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Even before 2020, when the coronavirus pandemic swept the globe, the health care industry had been
dynamically reshaping itself. Since the launch of the Affordable Care Act in 2010, all but the largest
employers have been forced to reconsider how to manage the burden of skyrocketing costs and
increased demand. The need to find customizable, scalable, and cost-effective solutions built on best
practices intensified. Eventually, the quest to replicate the type of plan advantages typically enjoyed by
single, large employers led to the emergence in popularity of jointly held, self-funded medical plans
known as group captives.

Group captive: A pool formed
by companies joining together
to reduce the cost of their
medical benefit spend.

With this white paper, Eastern Insurance will define group captives,
explain how they work, set out the benefits and pitfalls of captive
medical plans, help you understand whether this insurance plan
model might be right for you, and let you know how to get started
with joining or forming one.

Big Business Advantages Scaled for You
What Are Group Captives?

Group captives are jointly held insurance plans built on a member/owner model. They allow small- and
mid-sized companies to band together to achieve increased visibility into cost drivers, deploy targeted
cost management solutions, and share the risk of self-funding a medical plan. The increased capacity
and financial efficiency created by this collaborative funding strategy will help you leverage benefits
that are more typically associated with large employers. These advantages include economies and
predictabilities of scale, access to best risk management practices, financial strength, and the
opportunity to buy less stop-loss insurance. It’s also important to remember that what members hold in
common is a funding strategy, not a benefits plan design—plans are customized for individual
employers.

How Group Captives Work

Because of their unique composition, group captives offer many
opportunities for smaller organizations that seek to leverage the same
advantages generally available only to large independent employers.
To fully understand the benefits of participating in a captive, it’s important
to have a sense of how these plans and self-funding in general work.
Fortunately, the structure of captives is simple and clear. It results in a
sustainable cycle that alternately retains, transfers, and shares

layers of risk.

The group captive process involves a predictable relationship among its parties: individual employers,
the group captive entity itself, and its selected stop-loss carrier.
Here’s what each party does and the role it plays in the sustainable retain, transfer, and share cycle of
shared risk:
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Individual employers are the members and owners of the group captive plan. Each employer elects

to self-fund its employee health benefits. Every employer designs and manages its own health plan and
commits to a focused and consistent strategy of health risk management. When claims are incurred,
employers pay for them on their own behalf, retaining the risk up to the stop-loss amount
negotiated with the selected carrier.

The group captive is the legal entity made up of individual employers. It is a collaborative model that

is funded through premiums and collateral sources. The captive holds a reinsurance fund that is used to
reimburse claims above the retention point, up to a negotiated total captive loss amount, spreading the
total risk among all the parties. Each employer provides collateral to the captive in case premiums are
insufficient in a given plan year and pays a fee to cover the captive’s expenses (2% to 5% of the plan).
The captive shares risk among its members and returns any unused funds to them at the close of each
plan year accounting cycle.
The preferred stop-loss carrier issues each employer (not the group) a stop-loss policy. Employers
pay premiums directly to the stop-loss carrier. In turn, the risk is transferred when the stop-loss
carrier reimburses the employer for covered claims above its specific or aggregate retention level.
Subsequently, as noted above, the stop-loss carrier is reimbursed up to the group captive’s aggregate
loss amount.

Example

Let’s look at a fictional large claim example to better illustrate the
relationship among the risk layers, the roles of the parties, and the
financial benefit associate with group captives.
In this example, the employer has a $600,000 claim resulting from a
scenario involving a premature birth.
This employer has agreed to retain a $50,000 level of risk. (For the
sake of illustrating the concepts, it is possible to think of this
$50,000 retained risk as the individual employer’s customized deductible.)
After the employer pays the $50,000, the risk is then transferred to the stop-loss provider, who is
responsible for the remaining amount of $550,000. Subsequently, the group captive reimburses the
stop-loss provider $225,000, an amount negotiated as its “total loss” threshold.

The Benefits of Group Captives
In addition to the economies of scale that are demonstrated by the large claim illustration above, group
captives also provide long-term financial stability and allow for greater buyer power in the stop-loss
market.
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Lower Costs

The goal of group captives is to minimize costs and improve your company’s bottom
line. Your initial premium pay-in may be less than with conventional insurance
programs because you pay none of the costs associated with account acquisition,
marketing, broker commissions, administration, and general overhead—all of which
are susceptible to fluctuating markets. Group captives also help absorb the shock of
higher claims, which otherwise would have a negative impact on stop-loss renewal costs and marketing
of the product.

