
Captive Insurance
Is it Right for Your Business? 

In the right situation, a group can reap significant rewards 

from participating in a captive insurance arrangement. Since 

there are a number of factors that determine the feasibility 

of such an approach, a cost-benefit analysis is necessary to 

determine the appropriateness for any particular company.



Although the concept has been around for a couple hundred years, the phrase “captive insurance” had its 

origin in the 1950’s when an insurance broker used the term “captive” to describe an insurance company 

he helped form to provide coverage exclusively to his client and their “captive” subsidiaries.

As a variation of the typical self-insurance funding method, captives have steadily gained acceptance over 

the past few decades but have largely been confined to the larger group marketplace.  

Today however, the captive insurance marketplace flourishes due to modifications in approach, plan 

design and risk management that has allowed even small to mid-size businesses to an opportunity to 

discover its potential benefits.

As an alternative to a traditional self-insurance model, captive 
insurance could be a solution that makes sense for your 
business.

The experts at My Benefit Advisor (MBA) can help you analyze 
your company’s claims and financial data to determine the 
feasibility of such a program.



Captive Insurance: A Brief Overview
The continual increases in corporate healthcare 

expenditures have led many businesses to look for 

alternative methods of cost control. Traditionally, 

employers have reduced benefits and/or increased 

employee contribution levels.

The dilemma typically encountered is how to 

maintain a desirable benefit level and improve 

risk management while reducing expenses. 

In recent years, many businesses have 

discovered these objectives can be met 

through a captive insurance arrangement.

Captive Insurance is generally defined as an 

insurance company that is entirely owned and 

controlled by its insured population. The owner 

can be a single company or a pool of employers 

joining together to reduce the cost of their medical 

benefit expenditures.  By self-insuring within a 

captive, the typical insurance company profits are 

essentially eliminated.  The primary objective 

of a captive insurer is to insure the risks of its 

owners and allow the insureds to benefit from 

any underwriting profits.

As a result, by incorporating a captive into a 

health plan strategy, members are able to invest 

their assets and benefit by being owners in an 

insurance company.

This is also one of the aspects of a captive 

insurance company that distinguishes it from a 

mutual company.  Although the policy owners in 

a mutual company technically own and have 

control in the company, they do not put any of 

their assets at risk.

Captive programs typically coordinate plan 

design, claim processing, risk protection and data 

reporting — putting everything into one package.

In this paper, we’ll take a look at how a captive 

program works, criteria that makes for a good 

captive candidate and the criteria that would 

eliminate captive insurance as an option.  Your 

MBA benefits consultant is available for a more 

in-depth analysis of the captive concept and 

whether it would be right for your group.

Captive insurance is 
a regulated form of 
self-insurance that is 
created, owned and 
controlled by its insureds. 

“



The Process of Joining a 
Captive Insurance Program
For the most part, captive insurance works the same way that convential insurance programs work with 
just a few significant differences. The following represents a simplistic overview of the process involved 
with joining a captive:

If there are less than 
expected claims in any 
given year, the captive 
returns any unused funds 
to the business.

A feasibility study is 
performed to determine 
if a captive arrangement 
will be the right fit for a 
particular company.

If approved, the business 
sets their coverage 
levels.  Both aggregate 
and specific re-insurance 
attachment points are 
established to protect 
against catastrophic loss.

Pricing is determined by 
the captive manager’s 
experienced underwriters 
to ensure appropriate 
funding and profitability.

To fund the captive’s 
assumed risk above 
the collected premium, 
collateral is provided 
by each participant 
(business) in the program.



Objectives of a Captive Insurance Program

Gaining Transparency Through 
a Captive Arrangement

For a business owner, the primary objective of participating in a group captive insurance program is 
the long-term reduction and stabilization of health insurance premiums. Most employers with more than 
1000 employees self-fund their group insurance program.  The middle market, with employers ranging in 
size from 20 to 1000 employees would benefit from the cost savings of self-funding but struggle with the 
volatility of self-funding at meaningful retentions (>$100,000).  

A group captive accomplishes this goal by placing members into a loss sensitive program where premium 
is developed based on the member’s own experience. Rather than being subject to the annual fluctuations 
of the insurance market, members are now priced based on performance. 

Members of the captive also have the ability to recoup underwriting profit and earn investment income. 
The key difference is that the member is now an owner rather than a buyer of insurance. This alternative 
solution creates a new mindset for the member and provides incentives to better manage risk and prevent 
losses. 

Additionally, by avoiding the restrictions of a fully-insured model, they are able to customize their coverage 
to fit the specific needs of their company, avoid many of the ACA and premium taxes and enjoy long-term 
premium stability.

