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Captives Overview 

Why form the Captive? 

Risk management evolution 
Manuscripted policies-useful in 

energy niche 
Direct access to reinsurance 
Economic value accretion – tax 

neutral since inception 
Set deductibles – drives risk 

management culture at business 
units 

Some insurance outside of captive 

How the Captive Fails? 

Not effectively operated as an 
insurance entity  
Third party business failures 
Investment and counterparty 
risks 
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Our Business Model 

Valhi 

EWI Re, Inc. 

Tall Pines 
Insurance 

Company (TPIC) 
AM Best “B++” 

Diversified 
holding 

company 

• Titanium Dioxide 
• Steel Products 
• Waste Disposal 
• Component Parts 

Sales and 
Revenue • ~ $2.0 Billion 

Employees • ~8,100 (all 
entities 

Locations 
• Dallas Based 
• 5 Countries: US, 

EU, Canada 
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Founded in 1837, by a blacksmith from Vermont

Worlds leading provider of Agricultural …
Major provider of Construction …
Leading manufacturer of off-highway diesel engines
One of largest equipment finance companies in US 
Key investor in alternative energy sources such as …
	Wind energy
	Water technologies




TPIC – Evolution of Progress 
1984- 
• Re-

domesticated 
from Bermuda to 
Vermont 

2004- 
• Merged two VT 

based captives 
Valmont and Tall 
Pines into Tall 
Pines 

2006- 
• Obtained 

AM Best 
Rating 
“B++” 

2013 - 
• The potential of setting up a foreign domiciled 

captive (TPIC Europe) to minimize fronting costs  
• special “one off” policies 

• Appeal Bond 
• Potential group life, LTD and ADD utilization 
• Looked at capital markets product - Gulf ILW for 

Gulf wind risks  

250,000  

8,300,000  

FY 1984 FY 2013 

TPIC 
Capital and Surplus 

CAGR 
+12.6% 
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TPIC Business Strategy 

• Independent profit center 
• Fundamental premise – managed in 

manner consistent with external P&C 
companies 

• Managed on a ROE basis – capital 
management 

• Preservation of Capital 
• Business model is exclusively focused 

on internal risks at this point 
• Experience with third party assumed 

business was poor (early 80’s) 
• Placement strategy (reinsurance or 

primary insurance) is based on market 
conditions 

• Periodically examine potential to 
retain more risk within the captive 

Differentiators 

Embedded loss control, 
claims, legal and 

insurance 

All risk management 
activities for disparate 

business units are 
centralized into one 

cost center 

Cost of Risk metric 
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TPIC- Key Exposures  
Plant/Industrial 
Fire 
•GL and Property loss 
triggers –all reinsured 
•WC and GL dual 
trigger losses 

Reinsurance credit risk 
•Uncollectible reinsurance 
from deterioration in the 
global financial markets 

Terrorism profile 
•Low profile exposures 
globally 

Credit counterparty risk 

Investment volatility 

Enterprise Risk Management 
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Capital Management Philosophy
Seek optimal risk adjusted returns on capital
Credit – rigorous Security vetting 
Diversification and credit focus (for fixed income)
Reserves – ongoing review




TPIC- Business Model 

Global Property 
Global Casualty 
Avoid WC 
No third party 
business (legacy) 
Property/Casualty 
Opportunistic (Bond 
Story) 

CAT Modeling/DFA 
Balanced Program 
(US/UK/Bermuda) 
VT approved RI 
Risk Transfer 
Analysis 
Strategic Partners 
EWI Re (UK) 

Foreign Risks-
locally admitted 
Reinsurance 
Placement 
Claim recoveries – 
cash call process 
TPA’s  
Claims In-take 
RSG Claim 
database 
Forensic 
accountants (BI –
Rita) 

Reinsurance 
Overview 

Reinsurance  
Process Risk into Captive 
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TPIC- Reinsurance Security  

We continue to look at ways to optimize the captive as a global risk 
management tool 

 
 
 
 
 

  
•Reinsurance strategy 
• EWI has a longstanding Security Committee that vets all reinsurers  (minimum 
requirements are AM Best “A-”, Class VIII) 

•VT DOI approved list 
•Proactive controls during financial crisis 

•Commutations used strategically to unwind credit risks if an above 
average insolvency risk is perceived 

•Bias towards approving new markets slowly 
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Energy Industry Indicators  
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Oklahoma Energy Production Rankings 

2,200  

2,261  

2,625  

2,723  

2,747  

2,841  

3,858  

3,976  

10,353  

12,582  

New Mexico 

California 

Oklahoma 

Colorado 

Kentucky 

West Virginia 

Pennsylvania 

Louisiana 

Wyoming 

Texas 

(trillion Btu) 
4,150  

5,404  

5,797  

5,972  

9,155  

10,326  

16,791  

17,227  

28,927  

89,079  

Kansas 
Wyoming 
Colorado 
Lousiana 

New … 
Oklahoma 

Alaska 
California 

North … 
Texas 

(thousand barrels) 
490,393  

539,860  

1,146,168  

1,215,773  

1,709,376  

2,022,275  

2,023,461  

2,256,696  

2,955,437  

7,475,495  

Utah 
West Virginia 

Arkansas 
New Mexico 

Colorado 
Wyoming 

Oklahoma 
Pennsylvania 

Louisiana 
Texas 

 
 (million cu ft) 

4th largest Gas Marketed 
Production State in the U.S. 

