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The Al Sidecar Strategy

How Legacy Carriers Can Build the Future Without Dismantling the
Present

By James W. Moore /Insurancelndustry.Al

Executive Summary

The evidence on legacy transformation is unambiguous. BCG has reported that 74% of
large-scale insurance IT transformations fail to deliver planned results — a finding
confirmed in BCG research as recently as January 2026. McKinsey identified one major U.S.
carrier running more than 300 active IT systems, with cost ratios twice the market average.
Deloitte puts legacy modernization timelines at up to a decade. The average carrier
allocates 70% of its annual IT budget to maintaining legacy systems — leaving almost
nothing for genuine transformation regardless of strategic intent.

These are not projections. They are the documented operating reality of an industry that
has been trying — and largely failing — to modernize itself from the inside for the better
part of two decades.

This paper proposes a different path.

A note on terminology before reading further. The term “sidecar” has an established
meaning in reinsurance as a capital vehicle that allows third-party investors to access
insurance risk alongside a carrier. The Al Sidecar Strategy borrows the term’s structural
logic — a purpose-built entity running alongside the parent — but applies it to operating
architecture rather than capital. Where reinsurance sidecars are capital instruments, the
Al Sidecar is an organizational and architectural successor. Readers familiar with
reinsurance sidecars should not conflate the two.

Key Takeaways:

e Altransformationininsurance is not a technology problem. It is an architectural
one. The five conventional transformation paths — lift-and-shift modernization, big
bang migration, phased migration, strangler fig architecture, and hybrid parallel run
— all share the same fatal constraint: they require the legacy carrier to transform
itself from the inside. None of them escape the legacy architecture. They negotiate
with it.
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e The Al Sidecar Strategy is the sixth path — and the only one that escapes the legacy
architecture entirely. It is the deliberate creation of an Al-native licensed carrier
subsidiary, trained on the parent’s historical data and grown line by line through
parent-directed policy migration.

e The legacy carrier doesn’t transform. It reveals itself. Underneath the operational
complexity of a full-stack carrier was always a capital allocation and governance
entity. The Al Sidecar Strategy makes that structure explicit.

e The migration period creates real friction — capital drag, reinsurance renegotiation,
regulatory scrutiny, adverse selection risk, and organizational tension. These are
known problems with known management approaches, not dealbreakers.

e Carriers that don’t build their own sidecar may eventually find themselves funding

someone else’s. The window is open. It will narrow as early movers capture the data
advantage and regulators develop precedent around bulk transfer frameworks.

Introduction: A Different Kind of Paper

BCG documents that 74% of large-scale insurance IT transformations fail to deliver
planned results. McKinsey identified one major U.S. carrier running more than 300 active IT
systems with cost ratios twice the market average. Deloitte confirms that legacy
modernization initiatives often span a decade. The average carrier allocates 70% of its
annual IT budget to maintaining legacy systems — leaving almost nothing for genuine
transformation regardless of strategic intent.

These are not cautionary statistics about the future. They are the operating reality of the
present. Carriers have been trying to modernize from the inside for years, and the results
are well-documented. The tools that carriers reach for most readily produce the least
transformation, and the tools that produce the most transformation carry execution risks
that boards and CFOs cannot accept.

Most Al-in-insurance content responds to this reality by proposing better versions of the
same approaches: smarter lift-and-shift, more disciplined phased migration, more elegant
strangler fig architecture. This paper proposes something different — not a better way to
transform the legacy carrier, but a way to build its replacement alongside it, on a timeline
the business can absorb, using the data advantage the legacy carrier already holds.

That process has a name. This paper calls it the Al Sidecar Strategy.

Why now? Versions of this structural concept have existed in the insurance industry
before — carriers have created separate subsidiaries for regulatory, brand, or market
access reasons for decades. What makes the Al Sidecar Strategy viable today is a
fundamental shift in the economics of insurance operations. Historically, integrated
carriers made organizational sense because the coordination costs of centralized
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operations were lower than the fragmentation costs of running separate entities. Al
changes that equation. When Al systems can underwrite, price, and manage claims
decisions at scale with a fraction of the human labor previously required, organizational
decomposition becomes economically superior to centralized operational integration. The
labor-to-decision ratio has shifted enough that a lean, Al-native entity can operate a line of
business more efficiently than a large integrated carrier running the same line alongside
dozens of others. This is not a technology upgrade. It is a structural economic shift, and it
is happening now.

Why transformation from the inside is so difficult. A modern insurance carrieris not a
single business process. It is a tightly coupled operating system — underwriting cognition,
claims adjudication, pricing feedback loops, capital allocation, regulatory reporting, and
distribution management — built up across decades of accumulated infrastructure,
acquisitions, and operational decisions. Each of these systems evolved alongside the
others. Each depends on the others in ways that are often undocumented and only
partially understood even by the people running them. The difficulty of Al transformation is
not simply technological complexity. It is that the carrier’s operational logic and its
technology infrastructure are entangled at every level. You cannot rewire one without
disturbing the other. The Al Sidecar Strategy works by decomposing that coupled system
gradually — extracting one line of business at a time into a clean architecture — rather
than attempting to rewire the entangled whole in place.

A note on scope. This analysis is grounded in U.S. insurance operating norms, regulatory
frameworks, and market structures. Comparable holding company structures, subsidiary
arrangements, and regulatory relationships exist in other markets, and the strategic logic
of the Al Sidecar Strategy likely translates broadly. But the specific mechanics described
here — state DOI engagement, AM Best rating considerations, NAIC frameworks, U.S.
reinsurance treaty structures — are U.S.-specific. Readers in other markets should apply
the framework to their own regulatory and structural realities.

A note on collaboration. The Al Sidecar Strategy is not something a carrier executes alone.
Done correctly, itis a joint undertaking between the carrier, its reinsurance partners, and
regulators in every state where the carrier writes business. Carriers that treat reinsurers

and regulators as obstacles to be managed will struggle. Carriers that bring them in as
informed participants from the start will find the path considerably smoother. The carrier-
reinsurer-regulator triad is not a constraint on the strategy. It is a precondition for it.

Section 1: The Transformation Trap

The insurance industry is under genuine pressure to modernize, and most carriers are
responding by layering Al onto existing systems. The result is Al-assisted operations, not
Al-native ones. The fundamental cost structure, the organizational complexity, and the
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architectural constraints of legacy systems don’t change because a machine learning layer
has been added on top of them.

The numbers behind this trap are sobering. BCG reports that 74% of large-scale insurance
IT transformations fail to deliver planned results, often because organizations try to do too
much at once. BCG also documented a central European carrier that abandoned a cross-
country platforming project after eight years with a write-off exceeding $500 million, and a
southern European carrier that completed its claims platform program but did so 500%
over budget. McKinsey found one major carrier running more than 300 active IT systems.
Gartner found that 83% of data migration projects either fail or exceed budgets and
timelines. In insurance specifically, only 27% of insurers report their policy administration
system implementations as successful. The average carrier spends 70% of its IT budget
maintaining legacy systems — before a single dollar is allocated to transformation. A May
2026 analysis found that 42% of insurers track no Al metrics at all, while on average 72% of
Al spending goes to technology and only 28% to change management — confirming that
the constraint is organizational, not technological.

The industry has named five serious approaches to breaking out of this trap. Each is a
legitimate tool for the right context. None of them escapes the fundamental constraint.

Lift-and-shift modernization is the most common response — migrating to cloud
infrastructure or upgrading interfaces while leaving the underlying data architecture and
operational logic in place. It improves efficiency at the margins but does not achieve the
architectural clean break that genuine Al transformation requires. The core problem is not
that Al models are weak. Itis thatinsurance data, as it exists inside legacy carriers, is not
operationally coherent. Loss data is distributed across multiple policy administration
systems — often from decades of acquisitions — with inconsistent field definitions across
years and geographies. The Al learns from what it’s given, and what it’s given may encode
outdated underwriting appetite, pre-climate-shift CAT assumptions, and pricing decisions
made under entirely different competitive conditions.

