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CAPTIVES ON THE WATERFRONT
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UBLIN is the 1991
DEuropean City of
Culture. Given its

history of artistic achieve-
ment in literature and
drama, there is a solid basis
on which our authorities can
work. The Irish authorities
are also intent in establishing
Dublin as an international
insurance centre. Again
history provides suitable raw
material. Insurance in
Ireland’s capital (called Baile
Atha Cliath in Gaelic) is a
tradition stretching back to
the mid-eighteenth century
when Edmund Burke MP
was championing the Amern-
can colomsts. The Irish authorities are hterally
planning for the twenty-first century.

The [ynchpin of their plan is the International
Financial Services Centre (IFSC) being con-
structed beside the Custom House in the cenire
of Dublin. The building, overlooking the River
Liffey, is an eighteenth-century masierpiece
which has been refurbished for its bicentennial
as part of this vear's cultural celebrations. The
centre emerging across the road from the
Custom House reflects the highest standards
of twentieth-century architecture. But the
development of a governmeni-owned 27-acre
site by the private sector is noi a guarantee of
success 1n creating a financial services centre no
matter how wonderful the buildings and their
facilities. Yet by the time the development is
completed at the end of 1993, it can be con-
fidenily stated that it will be fully reserved by
companies intent on operating in international
banking, fund management, currency trading,
international lending, corporate treasury and
insurance. Already there are commitments for
over 150 such projects.

The centre was first conceived in 1986. The
original incentives were based on generous
depreciation allowances and a 10-year property
tax relief. In 1987, the government approached
the European Community in Brussels and sue-
cessfully negotiated a  concessionary  10%
Income-tax rate to the year 2000. Since then,
this has been extended to the year 2005. Also,
in 1987, responsibility for marketing the centre
was given to the Industrial Development Auth-
ority of Ireland. In early 1988 the 1DA had
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determined the niches in the
international financial
market which would be suit-
able far the centre. Included
in the list of target areas was
insurance. As the marketing
of the centre has progressed
since 1988, issues have
emerged which have led to
the modification and refine-
ment of tax law to ensure
that full benefit has been
given to appropriate sub-
sectors in areas such
as unit trusts, UCITS, asset
financing and treasury. Clear
guidelines have been deter-
mined to allow projects to
develop 1n a satisfactory en-
vironment. In the same way the specific needs
of the insurance sector are being addressed by
the Irish authorities as they arise.

What is the IDA’s marketing plan for the
insurance sector? It is best understood as being
based on a chronological development of four
areas of insurance. The first is captive in-
surance for industrials; second, reinsurance:
third non-life insurance: and the fourth, life
insurance. The rationale was that there is good
potential for the insurance industry in the
IFSC, but in order to highlight our attractions,
we should concentrate initially on captive in-
surance which tends 10 be more mobile and
more responsive to the type of competitive
advantages that Dublin has to offer.

In January 1989, BMW became the first
international captive insurance company to
establish in Dublin. By the end of that year we
had approved captives. By the end of 1990 this
had risen to 33 captives. We are handling two
1o three applications per month. So, by the end
of this year we expect to have 50 to 60 captives
approved for the centre. We concentrated our
efforts on attracting the captive insurance man-
agement companies and we now have the
waorld’s leaders. Well known names include:

Marsh & McLennan

American International Group
Alexander & Alexander

Sedgwick James

Willis Wrightson

SINSER

International Risk Management Group
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These managers are now promoting Dublin
to potential captives and thus contributing to
the development in momentum. But the attrac-
tions of Publin for captive insurance, namely
the low tax rate and the regulatory control of
the EC through the Irish capital, are equally
valid for the reinsurance and primary insurance
sectors.

In the reinsurance sector we felt that the
volume of insurance in Ireland could provide a
broad basis of support for the establishment
of a reinsurance market. Companies such as
Hibernian Insurance and Church & General are
now bringing inward reinsurance into Dublin as
part of their IFSC projects. Coyle Hamilton is
mvolved In international reinsurance broker-
age. In addition, the reinsurance sector in the
IFSC will benefit substantially from the cap-
tives coming to Dublin. We are beginning
to see primary insurance companies establish
financial reinsurance captives in Dublin to
handle substantial volumes of reinsurance. A
mmber of the captives such as Richmond
Insurance {AIG) and Irish European Re
{Aachen Re) are examples. Dublin is emerging
as a centre for financial reinsurance. The
presence of Cologne Re is the most significant
sign of this,

In the non-life sector the creation of a single
market for insurance in the European Com-
munity is stimulating the development of
international insurance in Dublin. The single
market for industrial insurance is now a reality.
This is causing many insurance companies to
reorganise and restructure their operations to
provide pan-European services from one loca-
tion. Dublin, with its low tax rate and Euro-
pean regulatory control, is the ideal location for
such an entity. We aiready have some enquiries
of this nature on our books, particularly from
non-European insurance companies which are
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not tied into a particular member-state. We
expect that as Dublin’s importance as a captive
mnsurance and corporate Ireasury centre grows,
maore and more purchasers of insurance will be
located here. It will make sense for the primary
insurance companies to locate their European
insurance functions in Dublin to supply these
purchasers.

