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Matilda Sanders 

From: Mary Davis [MD@beggslane.com] 

Sent: 
To: Filings@psc.state.fl.us 

Wednesday, March 14,2007 11 :53 AM 

cc: Larry Harris; Michael Cooke; Chuck Hill; Tim Devlin; jmcwhirter@mac-law.com; Charles Beck; 
swright@yvlaw.net; javier.portuondo@pgnmail.com; alex.glenn@pgnmail.com; john.burnett@pgnmail.com; 
Lewis Jr, Paul; jbeasley@ausley.com; natalie-smith@fpl.com; john-butler@fpl.com; bill-feaster@fpl.com; 
John Slemkewicz; Cheryl Bulecza-Banks; Marshall Willis; Jeffrey Stone; Russell Badders; Steven R. Griffin 

07001 1 -El -Gulf Group Captive Subject: 
Attachments: DN 07001 1 Gulf Group Captive.PDF 

A. Susan D. Ritenour 
Gulf Power Company 
One Energy Place 
Pensacola, Florida 32520-0780 

SDRlTENO@southernco.com 
(850)444-623 1 

B. 
228.1, 228.2 and 228.4 

Docket 07001 l -El  - In re: Proposed Amendment of Rule 25-6.0143, F.A.C., Use of Accumulated Provision Accounts 

C. Gulf Power Company 

D. Document consists of 2 pages 

E. The attached document is Gulf‘s background information on group captive 

Mary E. Davis 
Legal Secretary to Jeffrey A. Stone 
and Russell A. Badders 
Beggs & Lane 
501 Commendencia Street 
Pensacola, FL 32502 

Fax (850)469-3331 
md@beggslane.com 

(850)432-245 1 

31 1 412 007 



Susan D. Ritenour 
Secretary and Treasurer 
and flegulatory Manager 

One Energy Place 
Pensacola, Florida 32520-0731 

Tel 850.444.6231 
Fax 850.444.6026 
SDRITENO@southernco.com 

March 14,2007 
GULF k \ 

POWER 
A SOUTHERN COMPANY 

Mr. Larry Harris 
Florida Public Service Commission 
2540 Shumard Oak Boulevard 
Tallahassee, Florida 32399-0850 

Dear Mr. Harris: 

Re: 
of Accumulated Provision Accounts 228.1,228.2, and 228.4 

FPSC Docket No. 07001 1-EI, Proposed Amendment of Rule 25-6.0143, F.A.C., Use 

The attached document includes background information on a group captive. Gulf files this 
document as support for our inclusion of item (e) 1 1 .  (cost of commercial insurance for a 
utility's transmission and distribution facilities or cost to fund other programs, such as a 
cooperative risk sharing plan or pooled reserve among other investor-owned utilities) in our 
specific preliminary comments to Staffs proposed rule amendments filed February 14, 
2007, in red-line strikeout format. 

Sincerelv, 

rj m 
cc: Blanca Bay0 

Cheryl Bulecza-Banks 
Michael Cooke 
Tim Devlin 
Chuck Hill 
John Slemkewicz 
Marshall Willis 
James D. Beasley 
Bill Feaster 
Beggs and Lane 

Jeffrey A. Stone, Esquire 

John McWhirter 
Charles Beck 
Schef Wright 
Javier J. Portuondo 
Alex Glenn 
John Burnett 
Paul Lewis, Jr. 
Natalie Smith 
John Butler 

FPSC-COMMtSSIGN CLERK 



Group Captive - is an insurance company created by a group of non-insurance companies to 
provide a vehicle to meet a common insurance need. In a possible scenario that might be used to 
address a lack of reasonably priced commercially available insurance products for portions of 
utility property, the group captive could be further defined as an industry mutual insurer, which 
is jointly owned by its member utilities. For example, the electric and gas utility industry has a 
very successful track record with industry mutual insurers over several decades and is currently 
served by three major industry mutual insurers (NEIL, Aegis, EM).  As an example of a new 
industry sponsored mechanism to meet an insurance need, a possible distribution insurance 
facility could be created as an offshoot of Aegis. 

A key issue with captive insurers is that they are simply conduits for risk -- unless risk is further 
placed from the captive (e.g. through reinsurance) it remains with the owners. This feature 
means that there is potential for volatility in the premiums paid by the members of the captive. 
For example, the claims experience during certain periods may cause the reserves of the captive 
to fall to the point where a special assessment must be paid by the members. Despite this 
potential for volatility, there are a number of commercial advantages in using captives to provide 
a reasonable means of risk management when compared to the conventional insurance market: 

0 Broader coverage. Group captives or industry mutual insurers typically provide broader 
coverage tailored to the needs of the member insureds. Such is the case with our current 
industry mutual insurers which provide the broadest coverage available to our industry 
today. 
Flexibility. When the commercial insurance market is soft, the captive can take advantage 
of the low rates by reinsuring a relatively large proportion of its risks. The low cost of 
reinsurance allows the captive to build its reserve base. When the market hardens, the 
captive is able to retain a larger proportion of its risks, and can maintain cover for its 
member insureds even when commercial insurance is unavailable or prohibitively 
expensive. 
Claims management. The process of making a claim from a third party insurer can be 
long, costly and at times adversarial. Where the insurer is a captive, the claims handling 
procedures can be dictated by management, cutting down on the delays and bureaucracy 
that are often a necessary part of the claims handling procedures of commercial insurers. 
Underwriting experience benefits. Captives generally retain a portion of the overall risk 
and reinsure the remainder. For this reason, when claims experience is better than 
anticipated, the excess of net premiums over claims is retained by the group. The 
reinsurance taken out by the captive is tailored to minimize the group's exposure where 
claims experience is worse than projected. 

0 

Examples of the types of risk that a captive can underwrite include property damage, public and 
products liability, professional indemnity, employee benefits, employers' liability, motor and 
medical aid expenses. Captives have become an increasingly important component of the risk 
management and risk financing strategy of many corporations and industries. A number of 
reasons have driven the growth in the use of captives: 

0 

0 

0 

0 

0 

Heavy and increasing premium costs in almost every line of insurance coverage. 
Difficulties in obtaining cover for certain types of risk or situations where the coverages 
offered are overly restrictive. 
Differences in coverage in various parts of the world. 
Inflexible insurer rating structures which reflect market trends rather than individual loss 
experience. 
Insufficient credit for deductibles and/or loss control efforts. 