Big bang migration — building the new platform and flipping the switch on a single cutover
weekend — carries execution risk that is asymmetric and unforgiving. For carriers with
more than a few hundred employees, a single line of business, or meaningful policy
volume, a failed cutover doesn’t produce a setback. It produces a regulatory paper trail,
agent defection, and policyholder service failures that take years to recover from.
McKinsey puts implementation timelines for custom platform builds at five to ten years.
The big bang is the approach that assumes it can compress that timeline into a weekend.

Phased migration — moving by line of business, by region, or by data type, with go/no-go
decisions at each stage — is more disciplined but carries its own failure mode. When the
integration architecture between legacy and target systems wasn’t designed for phasing,
the carrier ends up running two systems in parallel for 18 months or longer without a clean
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data contract between them. The costs of parallel operation compound while the
transformation stalls.

Strangler fig architecture — standing up the target system, routing new transactions to it
as it becomes ready, and gradually retiring legacy modules — is the architect’s preferred
approach for large, complex carriers. It is the most disciplined of the five conventional
approaches because each module can be tested, rolled out, and rolled back
independently. Its failure mode is executive sponsorship. Programs that run 24 to 30
months require sustained board-level commitment across leadership changes, market
cycles, and competing priorities. Programs that try to accelerate the strangler fig typically
become big bang migrations in disguise.

Hybrid parallel run — operating legacy and target systems simultaneously, reconciling
daily, and cutting over once the target proves itself at full volume — buys operational
insurance for the cutover. Its failure mode is political rather than technical: the parallel run
window stretches indefinitely because no one wants to make the final cutover decision.

The transformation trap is not that these approaches are poorly conceived. Itis that all five
share the same fundamental constraint: they require the legacy carrier to transform itself
from the inside. They negotiate with the legacy architecture rather than escaping it. Every
one of them requires the legacy system to remain operational during the transition,
requires the new system to integrate with or replicate the legacy data model, and requires
the organization to manage both simultaneously — while writing business, processing
claims, and satisfying regulators.

The Al Sidecar Strategy is the sixth approach. It is the only one that escapes the
requirement to fully transform the legacy architecture in place. It builds the replacement
outside it entirely.

Section 2: The De Novo Illusion

Al-native startups enter the market with genuine architectural advantages: no legacy
systems, no inherited technical debt, no organizational resistance to Al-driven decision
making. What they don’t have is the one thing that makes Al underwriting credible at scale.

De novo carriers are not just data-poor. They are experience-poor in the tail behavior
systems that define insurance risk over time: catastrophe response, fraud cycles, litigation
drift, inflation regimes, and reserve volatility. These are not edge cases. They are the events
that determine whether a carrier’s pricing models hold up over a full market cycle.

Al does not eliminate those uncertainties. It amplifies the need to have seen them before.

The public financial histories of Al-native insurance startups confirm this consistently.
Lemonade has itself acknowledged in published analysis that traditional insurers with over
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a century of accumulated data each still enjoy a data advantage over newcomers — and
that the quality and depth of data behind Al models matters as much as the models
themselves. The financial record supports that acknowledgment: Lemonade reported a
net loss of $202 million as recently as 2024, years after its founding and public listing.
Hippo, despite significant operational improvement, reported a net loss of $40.5 million in
the same year. Root, the strongest underwriting performer of the three, achieved a gross
loss ratio of 58.9% in 2024 — a result that required years of painful loss experience, model
recalibration, and structural change to reach. Early statutory filings from 2017 and 2018
showed loss ratios for insurtech carriers running nearly double sustainable levels.

The arc of these companies is instructive. Architectural elegance did not translate into
underwriting profitability on a compressed timeline. Each of them needed to live through
adverse loss development, fraud cycles, and reserve volatility before their Al models could
price those risks credibly. That experience cannot be purchased, modeled, or accelerated.
It accumulates through time and volume.

The carriers best positioned to win the Al future are the ones that already possess that data.
Decades of loss experience, underwriting decisions, claims outcomes, and pricing
adjustments across full market cycles represent a competitive moat that no de novo

carrier can replicate quickly. The question is whether legacy carriers can access the
advantage that data represents from inside an architecture that was never designed to
support it. For most carriers, the honest answer is no.

Section 3: The Al Sidecar Strategy

Definition: The Al Sidecar Strategy is the deliberate creation of an Al-native licensed
carrier subsidiary that is progressively seeded with the parent carrier’s data, talent, and
renewal book, line of business by line of business. Itis the successor operating system,
built correctly from the ground up, in production from day one — not an innovation lab, not
a rebranding exercise, not a technology project.

The strategy works because it solves the two problems that defeat every other approach
simultaneously.

The legacy carrier’s problem is architectural: it cannot achieve Al-native operations from
inside systems that were never designed for them.

The de novo carrier’s problem is foundational: it cannot price risk credibly without the loss
history, tail behavior data, and underwriting track record that only time and volume
produce.
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The sidecar inherits the parent’s data advantage on day one while operating on
architecture the parent could never build inside itself. That combination is not available
through any other path.

What Al-native actually means. The term deserves a precise definition, because a
skeptical reader will otherwise interpret it as “new policy administration system with
modern APIs.” Al-native means that underwriting decisions, pricing adjustments, and
routine claims resolutions are made by Al systems as the default, with human involvement
reserved for exceptions, governance, and cases that fall outside defined parameters. It
means the data architecture was designhed from the start to feed clean, structured inputs
to Al models rather than retrofitted to do so. It means the sidecar gets smarter with every
policy it writes, every claim it processes, and every renewal cycle it completes — not
because someone updates a rules engine, but because the learning is built into the
operating architecture.

Al-native does not mean human-free at launch. It means the operating architecture is
designed around Al-directed decisioning from inception, with human governance
intentionally layered around it during maturation. The shadow underwriting period, the
human validation role during ramp-up, and the evolving supervisory staffing model
described later in this paper are not compromises to the Al-native architecture. They are
how a responsible Al-native carrier is built.

From an architectural standpoint, an Al-native carrier is built on cloud-native, API-first
infrastructure with event-driven data pipelines that allow continuous model learning rather
than periodic batch updates. This is not a vendor selection decision — it is an architectural
principle. A carrier-led initiative of this kind should also be designed to avoid replicating
legacy lock-in in a new form. Multi-model architecture principles, portability of Al
infrastructure, and governance over third-party model dependencies are design
considerations that belong in the sidecar’s founding architecture — not decisions deferred
until a single vendor relationship has become load-bearing. This paper does not prescribe
implementation choices; those belong to the carrier and its technology leadership. The
principle is the point.

The distinction between approaches is important enough to state plainly: Al-assisted
carriers automate tasks. Al-native carriers automate decisions. The sidecar is not born
fully autonomous; it is born with an architecture designed to increase autonomous
decision authority over time.

Claims as the long-term strategic moat. Most discussions of Al in insurance focus on
underwriting — and the sidecar’s initial advantage will likely emerge there first. But the
deeper and more durable strategic moat may ultimately come from Al-native claims
cognition. Claims is where the feedback loop closes. Itis where loss ratios are ultimately
determined, where subrogation opportunities are identified or missed, where fraud is
detected or absorbed, and where severity management compounds over time into a
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structural cost advantage. A carrier whose Al is continuously learning from claims
outcomes — not just underwriting inputs — builds a self-reinforcing advantage that grows
with every closed claim. Insurancelndustry.Al has explored this dynamic in detail in the
context of Al-driven subrogation. The sidecar that is built to learn from claims as rigorously
as it learns from underwriting data is building a different and more complete competitive
position than one focused on pricing alone.

Al governance as a design requirement, not a compliance afterthought. An Al-native
carrier that does not build model governance into its foundation will not survive regulatory
scrutiny — and the regulatory environment is moving fast. As of early 2026, more than two
dozen states have adopted the NAIC Model Bulletin on the Use of Al Systems by Insurers —
and the NAIC itself has noted that over half of all states have adopted the bulletin or similar
guidance — establishing written Al governance programs, bias testing, and risk
management frameworks as baseline regulatory expectations. New York’s DFS Circular
Letter No. 7, finalized in July 2024, requires board-level oversight of Al use and holds
carriers fully responsible for Al deployed by third-party vendors — the vendor contract
does not transfer the liability. Colorado’s SB 24-205, effective June 30, 2026, mandates
annual impact assessments and bias audits for Al systems used in insurance underwriting.

