State Licensing Handbook

Chapter 27

Risk Retention Groups and Risk Purchasing Groups
Risk Retention Groups

The U.S. Congress (Congress) enacted the federal Risk Retention Act (RRA) in 1981. This federal law enabled product
sellers to form risk retention groups (RRGs) to provide group self-insurance. RRGs are insurers licensed and fully
regulated in one state pursuant to that state’s laws. In the mid-1980s, general liability insurance premiums skyrocketed,
and certain lines were unavailable. Coverage for some classes of businesses was typically either unavailable or
extremely expensive for the desired limits and coverages. Congress intervened again in 1986, this time expanding the
RRA to permit RRGs to cover broader liability risks. The RRA is now referred to as the federal Liability Risk
Retention Act (LRRA).

Under the Model Risk Retention Act (#705), an RRG “registers” in non-domicile states and is then exempt from most
insurance laws in non-domicile states. RRGs are limited to providing non-workers’ compensation commercial lines
liability insurance to its members. All owners of an RRG must be insureds, and all insureds must be owners.

RRGs can be required by states to:

1.  Comply with the unfair claim settlement practices law.

2. Pay applicable premium and other taxes that are levied on admitted insurers and surplus lines insurers,
brokers or policyholders.

3. Participate in residual market mechanisms.

4. Register and designate the insurance commissioner as agent for service.

5. Submit to a financial examination in any state in which the group is doing business if:
a. The domiciliary insurance commissioner has not begun or refused to initiate an examination.
b. Any examination shall be coordinated to avoid unjustified duplication and repetition.

6. Comply with a lawful order issued in a delinquency proceeding commenced by the insurance commissioner
if there has been a finding of financial impairment or in a voluntary dissolution proceeding.

7. Comply with deceptive, false or fraudulent acts or practices laws, except if the state seeks an injunction
regarding the conduct, it must be from a court of competent jurisdiction.

8.  Comply with an injunction issued by a court of competent jurisdiction, upon a petition by the state insurance
commissioner alleging that the group is in hazardous financial condition or is financially impaired.

9. Provide the following notice, in 10-point type, in any insurance policy:

NOTICE

This policy is issued by your risk retention group (RRG). Your RRG may not be subject to all of
the insurance laws and regulations of your state. State insurance insolvency guaranty funds are
not available for your RRG.

A state may require that a person acting, or offering to act, as a producer or broker for an RRG obtain a license from
that state, except a state may not impose any qualification or requirement that discriminates against
a nonresident producer or broker.

Risk Purchasing Groups

The second type of entity allowed to operate under the RRA is a risk purchasing group (RPG). RPGs are vehicles for
any insurer to market on a group basis, with the ability to discriminate as to rates for those groups. But as with RRGs,
RPGs are only allowed to place liability coverage. RPGs are formed so that similar risks may pool purchasing power.
RPGs are purchasing entities, not insurers, and are not generally subject to state insurance laws.
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Insurance departments generally do not actively regulate RPGs. The insurer writing for an RPG is subject to all
insurance laws, with few exceptions. The transaction of insurance for an RPG in a state generally follows a traditional
transaction based on the form of the insurer in relation to that state. Hence, if the insurer is licensed in the state, then
producer licensing and, if applicable, appointment procedures apply. If the insurer is a writer of surplus lines, then the
traditional surplus lines producer licensing rules apply. As with RRGs, a state may require that a person acting, or
offering to act, as a producer or broker for a purchasing group obtain a license from that state. A state may not impose
any qualification or requirement that discriminates against a nonresident producer or broker.
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