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Introduction 

Captive insurance, an innovative way to solve issues with innovative risk management & 

funding solutions. When deciding to start a captive you must first analyze your company and see 

what type of captive structure best fits your needs and will reap the largest benefit at the 

minimum costs. This structure is just basic economics; how can I maximize my profits while 

limiting the risks in doing so? Unfortunately, this is easier said than done. In this essay we will 

be analyzing the risks and coverage needs of the Craft Breweries Association (CBA) and propose 

a captive solution to their present risks that maximizes coverage and minimizes costs to as many 

members of the CBA as possible. 

Who are the members of the CBA? Each member of the CBA is a brewery that has from 

25-75 employees not including part-time and seasonal workers. Member breweries are in all 50 

states of the USA. Knowing this we can say each brewery would have a homogenous risk 

exposure due to their similar sizes, industry, and a wide array of state legal/tax laws. 

To better inform ourselves of what would be the best route for the CBA, we must first 

identify the exposures they face and the coverages they wish to implement. The CBA has stated 

they wish to “stabilize/reduce their healthcare costs” for their employees. To help in the 

stabilizing of CBA’s member breweries’ healthcare costs we can investigate the addition of 

medical stop loss coverage for each member. This type of coverage brings down the average 

healthcare costs by easing unpredictable catastrophic medical claims burden. To implement 

coverage for CBA members, a captive is best suited. A commercial insurance company may be 

unwilling or unable to provide coverage for all their needs at a similar price. To optimize the 

benefits of a medical stop loss program, a company must create their own captive. To start the 

captive a group of members with a good historical loss experience and an interest in a captive 



 

insurance option would come together to form a captive for medical stop loss captive that in the 

future could address other coverage gaps. 

          The type of captive you decide to implement is as important as the coverage you 

wish it to provide. When choosing among the options we recommend to immediately eliminate a 

single parent captive. This decision is due to the higher startup costs and continued operations 

costs of a single parent captive if they wished to provide coverage to a small portion of the 6,300 

breweries in this structure. It would be expensive and unrealistic for the small CBA member 

breweries to fund multiple single parent captives. So, if a single parent captive is not the 

solution, what is? The answer depends on the answers to the following questions. What type of 

coverage does the CBA wish to provide? Would members be interested in high coverage limits 

that are accompanied by higher premiums? Or lower coverage limits? How far in the future 

would the members like to consider and be willing to commit to? All these questions are just the 

start of the important process of the analysis, development, implementation, and formation of a 

captive insurance entity. Once you understand your appetite for risk and commitment to the 

future, you can begin to evaluate what type of captive best suits your needs and the feasibility of 

its implementation. 

           After you have considered your company’s risk management & strategic needs, 

you can make a more informed decision. Now the decision shifts to: will a cell or group captive 

best suit your needs? The CBA is a large association of similar industry and size companies with 

a homogeneous risk exposure. These characteristics of their comparable risk and capital would 

be more appropriate to be formed into a group captive insurance structure. A group captive 

thrives off pooling many homogenous risks. Since the member breweries would be prone to 

similar claims, members would have proportional losses that could be shared efficiently allowing 



 

for a cost-effective way to insure their losses. Let’s take a deeper look at the cell captive 

structure and see if it is the right structure for the CBA. 

 

Benefits & Considerations of Cell captives 

 

 

From the list of attributes, we can see that the cell structure would not be suited for a 

large entity such as the CBA’s members. Our goal is to include as many of the 6,300 associates 

as possible in a responsible manner. In a cell structure it is far more flexible to different risk 

profiles and exposures since no cells share liabilities with other cells. Yet this flexibility has its 

drawbacks. Since it is more flexible, and cells do not pool risks, it is not as cost effective in this 

   Benefits 

• In a cell structure, anytime a new cell 

wishes to join the cell captive facility they 

form a cell that has less barrier to entry for 

companies with lower premium amounts. 

• Administrative costs are purchased with 

group purchasing power allowing for saving 

among cells 

• Flexibility in coverages provided to each 

cell 

 

   Considerations 

• Limited buying power when compared to 

group captives since individual cells do not 

pool premiums. 

• Cannot support as many members as a group 

captive due to the large amount of managerial 

work for each cell’s autonomous programs. 