Model risk management, explainability for adverse underwriting decisions, and audit trails
for Al-driven claims outcomes are not optional features to be added later. They are
structural requirements that belong in the sidecar’s architecture from day one.
Insurancelndustry.Al’s Al Governance & Regulation series provides detailed treatment of
these frameworks. The sidecar’s governance architecture should be designed against
those standards from its founding, not retrofitted after a first regulatory inquiry.

Board-level model risk oversight. Al governance is not only a management responsibility
— itis afiduciary one. Boards overseeing an Al-native carrier need to understand, at a
governance level, what they are responsible for. Not the technical architecture, but the
oversight questions that belong at the board level: What triggers a model review or
suspension? What is our protocol if the Al produces a systemic pricing error across a line
of business? How do we know the model is not learning from biased legacy decisions
embedded in the training data? Who owns the escalation path when a regulator flags a
pattern in Al-driven adverse actions? These are not engineering questions. They are
governance questions, and they belong in the board’s model risk framework from the first
day the sidecar is operational. Carriers that have invested in Al governance frameworks at
the parent level have a meaningful head start — those frameworks should be the sidecar’s
starting point, not its future aspiration.

There is an important implication here that is often overlooked. Today regulators frequently
express concern about Al opacity, algorithmic bias, and automated decision-making. But a
properly governed Al-native carrier may ultimately be more regulator-friendly than its
legacy counterparts — not less. Consistent decision criteria, documented model logic,
real-time audit trails, and systematic bias testing produce a governance record that human
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underwriters operating under legacy discretionary systems cannot match. Legacy carriers
with inconsistent underwriting outcomes, undocumented pricing adjustments, and
adjuster-dependent claims handling may paradoxically represent a harder regulatory
oversight challenge than a transparent, documented Al-native operation. The sidecar built
with governance at its foundation is not just compliant. It may represent the future of what
regulators actually want insurance operations to look like.

The structure is not new. The purpose is. Many carriers reading this already operate as
holding companies with separate licensed subsidiaries — organized by line of business, by
geography, or both. This includes many mutual carriers, which have long operated stock
subsidiaries as a mechanism for accessing capital markets and managing specific
business segments under separate governance structures. The mutual holding company
structure, in particular, has well-established precedents for this kind of organizational
architecture — though mutual governance dynamics, policyholder-elected boards, and
member communication requirements create specific planning considerations that stock
carrier playbooks don’t fully address. Any mutual considering this strategy should engage
its governance counsel early on the board approval process and member communication
obligations. What is new in either structure is the strategic intent: rather than creating
subsidiaries for regulatory, tax, or market access reasons, the sidecar is created explicitly
to serve as the architectural successor to the parent’s operating model.

The regulatory solution is straightforward and well-established. Purchasing a shell carrier
provides a quicker time to market — typically 90 days versus a year or more when starting
de novo. The market for clean shell carriers with existing state licenses is active and liquid.
Root Insurance paid $23 million to acquire a shell carrier with licenses across dozens of
states. The Form A regulatory approval process, required in the shell’s state of domicile, is
well-understood and manageable for a carrier with existing regulatory relationships.

For carriers in states that have adopted NCOIL’s Insurer Division Model Act, the legal
pathway is even more explicit. The act permits an insurer to divide into multiple legal
entities according to blocks of business or operations. Its companion, the NCOIL
Insurance Business Transfer Model Act, provides legal and economic finality for
transferring blocks of insurance business between entities — without requiring the
affirmative consent of every policyholder. Together these model acts are the legal
infrastructure that makes the sidecar’s line-by-line migration legally defensible in adopting
states, not merely logically coherent. Carriers should confirm which of their operating
states have adopted these frameworks as part of Phase 0 planning.

AM Best rating support from day one. A sidecar structured as a subsidiary of a well-rated
parent holding company can receive rating enhancement of up to two notches above its
standalone assessment, provided it maintains strong affiliation with and strategic
importance to the parent. A carrier with an A rating can support a sidecar’s initial AM Best
positioning from the outset, rather than requiring the sidecar to build its rating from scratch.
The capital support commitment, documented through the holding company structure, is
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the mechanism that makes this work. Planning for the sidecar’s rating trajectory belongs in
Phase 0 alongside reinsurance and regulatory engagement.

A note on precedent. The instinct behind this strategy is not new. Regional carriers have
quietly explored versions of it before, typically for brand or market access reasons rather
than architectural ones. Banking provides a structural analog: the “bad bank / good bank”
model, used in financial restructurings to isolate deteriorating assets while the healthy
operation continues, follows the same logic as the sidecar’s relationship to its parent.
Consulting firms have independently arrived at adjacent concepts — Bain’s NextEngine
framework explicitly builds a parallel digital platform alongside the legacy system, with one
documented case projecting nearly 40% reduction in annual costs across claims,
operations, and IT. The difference between NextEngine and the Al Sidecar Strategy is the
legal entity separation: NextEngine replaces the technology platform; the sidecar replaces
the operating carrier itself. That distinction is the source of the sidecar’s architectural
advantage.

Some legacy carriers are also attempting to acquire their way into Al-native architecture,
purchasing digital-native carriers and running them as separate operating entities. Ageas’s
acquisition of Esure for £1.3 billion in 2025, noted for its Al-driven underwriting algorithms
and more than 100,000 daily quotes, is one recent example. That approach validates the
strategic logic while stopping short of what the sidecar achieves: a subsidiary trained on
the parent’s own loss history, underwriting experience, and claims data — not an acquired
carrier’s foreign models built on someone else’s book.

The mostinstructive recent example of the underlying logic, however, is Allianz’s May 2026
agreement to transition its entire standalone commercial cyber insurance business to
Coalition — a purpose-built Al-native Active Insurance provider. Under the agreement,
Coalition takes primary responsibility for pricing, product development, risk mitigation,

and claims management, while Allianz retains the capital, distribution network, and long-
term capacity role. Allianz cyber specialists are expected to transition to Coalition along
with the book. The partnership is structured for a minimum of ten years. Allianz didn’t just
hand Coalition its cyber book — it took an equity stake in the process, committed to further
investment, and placed its CEO on Coalition’s board. The carrier that waited too long to
build its own Al-native cyber operation ended up buying into someone else’s at a premium.

This is the Al Sidecar Strategy’s structural logic playing out at global scale — with one
critical difference: Allianz did not build its own Coalition. It partnered with one that already
existed. That distinction is precisely what Section 9 of this paper describes as the
alternative carriers face if they wait too long. The carriers that read this paper have a
different option available to them — while it remains available.

Why this cannot be outsourced. Every consultant, platform vendor, and systems
integrator in the insurance technology market has a service built around one of the five
conventional migration approaches. None of them have a service built around not
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migrating. The Al Sidecar Strategy requires internal strategic clarity rather than vendor-led
transformation. The data, the regulatory liability, and the underwriting IP that make the
sidecar viable are too core to the carrier’s competitive position to be managed by a third
party. Avendor can build components of the sidecar’s technology stack. They cannot own
the model governance liability, the AM Best rating relationship, or the DOI relationship that
makes the sidecar a credible carrier. This is a carrier-led initiative or it is not a serious one.

Why internal modernization of a single line is not the same answer. A sophisticated
ClO or CUO will ask: why not stand up a clean Al-native commercial lines platform inside
the existing carrier legal entity, rather than creating a separate one? Itis a fair question. The
answer is that even isolated internal modernization efforts remain constrained by the
parent carrier’s governance, staffing assumptions, compliance structures, reserve logic,
and legacy integration obligations. A new platform inside the existing entity still reports to
the same leadership, competes for the same capital, draws from the same data
architecture, and operates under the same regulatory identity. The sidecar’s advantage is
not merely technological separation. It is organizational and economic separation —the
freedom to build, staff, govern, and operate without inheriting the constraints of the entity
itis designed to succeed.

