
 

 

  
  

   
  

    
    

 
  

 

 
  
 
  

    
 

  

    

  
  

   

  

    
  
    

  
  

       

 

 
 
 

 
  

  
  

R.V.I. America Insurance Company 

Plan of Operations 

I. Introduction 

This Plan of Operations is for R.V.I. America Insurance Company, a property and casualty insurance 
company domiciled in Connecticut (the “Domestic Insurer”).  Capitalized terms used herein and not 
otherwise defined have the respective meanings ascribed to them in the Form A. 

The Applicants have no present plans or proposals to cause the Domestic Insurer to declare any 
extraordinary dividend or make other distributions, to liquidate the Domestic Insurer, to sell the 
assets of the Domestic Insurer (other than in the ordinary course), to merge or consolidate the 
Domestic Insurer with any person or persons or to make any other material change in the Domestic 
Insurer’s business operations, corporate structure or management.  Immediately following the 
Closing, the Domestic Insurer will continue to maintain its separate corporate existence and will 
continue its operations as currently conducted.  

The Applicants are open, in consultation with the Commissioner, to consider and implement modest 
and conservative growth and diversification opportunities complimentary to the residual value 
insurance business as such opportunities are identified.  Such opportunities may be used to 
strengthen the Domestic Insurer.  

The Applicants reserve the right to review any of the Domestic Insurer’s business, assets, corporate 
structure, dividend policy, capitalization, operations, properties, business policies, articles of 
incorporation, by-laws, management and personnel and, subject to applicable state insurance 
regulatory requirements, to make any changes that the Applicants deems appropriate in light of such 
review or future developments. 

II. General 

The Domestic Insurer is a licensed property and casualty insurer in all 50 U.S. states and the District 
of Columbia and engages in the business of underwriting, issuing and servicing residual value 
insurance policies. 

The Domestic Insurer is a direct, wholly owned subsidiary of R.V.I. America Corporation, a 
Delaware corporation, which is in turn a direct, wholly owned subsidiary of R.V.I. Guaranty Co., 
Ltd., a property and casualty insurance company domiciled in Bermuda (“R.V.I.G.”).  Each of the 
Domestic Insurer and R.V.I.G. has financial strength ratings of “A- Excellent” from AM Best and 
“BBB+” from S&P Global Ratings. 

The books and records of the Domestic Insurer are currently maintained at the Domestic Insurer’s 
main administrative office in Stamford, Connecticut.  The Applicants have no present plans or 
proposals to change the current location of the Domestic Insurer’s books and records. 

III. Residual Value Insurance 

The Domestic Insurer and R.V.I.G. specialize in underwriting residual value risks for clients in 
asset-based finance and securitization arrangements.  Residual value insurance insures the value of 
an asset at a stated date in the future, typically at the maturity of a financing or lease.  In providing 
residual value insurance, the Domestic Insurer targets assets with predictable secondary markets.  
Residual value insurance is currently the only line of business written by the Domestic Insurer.  

Residual value insurance protects the insured by insuring that a properly maintained asset or group 
of assets will be worth no less than a specified insured value at the termination of a lease or 
financing.  The policies are offered with varying degrees of residual value coverage with policy 



 

   
  

 

 

  
 
  

 
 

   
 
  

  
 

   
   

  
  
 

 

  
   

   
  

  

 
   

  
   

   
  

     

 
  

  

  

   
 

 

periods varying from one to twenty-eight years.  The Domestic Insurer markets business directly 
with the insureds and through insurance brokers. Residual value insurance is obtained for two 
purposes: asset protection and Financial Accounting Standards Board (“FASB”) coverage. 

Asset protection coverage provides protection for lessors and financial institutions from unexpected 
depreciation of an asset. 

FASB coverage also provides asset protection but only at the levels required to meet accounting 
requirements.  FASB coverage is structured to help lessors meet certain criteria related to ASC 842, 
“Accounting for Leases.”  Under this accounting standard, a lease is categorized as an operating 
lease based on certain criteria.  One such criteria requires finance lease treatment by the lessor if the 
present value of the minimum lease payments is 90% or more of the fair value of the asset at lease 
inception. The accounting rules require that a guaranteed residual value be treated as a minimum 
lease payment in the 90% test for the lessor, only if the guarantee is from an unrelated third party, 
and such party is financially capable of discharging the obligations. As a result, the lessor can 
achieve lease financing treatment, resembling loan accounting, for a transaction which would 
otherwise receive operating lease accounting. 

