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Preface 
This publication has been prepared for the assistance of those who are considering the formation of a 
“special purpose insurer” in Bermuda.  It deals in broad terms with the requirements of Bermuda law for 
the establishment and operation of such companies under the Insurance Act 1978.  It is not intended to 
be exhaustive but merely to provide brief details and information on the topic.  We recommend that 
persons seek legal advice in Bermuda on any specific proposals they may have before taking steps to 
implement them. In addition, before proceeding with any such proposals, persons are advised to consult 
with their tax, legal and other professional advisers in their respective home jurisdictions.   

Copies of the Insurance Act 1978 together with the regulations promulgated thereunder are available on 
request.  

Conyers Dill & Pearman  
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 INTRODUCTION 

Bermuda has long been an important global insurance and reinsurance centre, and is regarded as one 
of the most sophisticated markets in the world. With a reputation for innovation and speed to market, the 
island’s industry began with the development of the captive insurer concept in the 1960s, quickly followed 
by the growth of the now well established commercial market. Bermuda has also led the development of 
sophisticated insurance-linked security (“ILS”) products such as cat-bonds, sidecars, transformers and 
other fully-funded insurance and reinsurance vehicles. 

In 2008, having recognised the sophistication of the ILS market, the Bermuda Monetary Authority (“BMA”) 
established the class of “Special Purpose Insurer” (“SPI”), specifically to write sophisticated, fully-
collateralized insurance and reinsurance transactions. Since then, there has been an extraordinary 
growth in both the number of companies and diversity of transactions availing themselves of the SPI 
licence. Cat bonds and sidecars are two of the more common uses, both as one-off transactions and with 
multiple tranches and series. SPIs have also been formed to act as transformer vehicles, to provide 
reinsurance to Lloyd’s corporate members, and to write embedded value life and “triple-X” securitisation 
transactions. They are commonly used to write collateralised retrocession business, in certain 
circumstances for multiple cedants, and in that capacity have also been used as a key component of ILS-
specialised investment funds. In short, their inherent flexibility and efficiency make them an ideal vehicle 
for a broad array of transactions, and they have proven to be extremely popular.     

In 2020, in recognition of the ever growing uses of the SPI class, the BMA introduced amendments to 
distinguish those SPIs which carry on restricted special purpose business, being business with only 
specific insureds approved by the BMA (“Restricted SPIs”) and those which carry out unrestricted 
special purpose business, being business with any insured, if the insured is rated A- or higher by AM 
Best or an equivalent rating from a rating agency recognised by the BMA (“Unrestricted SPIs”). In doing 
so, the BMA sought to create a more streamlined regulatory regime and licensing process for those SPIs 
with a more simple risk profile, like a standard cat bond, versus those which are more complex.  

 KEY CRITERIA FOR REGISTRATION AS AN SPI  

In order to be deemed to be writing “special purpose business”, and therefore to be registered as an SPI, 
the applicant will be required to evidence two key criteria, namely that: 

 the business it intends to write will be fully-collateralized; and  

 the parties to the proposed transaction are sufficiently sophisticated.   

The question of what is meant by “fully-collateralized” and “sufficiently sophisticated” has been 
intentionally left to the discretion of the BMA, in order to allow maximum structural flexibility. The BMA 
has developed a Guidance Note outlining its interpretation of these principles and the regulation of SPIs 
generally, a copy of which is appended hereto. A summary of the concepts, and the practical application 
of them, follows.  
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 Fully-collateralized 

Under the Insurance Act 1978, special purpose business may be fully-collateralized, in short, by any 
“…financing mechanism approved by the [BMA]”. This might be (and often is) in the form of cash collateral 
or subordinated debt, but can also be achieved by any number of other financing mechanisms, including 
contingent assets such as letters of credit, reinsurance, derivatives, etc.   