The strategic prize. Every element of the Al Sidecar Strategy — the clean architecture, the
Al-native decisioning, the Data Refinery, the gradual workforce recomposition — points
toward the same economic destination. The strategic prize is not faster underwriting alone.
Itis a structurally different expense ratio. Al-native carriers operating at scale do not
merely process decisions faster than their legacy counterparts. They process them with a
fundamentally different cost structure. That is the board-level case for this strategy, and it
is the competitive reality that makes inaction the riskier position.

Section 4: How the Migration Works
Line Selection

The migration begins with a choice that shapes everything that follows: which line of
business goes first.

Start where the data is cleanest and the regulatory environment offers the most pricing
flexibility. Small commercial business owners policy (BOP) is the defensible first choice for
most carriers. BOP data structures are generally cleaner than personal lines. Premium per
policy is larger, which means faster Al learning cycles on meaningful premium volume. The
regulatory environment for commercial lines pricing is more tolerant of Al-driven
differentiation than personal auto, where rate filing requirements and bureau rating
constraints limit how much the Al can actually differentiate. Workers’ compensation
carries state fund competition and significant pricing constraints. Personal auto is heavily
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regulated on rate in most states. Homeowners faces a capital crisis in the highest-value
markets.

Some lines may never fully migrate. Long-tail specialty risks, manuscript-heavy excess and
surplus business, and highly relationship-driven commercial segments may remain
human-dominant for years or indefinitely. Acknowledging this is a strength of the
framework, not a limitation. The Al Sidecar Strategy is not about total carrier replacement
on a fixed timeline — it is about systematically moving the lines where Al-native operations
create the clearest and most defensible advantage.

Each carrier’s optimal starting line will differ based on book composition, data quality, and
regulatory relationships. The selection logic is consistent: go where the Al can prove itself
fastest on the most defensible ground.

The Data Refinery

Before the sidecar writes its first policy, the data it learns from needs to be fit for purpose.
Raw legacy data is not. According to Clearwater Analytics, 74% of insurance companies
still rely on legacy systems for core functions — systems built on outdated formats that
don’tintegrate easily with modern platforms. Decades of manual entry by different
adjusters across different systems in different states produces inconsistencies, gaps, and
embedded biases that an Al model will learn from faithfully, including the errors. If you skip
the refinery, you train the future on the mistakes of the past.

Phase 0 mustinclude a deliberate data remediation effort: translating legacy data
structures into formats the sidecar’s architecture can use cleanly, identifying and
correcting systematic inconsistencies, and establishing the data quality baseline against
which the sidecar’s Al will be trained. This is not a technology task to be delegated to IT. It
is a strategic requirement that demands involvement from underwriting, claims, and
actuarial leadership who understand what the data is supposed to represent and where
the legacy systems have historically diverged from that intent. One technical approach
worth noting: synthetic data generation — the creation of anonymized training data
modeled on the parent’s actual data — can reduce Pll exposure and cybersecurity risk
during the training process while preserving the statistical properties that make the data
valuable. This is an emerging technique in Al-native insurance operations and belongs in
the Data Refinery planning conversation.

The translation layer that converts decades of messy legacy data into Al-ready inputs is, in
itself, a high-value proprietary asset. It encodes decades of institutional knowledge about
how the carrier’s risks actually behave — knowledge that no de novo competitor can
acquire regardless of their capital or technology. The Data Refinery is not a cost of entry. It
is the first proprietary asset the sidecar builds, and it compounds in value with every line
that migrates through it.
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Shadow Underwriting: Proof of Alpha Before First Premium

Before the first renewal migrates, the sidecar should spend time shadow pricing the parent
carrier’s renewals on the selected line. The Al generates a theoretical price on every
renewal in the shadow period. The legacy underwriting process runs normally. No business
actually moves.

At the end of the shadow period, the carrier has a direct comparison: what the Al would
have charged versus what legacy underwriting actually charged, mapped against
subsequent loss development. That comparison is the board-level evidence that the
sidecar’s Al is ready to write real business. It gives the CFO a concrete performance
baseline before the capital commitment for Phase 1 is approved. Skipping the shadow
period to accelerate the timeline is the kind of shortcut that generates the board
objections the strategy needs to avoid.

The shadow period should be governed by a dual condition, not a fixed calendar. A
minimum time window — long enough to observe seasonal patterns and underwriting
variance — combined with a minimum credible quote volume on the selected line. Both
conditions must be met before the board approves the Phase 1 capital commitment. A
conservative Chief Actuary is right to ask whether a time-only gate produces statistically
meaningful results. The dual condition answers that question before it becomes an
objection.

The shadow period is a gate, not a guarantee. If the Al underperforms legacy
underwriting during the shadow period, the carrier has real options: extend the shadow
period and iterate the model on additional data, narrow the migration to a subset of the
line where Al performance is strongest, or pause the sidecar and reassess the foundational
data quality. None of these outcomes is a failure — they are exactly what the shadow
period is designed to surface before capital is committed. A carrier that discovers the Al
needs more development during shadow underwriting has spent relatively little. A carrier
that discovers the same problem in Phase 1 has committed capital, regulatory
relationships, and agent channel goodwill.

The shadow period also informs the regulatory filing strategy. A proactive product filing that
demonstrates the sidecar’s pricing produces equivalent or better coverage at equivalent or
lower cost — justified by Al-driven expense efficiencies and more precise risk
classification — gives state regulators a consumer benefit narrative before the first
renewal moves. This framing works because it is accurate: Al-native underwriting, properly
implemented, genuinely does produce more consistent outcomes at lower operating cost.
The filing should be structured around those demonstrable benefits, not abstract
efficiency claims.

The Renewal Migration Model

Renewal is the natural atomic unit of insurance transformation.
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Policies renew onto the sidecar platform rather than being moved mid-term. This avoids
the regulatory and policyholder notification complexity of mid-term assignment while
creating a natural, predictable migration timeline tied to the renewal cycle of each line. The
legacy carrier stops writing new business on that line. Renewals migrate. The legacy book
runs off on its natural timeline.

Policyholder communication and brand architecture. Policyholders receiving renewal
notices from an unfamiliar carrier name will generate questions and agent calls. Thisis a
design decision that needs to be made deliberately: does the sidecar operate under the
parent’s brand, a new brand, or a house-of-brands structure? Each choice has tradeoffs.
Operating under the parent’s brand reduces policyholder confusion but may create
regulatory complications in some states if the entities are legally distinct. A new brand
signals a fresh operating architecture but requires agent and policyholder education. A
house-of-brands approach — a distinct but affiliated identity — is often the most
defensible position, establishing the sidecar’s separate identity while clearly associating it
with the parent’s credibility and financial strength. Whatever approach is chosen, the
communication plan — what agents say, how the sidecar brand is introduced, how
continuity of coverage is explained — belongs in the migration design, notin the
implementation phase.

Shared services during parallel operations. A practical operational question that
deserves explicit planning: when the legacy carrier and the sidecar run simultaneously,
some functions may be shared and some may be duplicated. Policyholder service calls,
billing inquiries, and first notice of loss for claims present a specific challenge — a
policyholder doesn’t know or care which legal entity holds their paper when they need
service. Carriers will need to decide whether to establish a shared services layer that
handles these functions across both entities, or whether to duplicate service
infrastructure for the sidecar from day one. The shared services approach preserves
efficiency during the migration period but requires careful intercompany agreements. The
duplication approach is cleaner architecturally but adds cost during the parallel
operations period. What is not acceptable is leaving this question unresolved until the first
policyholder calls.

Agent Channel Management

The independent agent channel is the strategy’s primary distribution partner — and for
carriers heavily reliant on independent agents, it is the relationship that requires the most
deliberate management throughout the migration.

The core concern that must be addressed explicitly: agents who have built their book
through a carrier relationship will ask whether the sidecar is a mechanism to eventually
disintermediate them. For any carrier with meaningful independent agent distribution, that
concern needs a clear answer, not a deflection. The sidecar’s distribution commitment
should be communicated proactively and documented as part of the migration plan. The
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principles of that commitment are straightforward: agency-only distribution for the
duration of the migration period, compensation structures at least equivalent to the parent
carrier’s for a defined initial period, and a single unified portal so agents cannot tell the
difference in their workflow between placing business with the parent and placing
business with the sidecar. Agents who experience no workflow friction and equivalent or
better economics are agents who will actively support the migration rather than quietly
resistit.

