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Bob Gagliardi and David White of AIG Global 
Risk Solutions review how companies in Latin 
America can benefit from captives.

The Latin American region has received 
considerable attention from the business 
community searching for growth. The insurance 
industry is no different as carriers develop more 
presence in this region. 

The captive insurance industry has developed 
over the last fifty years, particularly in the US 
and Europe in response to commercial markets 
of limited capacity and high prices. It is likely that 
over time, the Latin American insurance market 
will experience similar cycles. Companies with a 
long term view and the capital to withstand some 
volatility should consider a captive. 

Captives operate in much the same way as 
commercial insurance companies do. The captive 
accepts risk, receives premium, and is obligated 
to pay losses incurred in accordance with an 
insurance policy.

Captives in Latin America – Who?

The successful operation of a captive depends 
upon many factors, including:

Long term senior management commitment 

Captive ownership should be viewed as no less 
than a five year commitment. Given the initial 
costs, coupled with the possibility of suffering 
initial larger-than-expected losses, no less than 
five, and preferably a 10-year horizon should be 
used. 

Strong and capable ownership

However capable the manager of the captive, it 
is ultimately the assets of the owners that are at 
risk. The captive manager will provide services 
and advice to the captive owner. However, it 
should be emphasised that the owner must make 
the major decisions, such as coverage terms and 
retention levels. 

Sufficient annual premiums 

Given the financial commitment required for 
the formation and annual operating costs, it is 
generally acknowledged that a company should 

be paying in excess of US$1,000,000 annually 
for total insurance costs. 

Management of loss control 

The financial viability of a captive will ultimately 
rest with the ability of the owners to control losses, 
so a commitment to controlling potential claims 
and losses is essential. 

Financial security of insurance partners 

Critical to the success of the captive is engaging 
third party insurance partners who have 
demonstrated a solid financial foundation and 
expertise in their respective industries. This is 
especially true of the fronting company and the 
reinsurers in the local country.

We have been receiving more and more inquiries 
from companies in the region interested in a 
captive program. Conversations with their risk 
management personnel are revealing that these 
companies have the sufficient size and more 
importantly, the sophistication to make a captive 
program work. With operations in 15 countries 
and over 3,500 employees serving the region, 
AIG is well positioned to help clients assess and 
implement a captive program.

Captives in Latin America – Why?

The commercial insurance market in Latin America 
is quite different than the market in North America. 
The property market in Latin America represents 
a much larger proportion of insurance premiums 
than in North America where liability lines 
produce greater premium.  Property coverage can 
be somewhat more difficult to manage in a captive 
as it is often more volatile than liability, but many 
captives do successfully cover property over the 
long-term. 

Regardless, the benefits for a Latin American 
company owning a captive are no different 
from companies in other regions. A captive is a 
financial management tool. The captive owner(s) 
can design and price coverages to fit exposures 
and reduce the total cost of risk.

Underwriting profits

A captive that produces underwriting profits will 
result in a lower ‘total cost of risk’ for the company. 
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Therefore, a captive facilitates discipline and motivation to 
reduce insurance costs through greater risk retention resulting 
in premium to captive, and promoting loss control and 
improvements in claims management. 

Coverage flexibility

A captive can provide coverage that may be unavailable or 
too expensive in the traditional insurance market. In addition, 
the captive can offer a company added flexibility as terms and 
conditions of coverage can be tailored to specific requirements.

Direct access to reinsurance markets

As an insurance entity organized and regulated in accordance 
with the applicable statutes of its domicile, a captive gains 
access to the worldwide reinsurance marketplace. This access 
may enable a captive to negotiate terms or access capacity not 
available in the primary insurance market.  

Taxation

A captive may allow for the accumulation of underwriting 
profits in a tax efficient manner. However, outside tax counsel 
must be consulted in order to gain a full understanding of the tax 
implications, as regulations vary widely by country and some 
common captive jurisdictions are viewed as tax havens in some 
Latin American countries.

Captives in Latin America – How? 