Underwriting guidelines include exclusions of certain types of assets and consideration of the 
availability of a secondary market for insured assets. 

The Domestic Insurer writes residual value insurance covering three primary physical asset classes: 
a) passenger vehicles; b) commercial equipment (including aircraft, rail, construction and materials 
handling equipment); and c) commercial real estate.  

IV. Underwriting 

The Domestic Insurer’s residual value insurance policies are issued based upon conservative 
underwriting guidelines.  This underwriting process employs comprehensive and proprietary 
internally developed asset-specific databases. The databases are used by management to perform 
extensive, detailed valuation analysis on the assets that are the subject of the insurance request.  The 
underwriting decision assumes zero inflation for any asset insured.  Underwriting decisions also 
consider internal and external studies and statistical services. 

The Domestic Insurer underwrites asset value risk (not credit risk).  Accordingly, if a lessee defaults 
and the asset is foreclosed/repossessed and sold, the Domestic Insurer generally has no liability.  A 
condition precedent to coverage is that the asset be returned by the lessee to the lessor at the 
scheduled termination of its lease, and any event such as foreclosure or destruction of the asset 
which would cause or allow early lease or contract termination will generally terminate any potential 
liability of the Domestic Insurer under the policy.  Underwriting guidelines include exclusions of 
certain types of assets and consideration of the availability of a secondary market for insured assets. 

In the event that the market value of the subject asset is below the insured amount, under the terms 
of the residual value insurance policies, the Domestic Insurer may, at its election, indemnify the 
insured for the amount of the deficiency or acquire the insured asset from the insured and manage 
and dispose of the insured asset. 

V. Corporate Governance; Shared Services; Management and Staffing 

The Domestic Insurer operates under underwriting, operations and risk management guidelines, and 
related policies and procedures, overseen and supported by the group’s corporate risk management, 
which includes an underwriting committee, the Chief Risk Officer, quantitative analysts and legal 
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counsel, to ensure compliance with corporate underwriting principles and to share best practices 
within the group.  Potential insured risks must be approved by the Chief Risk Officer, the 
underwriting committee and, in certain circumstances, the Domestic Insurer’s board of directors 
before insurance policies are issued. 

The Domestic Insurer has an Expense Allocation Agreement (the “EA Agreement”) among the 
Domestic Insurer and its affiliates which was approved by the Department on December 18, 2006.  
The EA Agreement states that expenses incurred by one party to the EA Agreement will be shared 
by the other parties by allocating all expenses related to their joint occupancy of the shared office 
space at what is now 201 Broad Street, Stamford, CT and share the use of office equipment, 
computers and network system, other services from external service providers including, but not 
limited to, services provided by external IT consultants, legal counsel, auditors, accountants, tax 
advisers, telephone and utility services, and services provided by one party’s employees to another 
party.   

The Applicants have no present plans or proposals to change the Domestic Insurer’s existing 
directors and executive officers except for the appointment of Michael I. Hervitz as a member of the 
Domestic Insurer’s board of directors.  The Applicants anticipate an ongoing review of the 
composition of the Domestic Insurer’s management, including its directors and executive officers. If 
the Applicants propose to make changes as a result of such review, they would be communicated to 
the Department as appropriate and as required by law and would be effected in compliance with all 
applicable statutory and regulatory requirements. 

Approximately 50 individuals are employed by R.V.I.G. and its subsidiaries in Connecticut.  The 
Applicants have no present plans or proposals to decrease employment levels in the State of 
Connecticut or to move the Domestic Insurer’s main administrative office located in Stamford, 
Connecticut after the consummation of the Proposed Transaction.   

