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RISK APPETITE 
&  TOLERANCE



RISK APPETITE SPECTRUM
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RISK TOLERANCE
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Measured as a % of :

√ Retained Earnings

√ EBITDA

√ Net Cash Flow

√ Unique Industry/Organization KPIs

The ultimate decision is tempered by individual company philosophy, risk 
tolerance, business development goals, shareholder expectations, etc.
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IDENTIFICATION OF RISK PROGRAM
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CAPTIVE 
BASICS
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WHAT IS A CAPTIVE

A licensed insurance 
company owned and 
controlled by those it 
insures

Insures or reinsures the risk of 
its parent(s) or affiliated 
companies

Formalized mechanism to 
finance self-insured risk
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Financing
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TYPES OF CAPTIVES
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WHY ARE CAPTIVES FORMED?

Capacity
Access to reinsurance 

Control
Management of claims
Program design 

Commercial
Affinity programs

Extended warranties

Coverage
Fill coverage gaps

Exclusions for difficult risks

Captive
Strategic 
enabler

Cost
Leverage the market

Compliance
Legal and tax certainty 

Premium allocation 
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WHY CONSIDER A CAPTIVE?

Financial Control

• Potential short- and 

long-term savings

• Financial reward for 

being better-than-

average

• Capture investment 

returns

• Remove traditional 

insurer’s profit 

loading

• Ability to better 

manage premium 

volatility from year-

to-year

• Power to reduce 

costs over time by 

controlling losses

• Be rewarded for 

good loss 

prevention and 

claims management

Flexibility

• Ability to craft 

coverages to meet 

specific insured’s 

needs

• Options for 

customized value-

added services

• Insulated from 

market conditions; 

address insured 

needs, not the 

insurance market



Q & A

THANK YOU!