Dublin may emerge as a centre for particular
insurance products such as aviation insurance.
Ireland’s success as an aviation financing centre
could fuel such a development. This view is
shared by Tony Kilbride of Beaumont & Son,
the world’s leading aviation lawyers based in
London.

Other new insurance products such as resi-
dual value insurance may be particularly
suitable to Dublin because of our background
in the asset financing sector. Some of the
international companies coming to Dublin are
looking at new product development based on
our low tax regime. This could make Ireland’s
capital a centre for particular insurance
products that have not yet been developed.

The hfe assurance sector 1s 80% fund man-
agement and 20% underwriting. We are
making goed progress on the fund management
side with companies such as Wiirttembergische
from Germany, Eagle Star from Britain and
AIG from the United States. Ouiside of the
IFSC Ireland is particularly attractive as a
centre for claims-handling operations for insur-
ance companies. Companies such as New York
Life, Metropolitan Life, Massachusetts Mutual
and Cigna have all established substantial
claims handling operations in Ireland.

These have come primarly to avail of
[reland’s well educated, English-speaking,
computer literaie workforce with our telecom-
munications of internaticna! standard and
economic environment. Dublin’s aitractions for
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reinsurance fall under three broad headings:
the tax regime; the regulatory environment; the
operating environment.

Tax regime: Dublin's low corporate tax of
10% up to the end of the year 2005 is very
attractive to reinsurance companies because it
allows them to build up substannal reserves by
relaming funds which, elsewhere, would be
paid out in tax. Companies establishing in
Dublin do not have to resart to artificial
catastrophe reserving in order to build up
substantial reserves. Some jurisdictions allow
this technique for reinsurance. But the owning
company will not wish to have a loss making
subsidiary. Dublin with its low tax rate
encourages the establishment of profitable
companies {when market conditions allow).

But other domiciles such as Bermuda, Isle of
Man and Guernsey have low tax rates. So what
is 50 special about Dublin? Ireland has double-
tax agreements with 21 countries providing full
tax-sparing in many cases. This allows com-
panies to repatriale dividends without incurring
substantial tax on repatriation. The low tax-
rate coupled with access 10 a wide network of
double taxation agreements is one of Dublin's
most important aitractions.

Dublin is not a fiscal haven. It is a legiii-
mately lowly taxed area within the European
Community. The Irish government obiained
approval for the 10% tax-raie for international
financial services prior to launching this pro-
gramme in 1987. The approval by Brussels was
based on Dublin's need to geperate employ-
ment opportunities in the financial services
field to offset a rising uend of emigration of
highly educated graduates and financial
experts. The European Community also wished
to provide a stimulus for the development of a
financial centre in Ireland as part of its urban
renewal programme.

There is a formal process of approval for
companies wishing to obtain the 10% rate to
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ensure that they meet our requirements. Other
aspects to Dublin’s tax regime are:

®* There 15 a generous system of allowances
against tax; insurance conipanies are
allowed to charge their technical reserves
including their estimate for TBNRs (items
incurred but not reported at year-end)
against their annual income for tax pur-
poSCs.

® An insurance company’s income for cor-
poration tax purposes includes the premium
income and the investment income arising
from investing the company’s reserves

# There are no withholding taxes on divi-
dends or interest paid from the 1FSC in
Dublin

& No premium taxes are applied Lo interna-
tional insurance transacted in the [FSC;
premium taxes may apply in the couniry
where the risk originates

® Stamp duty applics at a rate of £1 (punz) per
insurance poticy issued

® Capital duty is levied at 1% of issued share
capital.

Regulatory Environment: Ireland’s regula-
tions are fully in line with the directives for
both direct insurance and reinsurance. The
European Community’s approach is 1o regulate
direct insurance but not the pure reinsurance
sector. In Ircland the insurance industry is
regulated and supervised by the Department of
Industry & Commerce.

There are no special regulatnens for captives.
A caplive (nsurance company wriling direct
insurance must be authorised in the same way
as a non-captive insurance company. The
primary objective of the regulators is to protect
independent third parties.

The regulations in [reland cover direct in-
surance mainly. Reinsurance is not subject to
regulatory control. other than the requirement
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