There is a specific channel conflict scenario that needs to be named and addressed in the
migration plan: what happens when ariskis declined by the sidecar’s Al underwriting but
would have been accepted under the parent’s manual process? This will happen,
particularly in the early months of Phase 1 when the Al is still calibrating. The agent whose
submission is declined needs an answer and an alternative — whether that is a referral
back to the parent carrier’s legacy book, a surplus lines market, or a defined manual
review process at the sidecar. Leaving it unresolved is the kind of operational gap that
turns agent cooperation into agent frustration.

Over time, as the sidecar demonstrates superior service consistency and underwriting
predictability, the commission differential becomes less necessary. But it earns the
migration window when it matters most.

Managing Adverse Selection

A skeptical CUO willimmediately identify a significant risk: if the sidecar prices more
accurately on better data, the legacy carrier’s remaining book deteriorates as better risks
renew onto the sidecar and worse risks stay behind. This is a real dynamic that belongs in
the plan, not a footnote.

Several management approaches should be built into the migration design from the start.
Applying consistent underwriting criteria across both entities in the early migration period
prevents the sidecar from functioning as a cherry-picking mechanism. Moving an entire
book segment — all BOP in a state, for example — rather than account-by-account
selection ensures that tail risk migrates with the book rather than staying behind. The
parent carrier can also structure a stop-loss arrangement with the sidecar during the initial
migration window to absorb the transition period’s anti-selection exposure. None of these
eliminate the adverse selection risk entirely. All of them make it manageable rather than
fatal.

Reinsurance Continuity Planning

Reinsurers price the legal entity, not just the book of business. Moving a line from the
parent carrier to the sidecar does not automatically transfer the reinsurance relationships
that supported it under most treaty language. Treaty renegotiation, commutations, and
novations are predictable friction points in the migration process, not surprises. The
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sidecar’s reinsurance program needs to be structured and negotiated in parallel with the
business migration timeline, not after it.

The parent carrier’s loss history is the foundation for those conversations, but the sidecar
starts those negotiations as a new entity without a track record of its own. Planning for that
gap — and for its impact on AM Best rating stability during the transition — belongs in the
earliest stages of sidecar design.

There is a specific structural risk worth naming explicitly: if the sidecar initially absorbs the
parent’s cleanest business, the parent carrier’s remaining portfolio becomes measurably
more adverse — a dynamic reinsurers will price at the next treaty negotiation. One
mitigation worth exploring with the lead reinsurer early is a bridge treaty structure that
covers both entities as a combined risk pool for the first 24 months. This prevents the
sidecar from being penalized for lack of loss history while preventing the parent from being
penalized for a suddenly hollowed portfolio. Whether a bridge treaty is achievable will
depend on the specific reinsurer relationship and treaty structure, but the conversation
belongs in Phase 0, not Phase 1.

The bridge treaty addresses transition stability. Reinsurance relationship diversification
addresses long-term resilience — and the two are compatible on different timelines. Once
the sidecar has established its own loss history and treaty relationships in Phase 2 and
beyond, over-dependence on any single lead reinsurer creates concentration risk. A
change in that reinsurer’s strategy, capacity, or ownership could disrupt the treaty
structure at a critical migration moment. Building reinsurance breadth into the plan from
Phase 2 onward is prudent risk management that complements, rather than conflicts with,
the bridge treaty approach used in Phase 0 and Phase 1.

Reinsurers who are brought into the strategy as informed partners from the beginning are
significantly more likely to support favorable treaty terms than reinsurers who encounter
the transition as a surprise at renewal.

Capital Planning Through the Migration Period

Running off the parent carrier while capitalizing the sidecar means double-allocating
capital for several years. The migration period creates a capital efficiency trough that is
real, predictable, and manageable if planned for explicitly. It is also the CFO’s first
objection.

The trough is temporary. The cost structure improvement is permanent. That math needs
to be modeled before the strategy goes to the board, not after.

A note on the specific financial parameters: capital trough depth, expense ratio
improvement trajectory, and reinsurance cost differentials during the parallel period will
vary considerably by carrier size, line mix, market conditions, and migration pace. Specific
benchmarks do not yet exist in the literature because the Al Sidecar Strategy has not been
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executed at scale as a formal program. The financial modeling is board-level work specific
to each carrier’s circumstances. What this paper provides is the strategic architecture and
the sequencing logic. Phase 0 legal work should also include a review of existing debt
covenants on parent carrier obligations — transferring a block of business may trigger
acceleration clauses or require lender consent, and that assessment belongs before any
migration commitment is made.

The legacy carrier’s runoff book has value beyond its role as a liability to be managed. The
P&C runoff market is deep and professionally structured: non-life runoff reserves total
$1.129 trillion globally, with 33 publicly disclosed transactions transferring $6.6 billion in
gross liabilities in 2024 alone. Runoff specialists — Enstar, Catalina, RiverStone, and
comparable firms — acquire and manage exactly these kinds of books as their core
business. Enstar alone has completed 117 acquisitive transactions since its founding. The
eventual sale of the legacy carrier’s runoff portfolio to a specialist creates a capital
repatriation event that can meaningfully offset the sidecar’s growth funding requirements.
That optionality belongs in the capital model from the beginning.

Cybersecurity and Data Transfer Risk

Moving decades of policyholder data, loss history, and underwriting records between legal
entities is not a routine IT project. It is a high-value data transfer event that creates
meaningful cybersecurity exposure at every stage: extraction from legacy systems, transit
between entities, and ingestion into the sidecar’s architecture.

The data being transferred is also among the most sensitive the parent carrier holds —
policyholder personally identifiable information, proprietary underwriting logic, and
competitive loss experience. The security architecture for this transfer belongs in Phase 0
planning, alongside the reinsurance and regulatory work, not as an afterthought to the
technical migration. Beyond cybersecurity, the transfer also triggers compliance
obligations under GLBA, applicable state privacy laws, and potentially CCPA and CPRA
requirements depending on the carrier’s footprint. These compliance requirements are
manageable — they are not novel in the context of insurance corporate transactions — but
they require early engagement with legal counsel, not last-minute review.

The Parallel Systems Reality

The legacy carrier and the sidecar run in parallel during the migration period. Thisis not a
flaw. Itis the feature.

Unlike the hybrid parallel run approach — where two systems process the same
transactions simultaneously and require daily reconciliation — the sidecar parallel period
is operationally clean. The legacy carrier manages its existing book. The sidecar writes new
and renewal business on its line. There is no reconciliation problem because there is no
shared transaction stream. The legacy system isn’t being replaced. It is being deliberately
depopulated, one renewal cycle at a time.
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Section 5: When the Strategy Fails

No serious strategic paper war-games only the upside. The Al Sidecar Strategy has six
credible failure modes, and each belongs in the plan before the strategy goes to the board.

Shadow underwriting failure. The entire strategy’s credibility rests on the shadow period
proving that the Al can price and select risks at least as well as legacy underwriting. If it
doesn’t, the migration plan stalls before it starts. The right response is not to proceed
anyway. The shadow period is a gate, not a guarantee, and the gate exists precisely to
catch this outcome before capital is committed. If the Al underperforms, the carrier should
extend the shadow period and iterate the model, narrow the migration to the subset of the
line where Al performance is strongest, or pause and reassess the foundational data
quality. Each of these is a recoverable position. Proceeding to Phase 1 with an Al that
hasn’t proven alpha is not.

Regulatory blocking of bulk transfers. State DOIs have broad authority over how
insurance business moves between entities. What the sidecar treats as a renewal
migration, a regulator may characterize as a non-renewal and rewrite — triggering filing
requirements, approval timelines, and policyholder notification obligations that can
dramatically slow or complicate the migration sequence. The risk is not uniform: losing a
small state to regulatory objection is manageable. Losing California, New York, or Texas
could killthe economics of an entire line migration. Early and transparent engagement with
regulators in key premium states is not optional. It is a precondition for the strategy
working on the intended timeline.