VI. Investments 

The primary objectives of the Domestic Insurer’s investment strategy (as stated in its “Statement of 
Investment Policy and Guidelines”) are as follows: 

• To preserve and grow capital and surplus in order to improve the Domestic Insurer’s competitive 
position and to allow for the expansion of insurance operations. Stability and growth of after-tax 
investment income are viewed as critical to assuring a high probability of steady growth in 
capital. 

• To ensure sufficient cash flow and liquidity to fund possible claims payments and otherwise 
support the Domestic Insurer’s underwriting strategy.  

The Domestic Insurer invests in assets permitted under the insurance laws of Connecticut.  

As of June 30, 2019, the Domestic Insurer’s investment portfolio, on a stand-alone basis, had an 
average rating of “AA” from external rating agencies. 

The Applicants have no present plans or proposals to cause the Domestic Insurer to change its 
existing investment management policies. 

VII. Reinsurance 

The Domestic Insurer uses reinsurance to limit its maximum potential exposure to a loss.  A quota 
share reinsurance agreement between the Domestic Insurer, as the ceding company, and R.V.I.G., as 
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the reinsurer, has been in effect since 2006.  This reinsurance agreement was originally filed with the 
Department in December 2006 as part of a Form D (Prior Notice of a Transaction) filing and an 
amendment to this agreement was filed in January 2007 (non-disapproval from the Department of 
the reinsurance agreement and amendment was received in March 2007).  Since that time, an 
amendment and endorsement to this reinsurance agreement has been filed with the Department and a 
related non-disapproval was received.  Reinsurance premium ceded to R.V.I.G. by the Domestic 
Insurer under this reinsurance agreement was $9,009,421 for the six months ended June 30, 2019.   

VIII. Loss Exposures 

The Domestic Insurer frequently reviews its portfolio of exposures. The Domestic Insurer analyzes 
the probable termination value of its insured portfolio based on individual assets, and uses various 
formulas to determine capital adequacy.  A significantly higher reserve risk, as determined by the 
capital adequacy formula, would require the Domestic Insurer to increase its surplus or reduce its 
writings in order to maintain its financial strength rating. 

Effective January 1, 2011, with approval from the Department, the Domestic Insurer changed its 
estimates of loss reserves for its residual value line of business from 20% of earned premium to 
recording loss provisions in accordance with NAIC Guidance of SSAP No. 5R.  

IX. Target Market; Competition; Marketing; Policy Servicing; Territory Outside the U.S. 

Target Market 

The Domestic Insurer’s target customer base is expected to remain as follows: i) for passenger 
vehicle and commercial equipment business, large sophisticated financial institutions participating in 
asset-based financing transactions (i.e., banks, finance companies and independent lessors) and 
equipment and vehicle manufacturers; and ii) for commercial real estate business, sophisticated real 
estate investors. In addition to business through the licensed broker market, the Domestic Insurer 
frequently engages directly with banks, investment banking firms and other financial intermediaries 
regarding the possibility of providing insurance for specific transactions. 

Competition 

The Domestic Insurer’s competition is from a few carriers writing on a national basis, none of which 
insure all of the asset classes insured by the Domestic Insurer.  Because of the dearth of competitors 
in the residual value insurance business, the Domestic Insurer is often contacted by commercial real 
estate investors, banks and leasing companies seeking this type of insurance.    

Marketing 

Most leasing transactions take place without the benefit of residual value insurance because leasing 
companies typically are experts in the values of the assets they lease.  Additionally, many decision 
makers in those leasing companies do not understand, or are not aware of, the benefits afforded by 
residual value insurance.  Accordingly, the Domestic Insurer’s marketing strategy for long-term 
growth is aimed at building the business by educating prospective clients through trade or industry 
conferences and publications. 

Policy Servicing 

The Domestic Insurer provides all servicing of policies issued by the Domestic Insurer through 
internal personnel in the specific department which underwrote and issued the policy.  Claims 
processing is handled on a similar basis with the assistance of legal department personnel if there is a 
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need for policy language interpretation.  The Domestic Insurer does not outsource any policy 
servicing or claims processing to any third party administrator (“TPA”) and has no current plans to 
engage a TPA for these functions. 