A captive can either provide reinsurance for a fronting insurer 
or write coverage directly to the insured. Under a fronted 
arrangement, a licensed insurer issues the policy directly to 
the owner (insured) and then reinsures a portion (or all) of the 
risk to the captive. The majority of captives in Latin America 
are fronted, as regulations in many countries require a locally 
admitted carrier to issue the policies.

In addition to wholly-owned captives, there are also ‘rent-a-
captives’ that allow clients to utilize a ‘cell’ within an existing 
captive facility. A cell offers the many benefits of a captive 
without the full operating costs of a standalone captive. AIG 
currently has cell facilities available for rent in both Bermuda 
and Vermont.

The key benefits of using a cell include quick formation and 
minimal start-up costs, enhanced management and control 
over losses, potential for sharing in underwriting and investment 
profits. Assets and liabilities of each rent-a-captive cell are 
legally segregated, and a cell can easily be converted to a 
standalone captive.

A captive manager or other consultant can provide a captive 
feasibility study to help a company determine if a captive 
insurance subsidiary would be of benefit. This study provides a 
full analysis of the captive alternative, including a review of the 
client’s loss history, an assessment of coverages and retentions, 
structure of the captive and a domicile comparison.

Captives in Latin America – Where? 

Selecting a domicile for a captive depends upon a number of 
factors, but we like to think of it as taking a ‘TRIP’:

•	 Taxes – the tax implications for a captive owner can be 
very significant, and each Latin American country has its 
own regime which must be evaluated.

•	 Regulation – a strong captive domicile will effectively 
balance flexibility with certainty.

•	 Infrastructure – established domiciles typically have 
stronger infrastructure such as law firms, captive managers, 
and audit firms.

•	 Price – the cost and ease of doing business in the 
domicile must be considered. 

Captives in Latin America – When?

The time is now. While a captive may generate the most 
value during a hard market, it can still serve a purpose in a 
soft market. The captive industry is no longer just a response 
to hard markets. The modern captive industry works with 
traditional carriers to balance levels of risk transfer and risk 
retention. In addition, planning and forming a captive takes 
time, so having a captive in place and operational before 
a hard market hits can help a risk management team to add 
value to their company.
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For more information, please visit  www.aig.com/captives, or contact:

Bob Gagliardi at 802.419.1234 or  
robert.gagliardi@aig.com 

David White at 802.419.1211 or 
david.white@aig.com 
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American International Group, Inc. (AIG) is a leading global insurance organization serving customers in more than 100 countries and jurisdictions. AIG companies serve 
commercial, institutional, and individual customers through one of the most extensive worldwide property-casualty networks of any insurer. In addition, AIG companies are 
leading providers of life insurance and retirement services in the United States. AIG common stock is listed on the New York Stock Exchange and the Tokyo Stock Exchange.

Additional information about AIG can be found at www.aig.com | YouTube: www.youtube.com/aig | Twitter: @AIGinsurance | LinkedIn: www.linkedin.com/company/aig

AIG is the marketing name for the worldwide property-casualty, life and retirement, and general insurance operations of American International Group, Inc. For 
additional information, please visit our website at www.aig.com. All products and services are written or provided by subsidiaries or affiliates of American International 
Group, Inc. Products or services may not be available in all countries, and coverage is subject to actual policy language. Non-insurance products and services may be 
provided by independent third parties. Certain property-casualty coverages may be provided by a surplus lines insurer. Surplus lines insurers do not generally participate 
in state guaranty funds, and insureds are therefore not protected by such funds. Insurance coverage is account specific and is governed by actual policy language. 
This presentation does not constitute an offer to sell any of the insurance coverage or other products or services described herein. We do not provide legal, credit, tax, 
accounting or other professional advice, and you and your advisors should perform your own independent review with respect to such matters as they relate to your 
particular circumstances and reach your own independent conclusions regarding the benefits and risks of any proposed transaction or business relationship.

©American International Group, Inc. All rights reserved.   SP0961L 03/15

www.aig.com
www.youtube.com/aig
https://twitter.com/@AIGinsurance
www.linkedin.com/company/aig

