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The objective of this essay is to present an alternative risk structure that enables the Craft 

Breweries Association (CBA) to develop a health benefit program for its 6,300 members and 

enhance their ability to reduce and stabilize health insurance costs for themselves and their 

employees. Through the utilization of a captive insurance company and the implementation of a 

long-term medical stop-loss coverage strategy (group medical stop loss captive), the Craft 

Breweries Association will enable its members to achieve an appropriate balance between risk 

assumption, risk control, and risk transfer to proactively manage their risk.  

The Craft Breweries Association will create and take ownership of the captive insurer 

providing medical stop loss coverage to its 6,300 member breweries. The captive will follow a 

fronted structure, offering regulators an assurance that all claims will be paid to claimants. The 

fronting company will provide each of the association members a stop-loss policy, meaning that 

each member brewery will have their own sponsored health plan; thus, providing a means of 

self-insuring health risks and adding a layer of protection from inordinately high individual or 

aggregate health claims. The medical stop-loss captive will use a licensed, admitted insurer to 

issue an insurance policy on behalf of the association and then transfer all the risk to the captive; 

thus, allowing the captive insurer to retain the risk of loss. Each employer will have their own 

specific and aggregate deductible. If an employer has, for example, 50 employees in the plan, the 

employer would pay a $20,000-$25,000 specific deductible as directed by the coverage 

purchased from the fronting carrier issuing that policy. The captive will be assuming the risk of 

the fronting carrier up to a certain point. The captive will reinsure up to 125% of expected claims 

at which point the fronting company will assume the excess. The ultimate liability will remain 

with the fronting company; if the captive is unable to pay for any claims, the fronting company 

will honor the obligations stated in the policy.  Of course, the fronting company will charge the 
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captive a fee for this credit risk. The captive is considered an unauthorized reinsurer and in order 

to avoid the credit risk, the fronting carrier will want the gap between premium and ultimate 

claims to be collateralized. The fronting company will provide excess coverage so that there is a 

smaller gap between the captive’s premium and the ultimate exposure of the captive. Moreover, 

by implementing a fronting arrangement with a licensed insurer, the Craft Breweries Association 

will be able to “use their paper” to comply with regulations enforced by the 50 states in which its 

members are operational, states that may demand proof of medical stop loss coverage written by 

a licensed insurer.  

 

Additionally, in order to select the correct fronting company that will enable the captive to 

serve as stop-loss carrier for its members, the captive needs to consider its own financial profile. 

This profile is molded by the risk tolerance for each of its 6,300 members, its claims experience, 

and its ideal requirements for a carrier that is being evaluated for selection in a fronting 

arrangement. With appropriate due diligence in this selection, the captive will ensure the success 

of the medical stop loss captive program it is implementing for the benefit of its members. 

Effective fronting companies work well with all stakeholders (brokers, cost-containment 

vendors, PBMs, and TPAs), working seamlessly to create a smooth administration process. 

Among some of the key attributes of a strong and specialized fronting carrier are:  



captiveinsurancetimes.com   37

CICA Student Essay Contest

Captive Insurance Solutions : Craft Brewing 
• • • 

3 
 

• High financial ratings and years of experience that demonstrate a capability to excel at 

handling cases properly 

• Ability to cover the largest claims and ensure claims payment accuracy 

• Ability to listen and communicate to the captive and to each employee while delivering a 

high-quality service 

• Strong commitment to the insurance industry 

• Ability to perform premium audits 

• Constantly keeping up with new regulations and licenses in all states, navigating the 

difficulties related to rising minimum attachment requirements that make it complicated for 

smaller organizations to establish a self-funded risk structure (i.e. New Jersey) 

 

Stop-loss coverage enables each employer in the group captive to mitigate a portion of the 

overall risk that self-funding carries with it. This stop-loss insurance protects against losses that 

exceed an attachment point. Based on employer size, the Craft Breweries Association should 

consider providing aggregate and specific coverage. Specific coverage will protect the captive’s 

members from large claims that stem from an individual employee. Aggregate coverage, on the 

other hand, will complement specific coverage by protecting the captive’s members’ funds from 

a situation in which the cost of all claims under the specific deductible is higher than expected. 

