is mostly on risk 
retention groups and their choices. 

Domiciling risk purchasing groups is not as
compli cated since there is no risk retention. However, it
is still important to follow the same process as RRGs. In
addition, though, consider the domiciles of the insurers
of the purchasing group as well as the location of your
agents or brokers.

Starting your search
When beginning your evalu ation for a RRG

domicile, obviously eliminate domiciles that don’t
actively promote RRG creation. Of the more than 25
RRGs currently in existence, there are 20 or so states that 
have domiciled RRGs, so these would be a good place to 
start. Even after under standing that not all are equally
welcoming or have a uniform regulatory approach, your
choices are great enough to make the process of
evalu ation daunting. 

However, growing compe tition among domiciles
opens many possi bil ities for your RRG. A systematic
approach, a little leg work and some input from
knowl edgeable industry veterans will help you make
your choice with confi  dence.  Consider these
funda mental factors when starting your search:

Look for commitment
Although many states and Washington, D.C. allow

RRG formation, not all are thrilled with doing so.  You
can rapidly narrow your search to domiciles that
recognize the potential of being a RRG domicile and take 
the steps necessary to foster their creation. This still
leaves you with many choices.

Compe tition for your business results in oppor tunity 
for your RRG. Compe tition is a wonderful thing because
it leads to cost reduction, more efficient utili zation of

available resources, and new and better ideas. Of course, 
there are winners and losers in any compe tition. Look
for those domiciles which have proven they value RRG
business and have a track record for responding to
issues as they arise.

Risk purchasing groups also need to look for a
domicile’s commitment. Some states without captive
statutes require groups in their juris dic tions to follow the 
same require ments imposed upon commercial insurers
domiciled in their states. These require ments are dictated 
by the National Associ ation of Insurance Commis sioners, 
which will likely lead to more oversight than needed
and additional compliance costs.

Generally, NAIC require ments for commercial
insurers are geared to protect uninformed insureds who
need protection from poten tially insolvent insurers. RRGs
and purchasing groups don’t need these protections. Both 
usually have homoge neous risk with signif icant loss
devel opment infor mation and a controlled group of
insureds. Look for a domicile where groups are regulated
pursuant to its captive statutes, resulting in more flexible
regulation and lower operating costs.

Striking the balance
The majority of these domiciles strive to strike a

balance between legis lation and flexi bility. These
domiciles win because rigorous, but flexible, legis lation
helps prevent struc tural break downs that could tarnish
domiciles’ reputa tions. RRGs benefit because they get the 
freedom needed to achieve adequate funding and
cost-effective coverage, while still submitting to
appro priate regulatory oversight that protects members.
RRGs require flexi bility to provide for members’
insurance needs, especially when commercial insurance
is unavailable or too expensive. 

Many domiciles have, over time, developed
reputa tions for achieving this balance. However, balance
means different things in different situa tions and
indus tries. Just because a domicile has a great reputation 
does not neces sarily make it appro priate for every RRG.
It may not make sense for south western U.S.-based
companies, for instance, to locate their RRGs in a
domicile halfway across the country unless there is a
specific advantage.
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Captive-friendly legislative environment
It is vitally important when researching potential

domiciles to learn whether they exist in an atmosphere
of constant refinement. Look at legis lative agendas to
determine whether issues relevant to your group are
raised and acted upon. RRGs should know that a
domicile’s legis lature, regardless of political party, takes
pains to under stand the needs of your industry. 

When domiciles contin ually update statutes to keep
them current with devel oping insurance and related
issues, it illus trates a commitment to their captive base.
While a domicile’s experience can help you decide where 
to locate, know that experience doesn’t neces sarily make
for a RRG-friendly environment. Look for dedication and 
respon siveness, as evidenced by positive legis lative
activity. 

Captive-dedicated regulators
While legis lative dedication and respon siveness are

important, the quality of regulators and how they
interpret the federal law give clues to a domicile’s true
value. Look for knowl edgeable, experi enced, and
dedicated regulators when evalu ating a domicile. Meet
with them to best learn how they and their domicile may 
accom modate your needs now and in the future, while
providing balanced oversight. 

Not all domiciles have regulators whose only
respon si bility is the health, vitality, and growth of
alter native risk vehicles. Some domiciles allocate staff
with other duties to tend to captive issues on an
as-needed basis.  Devel oping key,  long-lasting
relation ships may be difficult in the latter instance.

Committed regulators should partic ipate in outreach
oppor tu nities to prospective and existing RRG and PG
owners and managers through partic i pation in industry
events, such as those sponsored by the National Risk
Retention Associ  at ion,  and other educa t ional
oppor tu nities that demon strate the domicile’s dedication
and commitment. Regulators must under stand RRGs,
PGs, and the Liability and Risk Retention Act of 1986 as
well as they do other types of captives and insurers in
their state. 

Costs
In order to strike the right balance of operating costs

with other compet itive factors, you should compare
capital require ments, surplus standards, and other
variable costs such as taxes, fees, and assess ments.
Groups have members that band together because
sharing risk and premium with each other is
cost-efficient. But that isn’t the only reason.

Choosing a domicile solely on the basis of operating
costs can backfire quickly. When presenting arguments
to prospective group members about your choice of
domicile, make sure to stress the impor tance of meeting
the group’s long-term needs versus saving a few dollars
in the short term.

Making the decision
After examining all of these factors, review your

findings. Identify domiciles that exhibit the regulatory
balance your group seeks, weighing freedom of
operation with a solid regulatory framework and
balanced oversight.

Research your potential domicile’s legis lative
environment throughout different admin is tra tions. Look
at the domicile’s history of statutory changes and
improve ments, which are important indicators of
legis lative support.

Meet with regulators to measure their enthu siasm for
their domicile. Ask for examples demon strating how they
worked with owners in various situa tions. An economical
way to accom plish this is to attend confer ences where
many domiciles actively partic ipate in events.

Talk with RRG and PG owners and managers, attend 
industry functions, and contact experi enced profes sionals 
for feedback to ensure that your prospective domicile
can meet your demands for flexi bility. 

Finally, compare costs when all other factors are
equal. While operating cost consid er ations are certainly
important, make sure to weigh all other factors before
coming to a conclusion. 

Now you’re ready
Compe tition among existing domiciles gives you a

wide variety of choices, whether newly forming or
redomiciling your group. When you fully under stand all
that prospective domiciles have to offer, you can make a
better informed decision about where to locate and
maintain your group. Carefully examine prospective
domiciles and weigh their advan tages and disad van tages 
to find one that best meshes with your goals, acts in the
best interests of your group members, and can help set
you firmly on the road to success.  

There is a lot of infor mation out there. Consider
partnering with an experi enced, independent insurance
consultant to help you choose the best-fit domicile and
maintain an operating strategy that ensures both initial
and continued success. 
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