The reinsurance agreement(s) must contain a limited recourse clause stating that the maximum 
reinsurance recoverable from the SPI is limited to the lower of (i) the explicitly stated, fixed or formulaic, 
aggregate limit, or (ii) the available assets provided as collateral. Collateral “top-up” mechanisms may 
also be permitted in certain circumstances.   

Broadly speaking, the nature of the assets being used to fund the liabilities of the SPI can take whatever 
form the parties may agree, provided that the details are adequately disclosed both prior to and during 
the life of the transaction in question (and provided that the parties are able to evidence sufficient 
sophistication – see below). Likewise, there is no restriction on the nature of investments that an SPI may 
make, again provided adequate disclosure of such investments is made to participants. It is the 
expectation of the BMA that an SPI will generally carry minimal investment risk with respect to the 
collateral in the collateral account. In transactions where a collateral top-up may be required, the manner 
in which the top-up mechanism is to operate and the credit-worthiness of the party providing the additional 
collateral should also be disclosed to all relevant parties. Provided that such disclosure can be made, it 
will generally be left to the parties to determine the collateral tolerances within which they are willing to 
operate.  

In practice, the necessary disclosure is readily achieved.  The offering circular in a cat bond transaction 
or the private placement memorandum in a sidecar arrangement will often serve this purpose, and where 
there is no such general disclosure document, simply evidencing the key terms of the transaction 
documents will generally suffice.     

 Sophisticated Participant 

As described above, the SPI concept was developed with sophisticated transactions in mind, it being 
recognised that in such transactions the need for regulation differs from that of traditional insurance or 
reinsurance business.  In short, in order to be satisfied that the SPI’s lighter regulatory regime is 
appropriate to a particular transaction, the BMA must first be satisfied that the participants in the 
transaction are sufficiently sophisticated to be able to appreciate the nature of the risks involved (see the 
disclosure requirements described above in the “fully-collateralized” context).  If they are able to evidence 
that sophistication (and that the liabilities will be fully-collateralized), the company will be able to avail 
itself of the SPI regulation. 

In its Guidance Note, the BMA sets out specific criteria for determining the appropriate level of 
sophistication of both individuals and entities.  These criteria are broadly based on high net worth/income 
and/or experience in sophisticated financial matters.  In keeping with the theme of flexibility, however, 
the BMA also retains broad discretion to authorize other persons/entities as being suitably sophisticated 
for the purposes of the SPI requirements.   
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 ADVANTAGES 

Where an applicant satisfies the above criteria and is registered as an SPI, it will be subject to a lighter 
regulatory regime than that of “traditional” general or long term business insurers and reinsurers1.  
Notably: 

 the minimum issued share capital of an SPI is $1, and the margin of solvency for an SPI (i.e. 
amount by which the SPI’s assets must exceed its liabilities) is also simply $1; 

 no regulatory restrictions on or approvals required in connection with a return of capital; 

 for Restricted SPIs, there is no requirement to file audited financial statements with the BMA and 
for Unrestricted SPIs in many circumstances it may be possible to waive the requirement to 
prepare audited financial statements and statutory financial return, and instead file unaudited 
management accounts (prepared in accordance with GAAP, IFRS or other appropriate 
accounting standard) in lieu; 

 there is no requirement for a loss reserve opinion; 

 there are no investment restrictions (subject to adequate disclosure and an expectation that the 
investment strategy will be prudent with minimal risk based on the sophistication of the parties); 
and 

 low annual registration fee. 

In addition, many of the enhancements to Bermuda’s insurance/reinsurance regulatory regime introduced 
as part of the island’s quest for Solvency II equivalence are not applicable to SPIs.  SPIs, along with 
captive insurers, are included within the broader “limited purpose insurer” concept, with the effect that 
the more detailed BSCR and enhanced capital requirements, among other things, are not applicable. 

