
Roundstone as an institution does not advise on any business income tax or accounting requirements or 
issues. Use of any information from this document is for general information only and does not represent 
tax or accounting advice either expressed or implied. You are encouraged to seek professional advice for 
corporate income tax and accounting questions and assistance. If there is a conflict between this document 
and the Participation Agreement, the terms of the Participation Agreement are controlling.

Captive collateral is required under the terms of each employer’s Participation Agreement. Collateral is 
needed to fund the gap between the captive’s aggregate reinsurance attachment point and the collected 
net captive assumed premiums for any given underwriting year.

Stated differently, the captive collateral plus the captive’s net assumed premium equals the captive’s 
maximum exposure for each underwriting year. Captive losses that exceed the collateral plus the captive’s 
net assumed premium are not the responsibility of the captive and are paid by the aggregate reinsurer.

Although individual employer collateral does vary based on the employer’s underwritten stop loss premium, 
the captive (as a whole) is required to maintain approximately 10% of assumed premiums as collateral. 
Collateral is held in conservative investments and is always on deposit with a US financial institution. 
Investment income earned on the collateral is credited to captive participants on a prorated basis.

COLLATERAL DUE AT BINDING

Employers are required to deposit collateral with the captive as a condition of binding coverage. The 
collateral that is paid at binding is your estimated collateral obligation for the upcoming underwriting year 
and is based on the employer’s estimated annual stop loss premiums. An employer’s actual collateral 
obligation will vary depending on census changes that occur throughout an underwriting year and if TLO
is elected.

CAPTIVE COLLATERAL

COLLATERAL DUE AT RENEWAL

When an employer’s stop loss policy renews, Roundstone evaluates the collateral on hand versus the 
estimated collateral due for the upcoming underwriting year. If additional collateral is due, Roundstone will 
require that additional collateral be deposited with the captive. If there is a surplus of collateral, the excess 
collateral will be refunded when the underwriting year closes.



TERMINAL LIABILITY OPTION (TLO)

If an employer non-renews and elects TLO, 
additional collateral will be required on the TLO 
stop loss premium amount (recall collateral is a 
function of stop loss premium).

RETURN OF COLLATERAL

When an employer non-renews with the captive or 
terminates a stop loss policy prematurely, collateral 
is maintained by the captive until the underwriting 
year closes. Collateral is typically returned 6-7 
months after the close of the policy year.

COLLATERAL DEFICIENCIES

Since each underwriting year’s collateral is an 
estimate (based on estimated premiums, census, 
collateral carryover, etc.), there may be instances 
throughout an underwriting year where the 
collateral that an employer deposits is less than 
its contractual obligation under the participation 
agreement. If the collateral deficiency is greater 
than 10% of the total employer’s collateral 
obligation, Roundstone typically requires the 
additional collateral be paid within 30-45 days of 
notice to the employer by Roundstone of such 
deficiency. If the collateral deficiency is less than 
10% of the total employer’s collateral obligation, 
Roundstone will require the additional collateral 
be paid at the end of the policy term.

VALIDATION OF COLLATERAL ON 
HAND OR COLLATERAL OBLIGATION

If an employer has their financial statements audited 
and would like amounts confirmed (both collateral 
paid and the current collateral obligation), please 
have the external auditor send an audit confirmation 
to Roundstone Management, Ltd: Attn, Accounting 
Department, 15422 Detroit Avenue, Lakewood, 
OH 44107.
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The carrier and Roundstone do not 
advise on any business income tax 
requirements or issues. Use of any 
information from this or any other 
communication referred to is for 
general information only and 
does not represent tax advice 
either express or implied. You are 
encouraged to seek professional 
tax advice for income tax questions 
and assistance. 

Each participant receives a 
1099 from Roundstone when a 
distribution (underwriting profits 
and investment income) is made. 
Quarterly, you will receive a financial 
statement reflecting a snapshot of 
your performance; this is not a tax 
document. The following addresses 
common accounting approaches for 
captive participants: 

(1) Collateral: Record at cost.
Deduct the initial investment on 
the balance sheet from cash. Then 
show the outlay as a deposit on the 
balance sheet. 

(2) Underwriting Profit and 
Investment Income: Do not have to 
split these apart when received or 
record until there is a distribution. 
Once distributed, record as 
miscellaneous income on your 
income statement and increase to 
cash on your balance sheet.

How are the underwriting 
profits and investment 
income reflected on my 
financial statement? 