Factors such as changes in employers’ risk tolerances, new industry coverage trends, changes in 

federal and state laws, a decrease or increase in brewery personnel, employee demographics, 

claims history, and medical costs in different geographic locations will need to be considered in 

order to determine the stop-loss coverage and deductible levels that will be appropriate for the 

plan.  
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The captive’s financial solvency is no less important to consider than with any other 

insurance company. Besides setting aside a sufficient amount of capital to cover future losses, 

the captive will need to develop strategies that will maintain its financial solvency. The captive 

will need to monitor reserves that are recorded when there are estimates of losses incurred and 

reported but not completely settled or when losses might have occurred already but have not 

been reported yet. Lastly, it is critical that the captive appropriately adjusts reserves for past 

losses to reflect loss development resulting from economic, legal, and demographic factors that 

affect the ultimate cost of past losses.  

A Captive Program Manager (CPM) ensures that a captive has an internal adjudicator that 

can implement loss control strategies, develop program structuring, and utilize broker and 

benefits consultants to ensure successful handling of member breweries’ claims. The captive 

owned by The Craft Breweries Association will hire a CPM who will conduct an analysis of the 

risk and loss profiles of the captive. The CPM is going to decide what cost containment 

strategies are going to be used and who is going to determine how the program is structured. In 

addition, the CPM will make recommendations to the captive regarding how to plan and execute 

strategies that will ensure that it holds enough funds for the provision of benefits and maintains 

the effectiveness of the captive program. For example, should an employee of a member brewery 

suffer a health problem and incur costs on behalf of their employer, the funds that are expertly 

maintained in reserves will provide sufficient medical services to the employee. A strong CPM is 

necessary to assure effective and efficient operations of the medical plan. Partnering with 

consultants will enable the captive to constantly identify new ways to lower claims costs. The 

Captive Program Manager will need to demonstrate a strong understanding of employee benefits, 

more specifically medical stop loss to provide a variety of cost-containment services and 
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consulting advice that enhances the employers’ self-funding and benefits strategies. Senior and 

knowledgeable adjusters must handle the more complex claims.  

By adopting a protected or rental cell captive, the members of the Craft Breweries 

Association will benefit by participating in the captive agreement without having the 

responsibility of ownership, governance or management. A rental cell captive will also save 

money on the statutory capital and must have the risk gap covered. The Craft Breweries 

Association (the captive’s owner) will have a board specialized in the industry that will make the 

most appropriate and thoughtful decisions that satisfy each of its member’s interests. The captive 

will be domiciled offshore in Bermuda and will submit a license application to the Bermuda 

Monetary Authority (BMA), which will include a business plan and a 5-year financial projection. 

The association captive will be in the category of Class 1 Insurers and subject to the lowest 

regulatory oversight. There are several convincing reasons why the captive should be offshore in 

Bermuda. Among the primary advantages are an established infrastructure, flexibility, ease and 

speed of entry, tax advantages, cost savings, and less burdensome legislative requirements than 

onshore captives for solvency and initial capitalization. Tax reform and tax considerations will 

need to be reviewed frequently due to possible shifts in Bermuda tax conditions. The captive will 

be subject to ongoing regulatory and legal requirements such as maintaining a minimum margin 

of solvency, performing and filing financial statements audits with the Bermuda Monetary 

Authority, and satisfying compliance with the code of conduct applicable in Bermuda. The BMA 

will need to approve any change the captive decides to do that involves a change in shareholder 

control, declaring or paying dividends, or reducing the captive’s total capital.  

