RRG PRELIMINARY MEMORANDUM

RRG Preliminary Memorandum

An RRG Preliminary Memorandum is developed by the domestic state for a risk retention group (RRG) upon approving
the initial licensing of the RRG. The information in this document will serve as a summary of key considerations in
assessing and approving the license. The information will also serve as the base for developing an Insurer Profile
Summary (IPS) once the RRG begins writing business and files its annual statement. The role of the RRG Preliminary
Memorandum is for both internal communication within the domestic state and for external communication with other
states in which the RRG is authorized to register and has submitted a registration form. In accordance with the federal
Liability Risk Retention Act (LRRA) a non-domestic state must rely on the domestic state to approve which states the
RRG may write in. The non-domestic state does not perform their own review of the application for licensing in the
domestic state but relies on the information in the RRGs registration form and communication from the domestic
regulator. The RRG Preliminary Memorandum is not required, however, its use can help improve transparency and
communication between regulators and reduce potential delays in registration. Additional recommendations regarding
transparency and communication can be found in the RRG best practices and frequently asked questions documents on the
Risk Retention Group (E) Task Force website.

A template that can be used to develop the RRG Preliminary Memorandum is provided below; however, the actual form
and content should be determined by each respective state.
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State Contact
List here

List States Where Approved
to Write Business
List all approved states here

Accounting Standard
GAAP, modified GAAP, SAP

Captive Manager
List name here

List key contact here
List phone here

List email here

Contact at Insurer
List name here
List phone here
List email here

XX DEPARTMENT OF INSURANCE
RRG PRELIMINARY MEMORANDUM
COMPANY NAME
Date of Review

BUSINESS SUMMARY

Provide a brief description of the risk retention group (RRG) and a summary of the
business operations of the RRG. Consider inclusion of the following.

e Purpose of the RRG and the benefits gained by creating the RRG (i.e., is it
meeting a need not met in the commercial market, formed by a promoter
looking for a group, etc.).

e Describe the approved coverages and comment on their compliance with the
LRRA. Include policy limits and net retention.

e Describe the ownership structure and/or key members, association, or sponsor.

e Describe the capital structure of the RRG. Include minimum capital and
surplus requirements, use of letters of credit, surplus notes, ability to raise
additional capital, etc.

e Comment on how the business is produced (i.e., direct writings, agent(s),
managing general agent (MGA), managing general underwriter (MGU)).

GOVERNANCE

Discuss the makeup of the board of directors and other oversight considerations
including compliance with governance requirements in the Model Risk Retention Act
(#705).

Discuss if the RRG is MGA or producer controlled.

Discuss service providers used.

Confirm background checks were done.

PROFORMA FINANCIAL SNAPSHOT

Proforma financial data may be summarized in a narrative format, chart format, or a
combination. Information may include key financial statement items and/or key
ratios. Sample data is shown below but the format, number of years of data, line
items and ratios included should be customized. Consideration should be given to
what information provides the most insight for the newly formed RRG. Information
related to the feasibility study, including who performed the study may also be
included.

Assets and Liabilities

Years Ended December 31 20XX 20XX
Total Invested Assets 219 253
Other Assets 111 131
TOTAL ASSETS 330 384
LIABILITIES

Insurance reserves, net 97 95
Other liabilities 169 193

TOTAL LIABILITIES 266 288




AREAS OF INTEREST

Capital and Surplus 64 96
TOTAL LIABILITIES AND C&S 330 384
Operations 20XX 20XX
Premiums, net 218 233
Investment income (net of gains/losses) 1 8
Other income 0 0
Total revenues 219 241
LOSSES, BENEFITS AND EXPENSES

Incurred losses, net 177 157
Expenses 77 80
Total losses and expenses 254 237
Other 0 2
NET INCOME (35) 2

Provide a brief summary of the following items when applicable or noteworthy.

Reinsurance
Investment policy
Related Parties

Restrictions or special requirements such as permitted practices

Additional details for coverages that require special underwriting, discounting and tail coverages

Other

IMPACT OF HOLDING COMPANY ON INSURER

Summarize the evaluation of the impact of the holding company system on the domestic insurer. Or state that the RRG is
not part of a holding company group. The summary should include whether a disclaimer of affiliation or any other

exemption or waiver related to holding company requirements has been granted, and the rationale for the determination.

KEY RISKS AND SUPERVISORY PLAN

Summarize key risks identified and/or items that require further monitoring by the analyst or specific testing by the
examiner. In addition, indicate if the Company is or should be subject to any enhanced monitoring, such as monthly
reporting, a targeted examination or a more frequent exam cycle. Key risks may relate to the areas of interest above or

may be separate considerations. Information should be brief and include prospective considerations.

Document the date of the first expected examination and the planned examination cycle.

Analysis Follow-Up

Examination Follow-Up
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