Agent channel revolt. Preferential commissions earn agent cooperation in the short term.
They don’t guarantee it indefinitely. If agents perceive that the sidecar’s underwriting
appetite is tighter, its service responsiveness is slower during ramp-up, or its claims
handling is materially different from the parent’s, commission differentials will not hold the
relationship. The specific scenario most likely to trigger immediate friction: a risk declined
by the sidecar’s Al that would have been accepted under the parent’s manual process.
Every carrier needs an answer to that scenario before the first agent call.

Capital stress during migration. The double-allocation capital period is manageable in a
stable market environment. It is significantly more difficult if the parent carrier experiences
adverse loss development on its legacy book during the same period the sidecar is
absorbing transition costs. A major CAT event, a reserve strengthening cycle, or an
unexpected litigation trend on the runoff book could pressure the capital plan at exactly
the wrong moment. Stress-testing the capital model against adverse scenarios is not
pessimism. It is the work that makes the board conversation credible.
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Accelerated migration pressure from early success. If the sidecar demonstrably
outperforms the parent carrier on combined ratio within the first two years, the board will
face pressure to accelerate the migration faster than the capital plan and organizational
capacity can support. Success-driven overextension is a real risk. The migration timeline
needs to be defended not just against resistance, but against the temptation to move too
fast when early results are strong.

Technology or model failure at scale. The sidecar’s Al architecture may perform well in
the shadow period and early Phase 1, then encounter problems as volume increases:
model drift as the underwritten book grows, data pipeline failures under production load,
or a catastrophic breach during the ongoing data relationship between parent and sidecar.
These are not hypothetical risks — they are the operational reality of deploying Al systems
atinsurance scale. The sidecar’s technology governance should include explicit model
monitoring, drift detection, and incident response protocols from day one.

Section 6: The Workforce and Infrastructure Transition

People Move With the Business

The sidecar is not a workforce reduction mechanism. It is a workforce recomposition
mechanism aligned to the migrating book of business.

Underwriters, customer service staff, front-line claims handlers, and actuaries who
specialize in the migrating line transition into the sidecar along with the book. Institutional
knowledge transfers with the business rather than being stranded in a legacy organization
that no longer has a reason to retain it. The legacy carrier doesn’t manage a traumatic
mass workforce reduction. The sidecar absorbs the operational team that understands the
book it’s being asked to manage.

This matters beyond the human dimension. The people who move with the business are
the ones who can validate whether the Al is making the right decisions during the training
and ramp-up period. They are not being replaced by Al on day one. They are the guardrails
that make the Al trustworthy until it has earned that trust through demonstrated
performance.

Over time, as the Al matures on each line, the staffing profile of the sidecar evolves.
Production roles give way to supervisory, exception-handling, and governance roles. That
headcount transition happens gradually and on the sidecar’s own terms, not through a
politically difficult restructuring at the parent. A practical note on workforce licensing:
producer appointments, adjuster licenses, and CSR registrations do not automatically
transfer between legal entities. In some states this is a straightforward process. In others it
can add months to the migration timeline. Workforce licensing assessment belongs in
Phase 0 planning, not as an afterthought when the first renewal is about to migrate.
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The middle management gap. The workforce dynamics most visible in a sidecar migration
are at the extremes: frontline staff who migrate with the book, and C-suite who champion
or resist the strategy. The layer most likely to create friction is in between. Middle
managers whose roles don’t map cleanly to the sidecar’s Al-native operating model —
regional underwriting directors, claims supervisors, service center managers — face an
ambiguous future that neither a migration plan nor a retention bonus fully resolves. Some
will migrate to the sidecar in redefined roles. Some will remain at the legacy carrier
managing the runoff book. Some will depart. The carrier’s leadership needs a deliberate
strategy for this layer, not just for the frontline and the C-suite. A managed approach might
include role-mapping exercises 12 months before migration begins, retention incentives
tied to knowledge transfer milestones rather than simply tenure, and outplacement
support for roles that genuinely have no equivalent in the sidecar. Left unmanaged, middle
management uncertainty is the friction that slows execution at exactly the moment the
strategy needs momentum.

The sidecar culture problem. The people who move with the business bring their
institutional knowledge with them. They also bring their institutional habits. The sidecar
needs explicit permission to operate differently from the parent even when staffed by
veterans of the parent. The Al Sidecar Strategy fails as an architectural exercise if it
succeeds as a cultural transplant. The sidecar’s leadership team is responsible for
building an operating culture that uses the inherited knowledge without being constrained
by the inherited assumptions.

Talent dynamics during parallel operations. Two distinct workforce risks emerge while
parent and sidecar run simultaneously. The first is talent migration: the sidecar’s Al-native
environment and long-term trajectory make it a more attractive destination for the parent’s
best people — including those not scheduled to migrate with their line. The parent carrier’s
leadership needs to manage this tension actively. The second risk runs in the opposite
direction. If the perception takes hold that the sidecar is where the future is and the legacy
carrier is where careers go to wind down, the legacy operation suffers morale-driven decay
at exactly the moment it still needs to perform. The legacy book represents the majority of
revenue for the first several years of the migration. The people managing it deserve a
retention strategy, not just the people migrating to the sidecar.

Location as a Strategic Decision

Legacy carriers are headquartered where they were founded. In many cases that means
infrastructure that predates the electrical capacity, fiber density, and data center
economics that Al-native operations require. The sidecar gets to choose.

That means proximity to Tier 1 or Tier 2 data center markets with access to renewable
power, high-density fiber, and competitive real estate. It means access to technology
talent pipelines that don’t exist in traditional insurance cities. It means a physical footprint
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designed around what an Al-native carrier actually needs, not inherited from a campus
built for a different era.

The location decision is not logistical. It is strategic. Getting it right from the startis
significantly easier than correcting it later.

Section 7: The End State

Each line migration removes the book, the people, and the operational infrastructure from
the legacy carrier and transfers them into a purpose-built entity. What remains in the
legacy carrier after several successful migrations is a genuinely skeletal operation: senior
leadership, finance, legal, reinsurance relationships, and claims management for long-tail
liabilities on runoff business.

The legacy carrier doesn’t transform. It reveals itself.

Underneath the operational complexity of a full-stack carrier was always a capital
allocation and governance entity. The Al Sidecar Strategy makes that structure explicit by
methodically transferring everything else into entities built to do those jobs better.

For carriers already operating as holding companies with separate subsidiaries, this end
state is not a destination so much as a clarification. The holding company structure
already exists. The Al Sidecar Strategy populates it with purpose-built operating entities
rather than historically accumulated ones. The difference between where these carriers
are today and where the strategy takes them is not structural. It is architectural.

What stays centralized. Organizational decomposition is not organizational
fragmentation. The holding company that emerges from this process retains functions that
are inherently group-level responsibilities: capital allocation across the portfolio of Al-
native subsidiaries, enterprise risk aggregation and catastrophe management, group
reinsurance program governance, investment portfolio management, regulatory strategy at
the holding company level, and finance and legal functions that serve the group.
Enterprise-level governance, capital oversight, and model risk standards remain
centralized at the holding company level even as operating autonomy decentralizes. The
operating layer decomposes. The risk and capital layer centralizes further — with better
visibility, better data, and cleaner governance than a fully integrated legacy carrier ever had.
The holding company becomes leaner and more capable simultaneously.

The end state is a holding company sitting above a portfolio of Al-native operating carriers:
each purpose-built for a specific line of business, each operating with the cost structure
and decision velocity that legacy architecture could never support, each governed by the
capital allocation logic that the parent carrier has always been good at — and now only
needs to be good at. The first sidecar may begin as a single operating carrier, but the long-
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term architecture likely evolves into a portfolio of specialized Al-native entities organized
by line of business — which is precisely the structure the holding company is designed to
govern.

The legacy carrier’s runoff liabilities, managed down over years, represent the final chapter
of this transition. Those liabilities have a market value to runoff specialists. The eventual
monetization of that runoff book — through loss portfolio transfers, novations, or outright
sale to a firm like Enstar or Catalina — closes the capital loop and completes the transition
from operating carrier to holding company.

