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Insurance companies, including captives, are 
built to succeed. It would be hard to imagine 
any company business plan drafted to dictate 
failure. Every entrepreneur, every start-up, 
every business owner plans to succeed. But, 
it doesn’t always turn out as planned. Often, 
the enthusiasm for a new venture blinds com-
panies and their owners from the potential 
pitfalls. 

As every smart contracts lawyer will advise 
clients, “If you read nothing else in the con-
tract, read the ‘divorce’ clause.” That said, it 
is important to also recognize that there is op-
portunity in failure. In this article, we will ex-
plore the reasons that a company decides to 
eliminate business or enter runoff, and how to 
find opportunity in that decision. 

The list of issues that can lead to companies 
“divorcing” themselves from business, in 
whole or in part, is long and grows longer each 
year. Frequently, those issues include errone-
ous underwriting assumptions, poor claims 
handling, and gaps in reinsurance coverage. 
But, those issues that cause companies to 
eliminate business can also include non-
insurance-related issues like fraud, redundancy 
in the number of captives caused by merger or 
acquisition, a managing general agent (MGA) 
overpromising and underperforming, systems 
issues, a change in business direction, or, sim-
ply, owners looking for collateral relief from 
fronted captive programs. 

Dealing with Runoff

Like death and taxes, there is certainty in run-
off business. Once a book of business is placed 
into runoff, the owners of the business can 
count on several things happening. First, the 
unearned premium is likely uncollectible when 
the policies are canceled hastily in midterm and 
placed in runoff mode. This may also lead to 
difficulty in collecting the cash on any out-
standing premiums. Second, the established 

Editor’s Note: Runoff of insurance company busi-
ness is not often discussed and even more rarely 
in the captive trade. Following are some thoughts 
on that subject by Stephanie C. Mocatta, presi-
dent and CEO, SOBC Corp., and Thomas F.X. 
Hodson, managing partner (CT), JLT Towner 
Insurance Management.
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reserves are likely understated in an effort to 
conserve capital. A full ground-up review is 
necessary to validate and reestablish the case 
reserves and additional case reserves to get a 
true picture of the company’s liabilities. Any re-
insurance on the program will be less support-
ive, including a reinsurance broker that may 
disappear. The previously “fully performing” re-
insurer may now ask questions about the 
claims, push back on the presentation of the in-
voice, invoke the “Inspection of Records” 
clause and other tactics designed to stall the 
payment of reinsurance recoverables. 

Over time, the business owner may find that 
the business is now offshore and relegated to 
the broker’s discontinued unit—and new fees 
are requested to deal with the collections. 
Finally, other, non-insurance, collateral dam-
age often includes the loss of key staff as they 
head back to the “live” business, as well as a 
general increased regulatory scrutiny over the 
whole company.

So, where is the “opportunity” in runoff? The 
opportunity is in managing the outcome to 
minimize risk exposure and maximize the re-
coupment of capital. To do this, it is important 
to tear up the old business plan and draft a 
new one that focuses not on revenue and 
profit, but on minimizing the loss, operating 
costs, and the timing of runoff, while ensuring 
the policyholders and customers are treated 
fairly. This is no longer a company, but a bal-
ance sheet—and should be treated as such. 
The first step in developing the “new” busi-
ness plan should include engaging a runoff 
professional, to help design and manage a run-
off program that achieves the goals of the 
company in ridding itself of the unwanted and/
or unprofitable business. The runoff profes-
sional will have tools and expertise available 
to help manage costs, reduce exposure, and 
maximize the return of capital. 

The effective runoff of insurance business 
necessarily includes the quick settlement of 
claims. Often, when business is unwanted or 
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underperforming, companies lose focus and 
desire to appropriately manage claims, allow-
ing them to languish. Runoff professionals 
are skilled at identifying claims that are ripe 
for settlement and closure, cutting off expen-
sive legal and management costs, bringing fi-
nality, and allowing for the speedy collection 
of recoverable reinsurance. Next, reinsurers 
should be engaged to explore commutation 
of operationally expensive treaties especially 
if there are recalcitrant or troubled reinsurers 
on the reinsurance program(s). The realiza-
tion of the reinsurance asset provides much 
needed cash flow for the runoff model while 
minimizing the impact on surplus through a 
successful commutation.

An Example: Connecticut

In Connecticut, a new innovation in the run-
off management tool box has recently been 
created. As Commissioner Katharine L. Wade
announced in late May, SOBC Insurance 
Company was licensed as the state’s first 
sponsored (cell) captive insurance company. 
The sponsored captive structure allows 
SOBC to segregate portfolios of runoff busi-
ness, keeping separate the liabilities on par-
ticular books of business. Further, this struc-
ture allows flexibility in how the company 
designs runoff programs. 

The motivation and desired outcome of every 
company divesting itself of unwanted or un-
profitable business is different. Some compa-
nies want to be rid of the business as quickly 
as possible, allowing for a straight novation of 
liabilities into a cell. Other companies may re-
quire a reinsurance of just the loss portfolio, 
particularly where novation is impossible due 
to a significant number of policyholders. Final-
ly, some companies are interested in sharing 
in the results of the runoff, particularly where 
there is uncertainty in the true state of the re-
serves or even the assets—these can include 
future potential collections or physical proper-
ty that is notorious difficult to value (and can-
not be used for paying claims!). 



The sponsored captive concept allows for the 
“divorcing” company to share in the owner-
ship of the cell and, thus, any potential upside 
derived from the settlement of liabilities. The 
innovative structure of SOBC Insurance Com-
pany allows for a tailored approach to runoff 
that suits a variety of desired outcomes. 

Conclusion

To bring this opportunity back to earth, just 
remember, runoff is hard, regardless of the 
circumstances. The key is in finding the right 
solution. ■
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