 APPLICATION PROCESS 

 Restricted SPIs – Catastrophe and Mortgage Bonds 

In 2021, the BMA introduced a streamlined and expedited registration process for those Restricted SPIs 
whose business model is to issue catastrophe or mortgage bonds, allowing them to be registered in three 
business days. The application package is submitted electronically before 5pm on any business day and 
must include at a minimum: 

 Cover Letter; 

 SPI Licensing and Registration Checklist – Notably, there is no requirement to file a business 
plan. Instead, the company must complete an SPI Licensing and Registration Checklist which 
highlights fundamental aspects of the company and its proposed transaction; 

 
1 For a detailed discussion of the regulatory regime applicable to long term and general business insurers, including information on the 
classes of each such category of business, please refer to our general publication titled “Bermuda Insurance Companies”. 
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 Certificate of Incorporation and Memorandum of Association; 

 Completed Form 1B;  

 Draft Transaction Documents – Drafts of the term sheet, offering circular or subscription 
agreement(s), reinsurance agreement (s), reinsurance trust agreement(s), and indenture must be 
included in the application; 

 Five Year Pro-Forma Financial Statements; 

 Information on Directors – If not already known the BMA, appropriate due diligence and a resume 
highlighting insurance expertise will need to be provided; and 

 Service Provider Acceptance Letter(s). 

Upon receipt, the BMA will process and issue the certificate of registration before the end of three 
business days.  

 Unrestricted SPIs and other Restricted SPIs 

The application process for registration of Unrestricted SPIs and Restricted SPIs that do not issue 
catastrophe or mortgage bonds follows the same track as for “traditional” insurers and reinsurers. Initially, 
an “in principle” application is filed with the BMA by close of business on any given Monday for review on 
the Friday of that same week. The application package will be comprised of the following documents: 

 Cover Letter; 

 Business Plan – This is generally no more than six pages and should describe the fundamental 
elements of the transaction in question, including details of: investors, cedant(s)/sponsor and 
directors/senior management, and service providers (to evidence sophistication); nature of 
funding mechanism (to evidence fully-collateralized); any other pertinent details such as a 
segregated account structure or other unique elements; 

 Draft Form 1B; 

 Drafts of relevant transaction documents – This may include any term sheet, offering circular or 
subscription agreement(s), contribution agreement(s), reinsurance agreement(s), reinsurance 
trust agreement(s), indenture or other key documents; 

 Five Year Pro Forma Financial Statements; 

 Information on Directors – If not already known the BMA, appropriate due diligence and a resume 
highlighting insurance expertise will need to be provided;  

 Service provider acceptance letter(s); and 

 Other relevant documents/information (as appropriate). 
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The nature of SPI transactions is such that the BMA will, in most cases, be in a position to grant its 
approval in principle to the application at its initial Friday review.  Following that approval, the company 
may then formally apply to obtain its certificate of registration as an SPI. 

 SINGLE SPI – MULTIPLE TRANSACTIONS 

In many cases, an SPI will be used to write a single contract or series of contracts.  However, it is possible 
for an SPI to write multiple contracts, even for multiple cedants, provided that each such contract is 
“separately structured”.  What this means in essence is that the collateral or other funding supporting the 
liabilities of a particular contract may be used only to pay claims under that contract and not any others.   

In practice, this separate structuring can be and often is achieved contractually (e.g. through the use of 
separate reinsurance trusts or security arrangements for each contract written).  It is also possible to 
register the SPI as a “segregated account company” pursuant to the Segregated Accounts Companies 
Act 2000, and have each contract written, and the related collateral held, through a distinct segregated 
account. In either case, it is important that the mechanism to be used is clearly described in the 
application, such that the BMA is satisfied that each contract to be written by the SPI will be “separately 
structured”. 
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BMA GUIDANCE NOTE – SPECIAL PURPOSE INSURERS 
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This publication should not be construed as legal advice and is not intended to be relied upon in relation to any 
specific matter. It deals in broad terms only and is intended merely to provide a brief overview and give general 
information. 
 
© Conyers October 2022 
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