This is not incremental transformation. It is controlled self-disassembly as a competitive
strategy. The goal is not institutional destruction, but operational decomposition into
entities better aligned to Al-era economics. And that framing, uncomfortable as it may be
for some executives, is precisely why it will feel more realistic to serious operators than the
standard Al transformation narrative.

Section 8: An Illustrative Migration Timeline

The following timeline is illustrative, not prescriptive. Every carrier’s migration sequence
will be shaped by its book composition, data quality, regulatory relationships, capital
position, and the pace at which state regulators and reinsurers can be brought into the
conversation. What it conveys is that this is a multi-year strategic commitment, not a
project with a defined end date. The specific horizon — “Year 7+” for Phase 4 — reflects a
reasonable estimate for a multi-line migration of moderate complexity. What drives
variability is regulatory approval speed, data quality on each successive migration line, and
reinsurance relationship management. Carriers with simpler books, cleaner data, and
stronger regulatory relationships may move faster. Those with more complexity will take
longer.

Phase 0: Foundation (Months 0-12). Acquire licensed shell carrier (shell acquisition
typically closes in 90 days, but the full Phase 0 workstream requires 9-12 months when all
parallel activities are included). Initiate reinsurance partner conversations and begin
bridge treaty discussions. Engage key state regulators with a transparent migration plan
and consumer protection rationale. Assess NCOIL Insurer Division Model Act and
Business Transfer Model Act adoption in operating states. Review existing parent carrier
debt covenants for potential acceleration clauses triggered by book transfer. Evaluate
existing vendor and outsourcing agreements — including policy administration, claims
platform, and data licensing contracts — for minimum volume commitments, integration
obligations, or termination provisions that may materially constrain migration sequencing.
Design cybersecurity architecture for data transfer and engage legal counsel on GLBA,
privacy law, and data transfer compliance obligations. Begin Data Refinery work on first
migration line. Engage AM Best on subsidiary rating structure and capital support
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documentation. Recruit sidecar leadership. Assess workforce licensing requirements for
migrating staff. Select first line of business for migration.

Phase 0.5: Shadow Underwriting (Months 12-18). Sidecar Al shadow prices parent carrier
renewals on selected line without writing business. Compare Al pricing against legacy
underwriting outcomes mapped against loss development. Validate Al performance
against parent benchmarks on dual condition — minimum time window and minimum
credible quote volume both satisfied. File mirror product with key state regulators
demonstrating consumer benefit rationale. Build board-level Proof of Alpha before
approving capital commitment to Phase 1. If Al underperforms: extend shadow period,
narrow migration scope, or reassess data quality before proceeding.

Phase 1: Proof of Line (Months 18-30). First renewals migrate on selected line. Launch
agent covenant communication and policyholder brand introduction plan. Resolve shared
services architecture before first policyholder calls. Monitor adverse selection indicators
closely. Begin building sidecar loss history. Maintain parent carrier parallel operations on
migrating line. Monitor Al model performance for drift and calibration issues at production
volume.

Phase 2: Scale (Years 3-5). Majority of first line migrated. Second line Data Refinery and
shadow underwriting begins. Sidecar reinsurance program established on its own track
record. Parent carrier operational footprint on migrated lines contracts. Capital
reallocation begins. Active talent retention management for legacy carrier operations team,
including middle management strategy.

Phase 3: Portfolio Maturity (Years 5-8). Multiple lines operating in sidecar. Parent carrier
transitions to runoff management and holding company governance. Sidecar portfolio
demonstrates combined ratio improvement over legacy baseline. Evaluate legacy runoff
book sale to runoff specialist. Claims Al learning cycle compounds across migrated lines
— subrogation, fraud detection, severity management — building the moat that
underwriting advantage alone cannot create.

Phase 4: Holding Company Structure (Year 8+). Legacy carrier is a capital allocation and
governance entity. Al-native operating carriers manage individual lines with full operational
autonomy. Long-tail runoff liabilities managed as a distinct function or sold to runoff
specialist. Some specialty or long-tail lines may remain at the holding company level
indefinitely — this is not a failure of the strategy but a recognition that not every line
belongs in an Al-native operating entity.

Section 9: Strategic Urgency

The data advantage, the agent relationships, and the rating history that make the Al Sidecar
Strategy viable belong to legacy carriers today. That will not be true indefinitely.
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Al-native competitors are accumulating loss experience with every policy they write. The
Earnix 2024 Industry Trends Report found that 49% of insurers already admit they are
behind schedule in their modernization efforts. Agent relationships that took decades to
build can erode faster than carriers expect when a competitor offers better technology,
better service consistency, and better economics. Distribution, data, and reinsurance
capacity are becoming increasingly portable in an Al-native market. The legacy carrier itself
— its capital, its licenses, its historical data — is the one asset that is not yet portable. That
window will not stay open indefinitely.

There is a timing asymmetry in this competitive dynamic that deserves explicit attention.
The migration itself is a decade-long process. But market perception of Al-native
competitive advantage may shift in 24 months once evidence of the model working
emerges. A carrier that has completed Phase 1 and can point to measurable results has
changed the competitive conversation in ways that a carrier still in Phase 0 planning
cannot match. The urgency is not about completing the migration quickly. It is about
beginning it before the market reprices the legacy carrier’s position — because that
repricing can happen faster than any migration timeline.

A reasonable counterargument deserves acknowledgment: there may be a case for being
second. Letting another carrier fight the regulatory test cases, establish bulk transfer
precedent, and surface the operational friction that theory can’t predict is a legitimate
strategic posture. The counter to that argument is data compounding. The Al’s advantage
grows with every policy written and every claim closed. A second-mover that waits 24
months for regulatory precedent has also watched a competitor build 24 months of loss
history that will take years to close. First-mover advantage in this context is not about
brand recognition — it is about the irreversible accumulation of Al training data. Every
renewal cycle matters.

Carriers that don’t build their own sidecar may eventually find themselves in the position of
funding someone else’s: providing the rating paper, the reinsurance capacity, and the
distribution relationships that make a competitor’s Al-native operation viable, while their
own legacy architecture falls further behind.

Inaction is not a neutral position. Every renewal cycle in which a legacy carrier does not
begin the migration is a renewal cycle in which an Al-native competitor writes that
business on better economics, builds more loss history, and closes the data gap that
currently makes the legacy carrier’s position defensible.

The only thing more expensive than building a sidecar is competing against one.

© 2026 Insurancelndustry.Al | James W. Moore
25



Action Items for Carrier Leadership

The following are strategic questions, not implementation checklists. They are the
questions a carrier board and executive team should be able to answer before the first
serious conversation about moving forward.

Have you had a preliminary conversation with your lead reinsurer about what a legal
entity transition on your most likely first migration line would require? Have you had
the same conversation with your home state DOI?

Have you reviewed your existing debt covenants for potential acceleration clauses
that a book transfer could trigger, and engaged legal counsel on the tax implications
of moving premium, reserves, and DAC between legal entities?

Have you modeled the capital drag of running parallel operations for three to five
years, and stress-tested that model against an adverse loss development scenario
in the parent carrier?

Does your current data infrastructure actually support Al-native operations, or does
it support Al-assisted ones? Do you know the difference between a carrier that
automates tasks and one that automates decisions — and does your CIO’s answer
match your CUQO’s?

If you already operate as a holding company with separate subsidiaries, which of
those entities — or what new entity — is the most viable candidate to become the
first Al-native operating carrier? What would it actually take to make it truly Al-native?

Which line of business in your current portfolio has the cleanest historical data, the
most pricing flexibility, and the most to gain from Al-native underwriting consistency?

Have you assessed what a Data Refinery effort would require on that line — the time,
the talent, and the data quality gap between what you have and what Al-native
operations actually need?

What would it cost to acquire a licensed shell carrier in your primary states today,
versus what it would cost to attempt a full-stack legacy transformation over the next
decade?

Have you mapped the adverse selection exposure in your current book well enough
to sequence a line migration without deteriorating the legacy portfolio faster than
the sidecar can absorb it?