Territory Outside of the United States 

The Domestic Insurer does not have any current plans to underwrite residual value insurance in 
countries other than the United States. The Domestic Insurer serves the needs of Canadian 
corporations by issuing residual value insurance policies outside of Canada (in the U.S.) in 
compliance with guidelines of the Office of the Superintendent of Financial Institutions (“OSFI”) in 
Canada.  The Domestic Insurer does not write or solicit insurance business in Canada.  

X. Financial Projections 

Financial projections of the Domestic Insurer for the years 2019 through 2022 (the “Financial 
Projections”) are being submitted with the Form A.  The Applicants believe that the Domestic 
Insurer’s underwriting and structuring expertise, knowledge of the marketplace and reputation as a 
preeminent residual value insurer will provide an opportunity for premium growth while maintaining 
a desirable level of profitability.  It is anticipated that both existing and new clients will contribute to 
future growth. 

Gross Premiums 

The premium growth for the Domestic Insurer reflected in the Financial Projections is based on its 
philosophy of controlled growth.  These targets will allow the Domestic Insurer to maintain 
underwriting excellence and service the business while maintaining profitability.  Premium levels 
were determined through an analysis of the market, competition and economic conditions. 

The number of lessors, captive finance companies and commercial real estate investors that 
appreciate the value of residual value insurance continues to increase.  The Domestic Insurer’s 
reputation in the commercial equipment and automotive industries and its structuring expertise in 
lease transactions are acknowledged in the marketplace (as indicated above, banks, leasing 
companies, manufacturers and licensed insurance brokers often approach the Domestic Insurer to 
better understand transaction structuring and the impact of residual value coverage on such 
transactions). 

Residual value insurance also allows clients more flexibility in structuring transactions, which can 
lead to a higher volume of business from existing clients. 

Unearned Premium Reserve: 

Unearned Premium Reserve (“UPR”) is the unamortized balance of premium written.  The Domestic 
Insurer’s insurance policies are non-cancelable and the premium for the entire policy term is 
received at inception.  Written premiums are earned on a straight-line basis over the terms of the 
insured financings, which range from one to twenty-eight years. UPR is determined for each 
individual asset under each policy.  The policy term is consistent with the term of the underlying 
asset finance transaction.  Due to the length of the policy term, revenue recognition is generally slow 
but constant. 

Commission Rates and Other Acquisition Expense: 

Acquisition expenses include brokerage commissions, premium tax and internal expenses directly 
related to the underwriting of business.  Commission rates to independent brokers for 2019 – 2022 

5 



 

 
   

  

   
    

 

   
 
 

     
 

 

   

        
          

            

        
             
           
       
         
    

are projected on a weighted average basis based on the mix of business.  Commission rates for each 
sector are projected to be at similar levels as other residual value insurance. 

Unpaid Losses and Loss Reserves: 

IBNR reserves have been established for passenger vehicle and loss adjustment expenses. Case 
reserves are generally recorded for real estate and higher value commercial equipment assets. 

Underwriting Expense 

The underwriting expense ratio for residual value is expected to be approximately 50% of net 
premium written in 2019.  Underwriting expense (in dollars) is expected to grow at a rate of 
approximately 3% per annum to support the growth in business and maintain a staff that guarantees 
superior infrastructure and service standards. The expense ratio is expected to decrease in the future 
as premium volume increases. 

Invested Assets 

The Domestic Insurer’s combined cash and invested assets were $102.1 million as of June 30, 2019. 

Total Liabilities 

The Domestic Insurer’s liabilities amounted to $32.4 million as of June 30, 2019. It is expected that 
the most significant components of the Domestic Insurer’s liabilities will continue to be net 
Unearned Premium Reserve and net Loss Reserves. The Domestic Insurer does not have long term 
debt. 

Surplus 

Surplus as regards policyholders was $76.2 million as of June 30, 2019. 

Although premium is received in cash from the policyholder at policy inception, premium is earned 
over the policy term. The average term of the Domestic Insurer’s residual value insurance policies 
issued during the period 2019–2022 is expected to be approximately five years. For the period 
2019-2022, the Domestic Insurer’s gross premium written to surplus ratios and net premiums written 
to surplus ratios are expected to be within acceptable ranges as established by the National 
Association of Insurance Commissioners. 
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