Most employers who offer fully-insured health benefit plans have no idea what 
type or dollar amount of claims their covered population incur, or how their 
premium dollars are allocated.  Most insurers simply do not disclose this 
data, especially not to anyone but their larger groups.

Unfortunately, without this information, business owners 
lack the data necessary to take control of their healthcare 
budgets.

With captive insurance arrangements, an employer will 
generally have full access to how their dollars were 
spent, detailed claim information, dollars allocated to 
retention costs and amounts paid for re-insurance. 

By sharing this information, companies 
participating in the captive are incentivized to 
help each other by sharing their best practices 
to lower loss experience, thereby improving the 
overall results of the captive. 



Better control of costs related to the employee benefit budget

Coverage tailored to fit the needs of the company

Avoiding the restrictions of fully-insured rating models

Elimination of ACA and premium taxes

Enhanced predictability of costs resulting from pooling to form larger insured population 

Long-term premium stability 

Reduction of claims volatility due to captive layer

Ability to access lower rates with preferred risk status

Opportunity to share in any underwriting profits 

Greater Transparency of Dollars Spent

Control of the Claims Management Process

Advantages of a Captive Program



Is a Captive Insurance Program a 
Good Idea for My Business?
As corporate healthcare spending continues to escalate, more businesses are considering a move 
from the traditional insurance marketplace to captive insurance as a method of cost control and risk 
management.  A captive program enables a business to self-insure programs that would otherwise be 
insured by a third party.  

Although there are many benefits of a captive insurance arrangement however, it will not be the right 
approach for all organizations.  As such, a detailed, methodical and professional analysis should be 
performed prior to any decisions being made.  Along with the resources offered by a well-qualified benefit 
consultant, a business owner should consider an evaluation from professionals regarding tax, accounting 
and legal issues.

General Requirements for A Successful Captive Insurance Program

Good Claims History — A loss ratio of less than 50% is ideal, as is low claim 
frequency and a history of few major claims.  If claims are costing more than 
the premium paid by the company, it would be better to have a third party 
bear the risk.

Financially Sound Company — A sufficient cash flow is required to cover any 
risk or fluctuations in claim funding.

The Ability to Post Collateral — One of the requirements of a captive 
arrangement is for the company to set aside funding for the payment of 
claims arising from the risk taken.

A Minimum Level of Health Insurance Premiums — Required levels 
could vary, but generally, an insurance premium of at least $100K is needed 
to achieve the benefits of a captive program.

A Sufficient Tolerance for Risk — Although there are many benefits of 
a captive arrangement, it is a form of self-insurance that involves risk.  
Companies that go the captive route should be able to accommodate 
the risk that is involved.

A Long-Term Strategy — A successful captive arrangement requires that a 
business owner consider it to be a long-term strategy.  The benefits cannot 
be achieved in a short period of time.

A Low-Risk Nature to the Company’s Business Purpose — A company 
involved in hazardous operations is generally not a good candidate for a 
captive program.



The Issue

A mid-sized prospect approached us last year expressing frustration with the inability to access detailed 

claims and retention information from their insurance carrier. They were fully-insured and confident their 

covered population was generally healthy and were tired of paying for the “profits” of a third-party insurer.  

They were looking for an alternative to the traditional model of group health insurance.

Our Solution

We spent considerable time reviewing different alternative funding models with the owner and human 

resource team but the one that piqued the interest of the company’s owner the most was entering into a 

captive insurance arrangement.  In an effort to determine if this would be a good fit for the group though, 

we first had a captive manager conduct a feasibility study which, when completed, yielded positive results.  

We reviewed the mechanics and installation process with the HR team, identified all requirements and 

potential risks with the business owner and met with the corporation’s business attorney and accountant.  

The unanimous consensus was that a captive arrangement seemed a good fit for this company. 

Impact/Result

The strategy was announced as part of the open enrollment process and the subsequent conversion went 

smoothly. The company was able to expand and enhance their corporate wellness program and still saved 

over $120,000 the first year in the program.

Case Study: 
Funding Employee Benefits Through 
Use of a Captive



About My Benefit Advisor

My Benefit Advisor (MBA) is an employee benefits platform designed to guide employers through the 

complexity of planning, communicating and managing a successful employee benefits program.

To learn more about My Benefit Advisor, visit us online at

www.mybenefitadvisor.com

This document contains confidential & proprietary information 

My Benefit Advisor and may not be copied, reproduced, and/or 

transmitted without the express written consent of My Benefit Advisor. 

The information contained herein is for general information purposes 

only and should not be considered legal, tax, or accounting advice. 

Any estimates are illustrative given data limitation, may not be 

cumulative, and are subject to change based on carrier underwriting.
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