Performa provides newly formed
and small to medium-sized US
captives with the opportunity to
take advantage of the style of
iInvesting and measurable returns
that are traditionally the reserve
of larger scale entities. David
Kilborn spoke to US Captive
about the firm’s fund approach.

erforma has been providing captive asset management
services for the past 22 years, with its fund approach providing
a compelling proposition to smaller scale and start-up captives

that are looking to maximise their investment returns. Founded in
Bermuda, Performa opened two local US offices in Burlington and
Charleston a few years ago. Having spent the past two years building
up their presence in the States, the firm has strong ambitions to
spread its footprint domestically in the US by promising to deliver
further high-value investment options to the US captive market.

David Kilborn, CFA, president and chief investment officer at the
firm, talked US Captive through the challenges facing smaller captives
in the asset management space and the opportunities associated with
teaming up with Performa.



“When you consider a captive’s capital position—whether the captive is a
start-up, an 831b captive, or still in the initial stages of its life cycle phase—
it takes some time to get comfortable with the underwriting experience and
building a consistent loss history. No matter the nature of the captive, there
is always a waiting period before one is able to project future surplus levels

with any confidence. In many cases, captive owners wait until that point
before figuring out investment strategies,” he said.

“Generally, this makes captives wary of the markets. Owners typically
stay in cash or very conservatively invest in the bond market. They
tend to pursue investment allocations through investment methods
and vehicles that have been around for years in the captive industry
but manifested from financial offerings that were all bundled and the
investing piece looked like the high net worth market.
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Performa

“That style currently tends to produce little in terms of return.
The approach is understandable because the institutional market,
largely, is shut to them. Whether it is because the captive’s portfolio
does not reach the minimum scale hurdles that large institutional
managers require or the manager does not see the captive industry
as scalable, captives end up with ill-fitting non-captive investment
programmes.

“And if they do find a broker or trust company that will take captive
insurer business, the management fees can layer up quickly or are
bundled with other products so they are not transparent. If all the
captive is doing is investing in cash or shorter maturity bonds, then
what little income that is earned in today’s environment is most likely
close to wiped out by fees. You could end up with a portfolio that is
losing money when you factor in inflation.”

The Performa solution

Performa has come up with a solution to the problems faced by
smaller scale and early captives. As Kilborn explained: “We spent
over a year looking at the problem. How does a smaller captive
access the traditional institutional market, especially in fixed
income? What are the common traits? On average, do they end up
with an actively managed portfolio that has liquidity while meeting
all their needs and providing some type of return beyond the fees
that are charged? Our research indicated that was not the case for
many captives.

“Our solution was to take a large, diversified bond fund that we
run for our offshore captives and create a vehicle available for the
domestic side. We felt that any captive, in any domicile, should be
able to access and benefit from the economies of scale that currently
exist. An institutionally priced, actively managed fixed income strategy
completely geared towards the needs of captives was not something
that was available onshore and it represents an effective way for US
captives to get their anchor exposure to the fixed income markets at
great value.

“To do that, it took time to build the right platform and work through a
myriad of regulatory hurdles. In many states, regulators limit exposure
to individual funds held in captive portfolios to around 10 percent, so
convincing people that holding 50 or 70 percent of the assets in one
fund is beneficial, is new. To spur regulator acceptance, we went to
the National Association of Insurance Commissioners (NAIC) and had
our vehicle rated,” he continued.

“We received an NAIC 1 rating which is the highest quality rating
used by state regulators and eats up the least amount of capital
required. We will continue to work with regulators across various
domiciles to gain acceptance of our approach. The goal is for all
state insurance commissions to look at the captive’s exposure to the
underlying bonds in the funds for regulatory purposes, instead of the