With the implementation of cost-containment strategies, such as medical claims audits 

and dependent eligibility audits, among others, the captive will keep expense levels low to 
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prevent unnecessary spending and reduce expenses without causing harm to employees’ medical 

care services. By engaging employees in wellness programs, members’ employees will be highly 

encouraged to live healthy lives, and this will consequently reduce health plan costs. Exercise 

activities inside and outside the office and other healthy activities will avoid sedentary lifestyles, 

reducing future healthcare costs for the employee and the members in the captive. In addition, 

programs that enable internal education should be fostered. These programs will enable 

employees to save money on prescriptions. If employees purchase generic brands that provide 

the same benefits as other more expensive brands, the captive can save substantial amount per 

year. Some of these internal education programs may also promote chronic condition 

maintenance to reduce or avoid medication while improving overall health. Lastly, another cost-

containment strategy that the captive can adopt is the utilization of available data to identify what 

each member of the captive should provide to its employees to ensure a better health plan 

experience while reducing costs. For instance, members having individuals with untreated 

chronic conditions will pay more in the future for health insurance than those who are assuring 

that their employees are treating these chronic conditions. The employer may reduce its costs in 

the future if it finds and addresses these situations and provides its employees with information 

and help to live healthier lives.  

To better control medical costs, the captive can also look at third party advisor options 

like Grand Rounds. Grand Rounds is based in California and coordinates expert opinions, 

medical advice, and in-network treatment for employees across all states in the United States. 

Grand Round matches patients with local providers to get them the best quality health care. 

Grand Rounds bases its recommendations to patients on associated institutions, training, 

research, and patient outcomes to deliver the best option for each patient’s needs. Grand Rounds 
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can save organizations thousands of dollars a year by providing more specialized treatment that 

may reduce costs such as costs for unnecessary surgery.   

The services provided by a Pharmacy Benefit Manager (PBM) will benefit the captive 

members by offering them better prices for medications. A PBM like CVS will offer the captive 

and its members a seamless way to access negotiated pricing, standardized member eligibility 

verification in real-time, multiple vendors to choose from, and a simplified billing and payment 

process. In fact, CVS announced in June 2019 the availability of the service Vendor Benefit 

Management, which was created to help CVS’ PBM clients to manage and choose easily their 

wellness benefit solutions both digital and non-digital. CVS Health and its merger with Aetna 

gives the PBM more market share that will benefit the captive members and its employees 

offering more networks of more pharmacies, more affordable brand medications, and negotiated 

rebates from drug manufacturers and discounts from drugstores.  

The goal of The Craft Breweries Association captive is to share risk between the captive, 

its members, and its members’ individual employees. For cost reasons, the captive should only 

cover full-time employees. The captive should offer a plan to full-time employees that benefits 

the captive’s long-term sustainability, follows its cost-containment strategic priorities, and 

enhances its members’ ability to meet their employees’ medical and health needs. Therefore, the 

captive will offer a health plan package that couples a Qualified High-Deductible Health Plan 

(QHDHP) and a Benefits Enhancement package that offers incentives, like waived deductibles, 

for specified networks, lowering overall costs for the member breweries and their employees. 

These enhancements would encourage individual employees to seek necessary medical and 

health services, enabling member breweries to proactively avoid high health claims in the long 

run. 
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In the same way that the captive insurer executes strategies in its effort to contain costs 

when providing coverage to its member breweries, the captive insurer must also place a priority 

on thorough underwriting of each brewery to ensure that the captive takes on an acceptable and 

fine-tuned level of risk exposure at an appropriate rate for the coverage being offered. Competent 

underwriting of each employer is crucial to forming a robust captive program and will ensure 

that the captive meets constantly changing regulatory and tax examiner standards. Furthermore, 

in-depth and systematic underwriting of each member brewery is important because the captive 

must generate enough premium to build adequate capital that enables members to have 

confidence that all claims they incur will be covered in the long-term. Underwriting each 

employer in the group is also important because member breweries may have different loss 

experiences, wellness programs, and financial conditions that impact the risk they pose to the 

captive. This means that it is in the captive’s best interest to strategically address member risks 

so that The Craft Breweries Association may price these risks in a manner that ensures greater 

stability, flexibility, and control over costs.  

The captive program and its availability to members of the Craft Breweries Association 

will be heavily marketed and will also include numerous educational efforts to launch the 

opportunity to members. There will be a need for a critical mass of a significant portion of 

members wanting to join from the beginning because the captive needs to use the law of large 

numbers to predict losses and spread the risk. Further actuarial analysis will be needed to 

determine exactly the minimum number of members required. However, it will definitely need to 

be launched to a certain critical mass to get started. 
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