Potential Profit

Group captive members are rewarded for implementing sound risk management practices by collecting
dividends related directly to their own loss experience. This means that any loss funds that are not
exhausted to pay claims are returned to the individual employer and held in an investment account
accruing interest. In a traditional structure, the underwriting profit and investment income are retained
by the insurance company versus being returned to the insured.

Decreased Variability

The great financial capacity allows employers to predict costs with more clarity and to achieve greater
security regarding plan performance. Most employers would not be able to secure as competitive stoploss contracts on their own as they would within a captive.

Increased Transparency

Most companies insured in the traditional market have little control over how their claims are managed
and resolved. In a group captive, companies are allowed and encouraged to be active in their claims
administration. Employers also have access to transparent investigation and resolution of their claims,
especially when compared with traditional insurance procedures. With this information, risk
management can be improved, protecting members from
unexpected losses and the rate increases that follow.
"Access to transparent investigation

More Control

and resolution of claims"

Group captive members can customize their insurance program so that it’s tailored to their specific
needs. Additionally, as the group captive grows, its risks and claims become more predictable, allowing
the members to negotiate more favorable terms with reinsurers. Insurance cycles are no longer a
concern, as premiums are driven by loss history, not the performance of the stock market, insurance
company, or insurance market.

Fresh Collaboration

Captive members are like-minded peers engaged in a deep collaboration that may result in the
establishment of best practices and improved management of risk. Whether composed of a single
industry or cross-industry, group captive members can share knowledge by participating in annual
membership meetings, seminars, and other collaboration formats. Incentive plans may be developed to
foster greater cost containment opportunities.

4

Group Captives - Protection with a Competitive Advantage

Potential Downfalls of Group Captives
While group captives offer significant benefits, it is also important to understand the challenges.

Higher Risk Tolerance

As a self-insured plan, you are ultimately running a health plan, and you must be willing to retain a
higher level of risk than is customary with fully insured plans. Higher-than-expected claims within any
given year may also leave the company open to assessment. Proper reinsurance safeguards can help
control costs.

Joint and Several Liability

When you enter a group captive, you will likely be exposed to joint and several liability with the other
members. This means that every member is independently liable for the full extent of all insured losses
within the group captive. This shared accountability makes it extremely important for the captive to
maintain strong underwriting requirements for new members and to fully commit to the collective
safety of member partners if it is to maintain long-term viability.

Is Group Captive Insurance Right For You?
Group captives are ideal for forward-thinking, financially stable employers
ready to take on a portion of financial risk for self-funding a health plan
meant to enroll between 50 and 500 employees. Successful captive
members emerge from a culture of benefits, communication, and education.
Management must be willing to implement and maintain robust health care
initiatives to mitigate rising costs. Leadership must take the long view and
not consider a captive strategy as a one- to two-year solution.
Group captives will only succeed if their members are financially and administratively healthy. Employers
must be ready before they can participate. But what does readiness mean? At Eastern Insurance, we
suggest that each prospective group captive member conduct a four-part self-analysis to assess
participation readiness.

Risk-Mitigation Readiness

Are you managing your risk now? Are you willing and able to make hard decisions to eliminate coverage
and eligibility risks that will impact future plan performance?

Conceptual Readiness

You get it. “Becoming the health plan” provides benefits not allowed under a fully insured plan. Already,
you possess a deep understanding of policies and components that are critical to success. You believe in
the power of collaboration.

Financial Readiness

Look at your data. What do your claims history and projected costs tell you about your readiness to
support a self-funded health plan? Group captive members must tolerate higher risk exposure to achieve
better actual results.
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Administrative Readiness

Are your HR and Finance teams ready for the change? Change management and project management
skills for successful transformation are important to the implementation and ongoing management
involved in a self-funded plan. Are you willing to make meaningful investments in the development of
these teams?

Getting Started
In the current environment, we understand businesses cannot afford to ignore any opportunities
available to save money while protecting their assets properly against risk. Fully insured health plans are
easy to sponsor; however, outrageous premium increases are making these plans dangerously
unaffordable for stakeholders. Different thinking is required, which entails taking on some risk. The
concept of taking more control of your medical plan spending by taking on risk is starting to grow.
Group captives have emerged as an effective finance and risk mitigation structured solution.
Did you conduct the readiness analysis? Might group captives be right for you? If you want to learn
more, email Michael Uretsky, Senior Vice President, Group Products Sales Leader at
muretsky@easterninsurance.com.