5th largest Crude Oil 
Production State in the U.S. 

7th largest Total Energy  
Production State in the U.S. 

Sources: http://www.eia.gov/state/rankings/  12 



Energy Industry Presenting Opportunities for Captives  

Sources: 1)http://www.oerb.com/careers/tabid/54/default.aspx 
                 2) http://www.oerb.com/Portals/0/docs/2012%20OERB%20Economic%20Impact%20Study%20FINAL.pdf 
                 3) US Department of commerce. Updated through 2011.  
              

1% 

8% 

U.S Energy Industry Oklahoma Energy 
Industry 

17% 

83% 

Jobs supported by energy industry 
Jobs supported by other industries 

Energy Industry                     jobs in                    years +12,000 2 

Comparative Analysis of Total 
GDP Derived from Energy Industry  

Comparative Analysis of Jobs 
supported by Industries in Oklahoma  

X 8 
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Catastrophe Overview 

Sources: http://www.greenbiz.com/blog/2013/06/05/how-investors-can-help-avert-climate-catastrophe 14 



15 Source: Geo Risks Research, NatCatSERVICE – As at January 2013 

2013 Catastrophe Overview 
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US Population Concentrations 

Source: http://www.census.gov/geo/maps-data/maps/pdfs/thematic/us_popdensity_2010map.pdf 
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US Census changes Movement towards Water 

Presenter
Presentation Notes
Lets consider just one of those possible causes and how it can relate to increases in the total loss trends we are seeing in the US.  Population is measurable and density changes tracked.  This map from the US Census Bureau shows an exit of people from 2000 to 2010 from traditionally rural areas to more populated counties.
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US Population Density Risk 

Source: Matthew Ericson, Joe Burgess and Bill Marsh/New York Times – “Where to Live to Avoid Natural Disaster” 
April 30, 2011 

Presenter
Presentation Notes
The previous maps showing population density correlates to increased values at risk when you consider where severe weather tends to occur in the US.  Here we see the results of a study showing high density areas in relation to severe weather exposure.  Disturbingly, you see a development of conurbations (a large densely populated urban sprawl formed by the growth and coalescence of individual towns or cities) in these higher risk areas as denoted here by the larger circles.
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Possible Causes Increased US CAT Losses 

•Rise in US population (9.7% increase from 2000 to 2010) 
•Increased standard of living  
•Concentration of people and values (urban sprawl) – “50% 
within 50”  
•Settlement in and industrialization of extremely exposed 
regions  
•Increasing insurance density (more people are buying 
insurance in a market) – global trend 
•Change in environmental conditions & reduction of wetlands 
•Huge increases in residential and commercial development 
along the coasts 
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Tornado and Hail - US 

•Severe thunderstorms resulted in $16.3 BN in overall losses and $10.3 
BN in insured losses in 2013. 
•Thunderstorms accounted for 80% of the total US $12.8 BN in insured 
losses in 2013 for all catastrophes. 
•There were 943 tornadoes in 2013: 

Oklahoma - 79 
Texas – 78 
Illinois – 69 
Nebraska - 65 
Kansas - 58 
Missouri - 54  

•In 2013, 53% of tornadoes occurred in May, June, and November. 
•60% of hailstorm activity occurred in May, June, and July. 
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Tornado and Hail Dynamics 
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Tornado Risk Map 

Source: http://www.crisishq.com/why-prepare/us-natural-disaster-map/ 
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U.S. Tornadoes in 2013 

*Through Dec. 31, 2013. 
Source: NOAA Storm Prediction Center; http://www.spc.noaa.gov/climo/online/monthly/2013_annual_summary.html#  

http://www.spc.noaa.gov/climo/online/monthly/2013_annual_summary.html
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U.S. Hailstorms in 2013 

*Through Dec. 19, 2012. 
Source: NOAA Storm Prediction Center; http://www.spc.noaa.gov/climo/online/monthly/2013_annual_summary.html#  

Presenter
Presentation Notes
http://www.spc.noaa.gov/climo/online/monthly/2013_annual_summary.html#
Go to the above address and click on the top on “Large Hail”.
In 2013 there were 5,457 “Large Hail” reports.
Must be updated with above data.


http://www.spc.noaa.gov/climo/online/monthly/2013_annual_summary.html
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U.S. Thunderstorm Loss trends Annual Totals 
1980-2013 

 
Source: Property Claims Service, MR NatCatSERVICE 



Contact 

Steve McElhiney, CPCU 
CEO 

EWI Re, Inc. 
5430 LBJ Freeway, Suite 1595 Dallas, TX 

75240 
(972) 560-0675 

smcelhiney@ewirisk.com 

LinkedIn:  http://www.linkedin.com/pub/steve-mcelhiney/0/a56/98 
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