 



 

situation. Cells must pay higher individual premiums to support their individual insurance 

programs, which could prove difficult with the limited exposure units of the smaller member 

breweries of the CBA. The homogenous pool of risk in CBA’s members could not be capitalized 

on in a cell structure, and in a group, are proportionally rewarded with better operational 

efficiencies. These powerful advantages of group captives will display how a group captive will 

better satisfy the needs of the CBA and its associates. 

 

Feasibility report: An actuary’s view 

One of the most important aspects of the feasibility report is the actuarial analysis. 

Actuaries project future premiums and loss costs from the past and current data of the insureds. 

When considering these numbers, we must understand they are projections or ‘educated guesses’ 

based on what has happened in the insured’s past. To get a more accurate picture of the future 

you must back up your predictions with more evidence. So, if knowing more about the past 

increases our confidence in our predictions of our future, then how do we acquire more 

knowledge about the past in a captive setting? If you do not have a large amount of data, the 

actuaries would look to an industry benchmark instead of specific numbers that more accurately 

define your risk when you have ample data from your own members. Collecting large amounts 

of data from their members yields a captive that becomes quite efficient at “seeing into the 

future” allowing for more accurately priced premiums meaning members pay, proportionally, 

closer to their “true” risk instead of also paying for the possible adverse situations due to a lack 

of certainty in their possible losses. 

Law of large numbers application 



 

The law of large numbers is paramount in statistics and actuarial science. This principle 

increases our confidence in our predictions, giving the actuary, and ultimately the insured, a 

more accurate result.  This law theorizes that as the size of the data increases the credibility of 

the data pool under consideration also increases. For our purposes we can assume the data of the 

members of the CBA are identically distributed and randomly generated. Now that we know this, 

what does it mean to the CBA? It means that as the group captive grows in membership, the 

amount of data increases, allowing actuaries to predict losses with increasing accuracy, and 

therefore member premiums will accurately reflect their true level of risk. From the process of 

approaching the population mean in the law of large numbers, we can observe reduced variance 

of loss levels allowing for the captive to assume greater retention levels and ultimately providing 

the same coverage at a lesser cost in the long run. Another attribute is a narrower range of 

probable losses resulting in fewer required funds contributed by each member of the captive.  We 

have realized some of the benefits such as pricing stability, coverage stability and easily attained 

high level coverage. Now that we have determined more members is ideal, we must discern 

which structure allows more members and why. 

To take advantage of the perks of the law of large numbers we must increase the sample 

size we draw from in the captive.  In a group captive, anytime a new member wishes to join they 

must undergo a vote by the members and see if their risks align with the existing members' risk 

appetite. Although this selection process may be a barrier to entry to some new members, it is a 

necessary process because it allows for a captive to grow responsibly. In the future, a group 

captive will gain “good risk” members paving the way for forming a more efficient growth. In 

the group captive structure, this allows for CBA to capitalize on their similar risk profiles in a 

cost-effective structure. So, although the group captive will not add all members that apply, they 



 

will be adding productive members that will not take more than their fair share of the pooled 

claim funds. So now we have established the benefits of larger membership in captives, but how 

do we manage such a system? 

          After observing the benefits from the increase of accuracy in actuarial models, we 

must determine if there are additional benefits to be gained from a larger group captive. We see 

many of the benefits of this captive structure in the operational and implementation aspects. 

Some of these benefits include mass purchasing power, that is a result of the pooled premiums of 

the captives, for smaller companies such as these breweries to punch above their weight class 

and potentially attain higher coverage limits. When considering managerial costs in a group 

captive structure one manager manages all the group captives and volunteers from members of 

the captive serve as board members to help keep costs low. 

Coverage layers 

The CBA hopes to safeguard the employees of its companies from catastrophic 

losses through medical stop loss coverages. One approach to stop loss coverages is a 

layered approach that can diversify the risk and spread it out among different entities. 