Have you assessed the cybersecurity and privacy compliance exposure of
transferring your historical data to a new entity, and is that architecture designed
and legally reviewed before the first data moves?
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e Have you modeled the first-renewal attrition rate attributable to the brand change,
and is that friction cost offset by retention improvements in subsequent renewal
cycles? Policyholders who see an unfamiliar carrier name at renewal may simply
not renew — that abandonment rate should be a named assumption in the
migration plan, not a surprise.

e Who are the people in your organization most critical to operating your most likely
first migration line — including the middle management layer — and what is your
retention plan for those migrating to the sidecar, those staying behind, and those
whose roles don’t map cleanly to either?

o |[f awell-capitalized startup approached you tomorrow with an Al-native carrier and
asked for your rating paper and your agent relationships, what would you say? If the
answer is anything other than an immediate no, what does that tell you about your
own strategic position?

A Final Note on Scope

This white paper makes the strategic case for the Al Sidecar Strategy. It does not attempt
to be an implementation manual — the operational mechanics of a sidecar migration will
vary too significantly by carrier to prescribe universally. The capital modeling, the
regulatory filing strategy for each operating state, the specific reinsurance treaty structure,
the workforce licensing sequencing, and the technology architecture decisions are all
carrier-specific work that belongs in a dedicated implementation planning process. Before
publishing, the author recommends that carriers engaging seriously with this framework
run it by a former state insurance commissioner for regulatory realism, a carrier CFO with
holding company experience for capital structure realism, and an independent agency
principal for distribution channel realism. Their pushback will strengthen the plan
considerably.

The Al Sidecar Strategy is not a bet on technology. It is a bet that the carriers who already
own the data will learn to use it before someone else learns to replicate it.
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He holds a finance degree with a specialization in insurance.

That breadth of experience — across carrier operations, agency ownership, wholesale
distribution, and insurance technology — is the perspective from which this paper is
written. Insurancelndustry.Al covers the Al industry from an insurance expert’s point of
view, not a technology expert’s commentary on insurance.

Insurancelndustry.Al publishes original analysis, white papers, and curated industry
intelligence for carrier C-suite executives, chief underwriting officers, chief claims officers,
and senior agency leadership.

Sources

Legacy Transformation Failure Rates

- BCG: “Agentic Al Can Power Core Insurance IT Modernization” (January 2026) — confirms
74% of insurance transformations fail — https://www.bcg.com/publications/2026/agentic-
ai-power-core-insurance-ai-modernization

- BCG: “Drive Value and Transform Insurer Legacy Technology” —
https://www.bcg.com/publications/2015/generating-value-while-transforming-insurers-
legacy-technology

- McKinsey & Company: “How P&C Insurers Can Successfully Modernize Core Systems”
(May 2025) — https://www.mckinsey.com/industries/financial-services/our-insights/how-
p-and-c-insurers-can-successfully-modernize-core-systems

- Gartner: Data Migration Failure Rate Research — https://www.gartner.com

- Deloitte: Insurance Legacy Modernization Research —
https://www.deloitte.com/us/en/industries/insurance.html

- Ovum (now Omdia): Policy Administration System Implementation Survey —
https://omdia.tech.informa.com

- Earnix 2024 Industry Trends Report — survey of 431 global insurance executives; 49%
behind schedule on modernization — https://www.morningstar.com/news/business-
wire/20241104507752/earnix-survey-reveals-majority-of-insurers-plan-to-implement-ai-
predictive-models-within-two-years

- Russignan, Luca. “P&C Insurance’s Al Problem Isn’t What You Think.” Insurance Thought
Leadership, May 12, 2026 — 42% of insurers track no Al metrics; 72% of Al spending goes
to technology vs. 28% to change management —
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https://www.insurancethoughtleadership.com/ai-machine-learning/pc-insurances-ai-
problem-isnt-what-you-think

- PricewaterhouseCoopers: Insurance Legacy Systems Research — 70% of insurer annual
IT budget spent on legacy maintenance —
https://www.pwc.com/us/en/industries/insurance.html

- Clearwater Analytics: Insurance Legacy Systems Research —
https://www.clearwateranalytics.com

De Novo Carrier Financial Performance

- Lemonade, Inc. 2024 Annual Report (SEC Form 10-K) — https://www.sec.gov/cgi-
bin/browse-edgar?action=getcompany&CIK=LMND&type=10-K

- Hippo Holdings 2024 Annual Report (SEC Form 10-K) — https://www.sec.gov/cgi-
bin/browse-edgar?action=getcompany&CIK=HIPO&type=10-K

- Root, Inc. 2024 Annual Report (SEC Form 10-K) — https://www.sec.gov/cgi-bin/browse-
edgar?action=getcompany&CIK=ROOT&type=10-K

- Lemonade, Inc.: “Precision Underwriting” — published analysis on data advantage
dynamics — https://www.lemonade.com/blog/precision-underwriting/

Shell Carrier Acquisition

- S&P Global Market Intelligence: Insurance Shell Company Transactions —
https://www.spglobal.com/marketintelligence

- Mayer Brown: Insurance M&A and Regulatory Practice —
https://www.mayerbrown.com/en/capabilities/practices/insurance

- Root Insurance shell carrier acquisition ($22.8M), AM Best News, March 2021 —
https://news.ambest.com

Al Regulatory Environment

- NAIC Model Bulletin on the Use of Artificial Intelligence Systems by Insurers (adopted
December 4, 2023) — https://content.naic.org/article/naic-members-approve-model-
bulletin-use-ai-insurers

- NAIC Statement on Al Executive Order (December 2025) confirming over half of states
adopted — https://content.naic.org/article/statement-national-association-insurance-
commissioners-naic-ai-executive-order

- New York DFS Circular Letter No. 7 (2024) — https://www.dfs.ny.gov/industry-
guidance/circular-letters/cl2024-07
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- Colorado SB 24-205 — https://leg.colorado.gov/bills/sb24-205

- Hor, Rachel. “Regulators’ Scary Demand on Insurance Al.” Insurance Thought Leadership,
May 7, 2026 — documents the board-level Al accountability dynamic regulators are now
demanding — https://www.insurancethoughtleadership.com/ai-machine-
learning/regulators-scary-demand-insurance-ai

Runoff Market

- Enstar Group SEC Filings — https://www.sec.gov/cgi-bin/browse-
edgar?action=getcompany&CIK=ESGR&type=10-K

- The Insurer: Global Runoff Market Analysis — https://www.theinsurer.com
AM Best Rating Methodology

- AM Best: Rating Methodology for Insurance Holding Companies and Their Subsidiaries —
https://www.ambest.com/ratings/methodology.aspx

Legal Framework

- NCOIL Insurer Division Model Act (adopted May 2021) —
https://ncoil.org/2021/05/06/ncoil-adopts-insurer-division-model-act/

- NCOIL Insurance Business Transfer Model Act (adopted March 2020) —
https://ncoil.org/2021/05/06/ncoil-adopts-insurer-division-model-act/

Parallel-Build Precedents

- Bain & Company: Digital Transformation — https://www.bain.com/insights/topics/digital-
transformation/

M&A and Partnership Precedents

- Ageas / Esure Acquisition (completed October 2025, announced April 2025) — Ageas
Group Newsroom — https://www.ageas.com/en/newsroom/a-defining-chapter-for-uk-as-
esure-joins-group-in-landmark-deal

- Allianz Commercial / Coalition strategic partnership (announced May 6, 2026) — Allianz
transitions standalone commercial cyber business to Coalition; Coalition takes primary
responsibility for pricing, underwriting, and claims; 10-year minimum term —
https://commercial.allianz.com/news-and-insights/news/coalition-partnership-2026.html

- MarshBerry: Evolution of Insurance Distribution —
https://www.marshberry.com/resource/the-evolution-of-insurance-distributors-direct-to-
consumer-carriers/
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Al Governance and Claims Innovation

- Insurancelndustry.Al: Al Governance & Regulation Series —
https://insuranceindustry.ai/topics/ai-governance-regulation/

© Insurancelndustry.Al. All rights reserved. This white paper may be shared freely provided
attribution to the author and publication is maintained.
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