This scenario begins with a self-insured/retention layer that functions as a deductible for 

the captive. Any claim amount in this layer will be the responsibility of the insured to pay 

for whether they retain the loss or purchase outside insurance to cover the losses. This 

layer can be adjusted to the individual brewery member’s risk appetite.  The next layer is 

a floating layer that kicks in directly after the retention level and would pay for all losses 

above the first layer and below the final layer using the pooled premiums from the group 

captive members. This floating layer would be a standard amount predetermined by 



 

captive founding members under advisement from actuaries and insurance pricing 

professionals. In the excess layer, the losses would be the responsibility of the 

medical stop loss carrier. This layer would put an aggregate maximum on the risk 

for the pooled funds preventing large amounts of risks. This scenario can be easily 

viewed in the image to the right. The medical stop loss captive would use an 

admitted fronting insurer who would take a slice of the premiums to provide the 

stop-loss coverage and then give what is left of the premiums to the captive to 

cover the floating layer. In this format of medical coverage for employees it 

provides excellent coverage that eases unpredictable catastrophic medical costs by 

splitting the claims into three blocks of minimal risk. 

The stop loss structure allows for any unused funds at the end of the coverage 

period to be paid back proportionally to each member of the captive, upon a group vote. Since in 

a group captive, there is a pooling of resources, members are liable for the risks of other 

members, but this also allows members, collectively, to attain greater coverages for catastrophic 

claims that could never be attained in a cell structure (or even the traditional insurance 

marketplace) without contributing significantly more funds. Although the pooling of funds and 

sharing of liabilities in a group captive may seem unwise, if you are willing to share the claims 

of other members there are a host of new benefits that would not be possible without pooling 

premiums and liabilities. 

Possible fallouts of sharing risks and solutions 

           For companies worried about sharing the risks of other members, before joining 

the captive, many force the new member to undergo a series of risk controls to lower either the 



 

frequency or the severity of claims. A risk control example for the CBA is enforcing all 

employees to undergo routine annual medical screenings. This risk control is an example of 

reducing the severity and frequency of claims in a company. If an employee undergoes annual 

medical screenings, they are more likely to catch a condition or diagnosis early on and treat it 

before it becomes a more serious, severe, and expensive issue. This is a simple example of a 

practice carried out in large and small companies across the world to reduce claim severity 

keeping employees healthier and preventing larger losses for the company.  It is easy to see how 

risk controls can become an integral part in the implementation of a group captive as it can save 

the group millions in claims. Since the companies in the CBA are breweries in the same industry, 

it would be easy to create a standard risk control document that each company would implement 

to save the captive from unnecessary risk that could be prevented. This is standard practice in 

group captives to hold each member accountable and not use up more than their “fair share” of 

the funding. 

          Although group captives have many benefits, they are not necessarily a fit for all 

entities. Since there is more than one owner, there can be conflicting goals and objectives among 

members of the group. Some members will disagree on different subjects such as the decisions of 

what action is best. Also, looking into the future, one of the members may outgrow the group, 

and since the member has more capital, it could now require greater coverage offerings that the 

other companies cannot or choose not to pursue. These issues can become enough of a problem 

to some members and could cause them to withdraw from the group captive. As we analyze 

these problems the most apparent one is the withdrawal of group captive members. If members 

begin to withdraw, it slowly eats away at the pooled premiums and it becomes harder to provide 

the same coverage that it had before because there are fewer parties sharing the risk and 



 

contributing premiums to the pool. There are certain paths you can take to either prevent or deal 

with the withdrawals of members. 

          One of the first steps you can take if members are unhappy with the captives 

current standing is to communicate with your other members and formulate a compromise to suit 

all parties needs so you can continue to share the risk, and all contribute to the claims pool. This 

will be especially important in the case of CBA, as there are many members that could 

potentially join the group, and the current members would still like their voices to be heard when 

it comes to captive operations. One easily implemented strategy to combat these issues is to 

appoint an experienced board of directors that can settle disputes between captive members. On 

top of this certain committees could be put into place to solve arising issues to reduce the board 

meeting frequency and time. Examples of these committees would be a risk committee that 

would regulate and appoint new risk controls and a new members committee that would handle 

the reviewing of new members' applications to join the group captive. These committees could 

resolve disagreements among members and hopefully reduce possible member withdrawals from 

the captive. 

         During the feasibility study of CBA’s members, we would utilize a survey and ask its 

members to review the risk appetites and coverage desires. Based on the response of the CBA’s 

members there is a possibility to set up two captives that each could satisfy the different groups’ 

needs for coverage options. This setup could allow for those who wish for more coverage and 

lower coverage to each participate in a captive that helps them cover their employees. On top of 

different coverage amounts the two different captives could provide different coverages. For 

example, one captive may provide exclusively Medical stop loss while the other provides 

medical stop loss and other coverages such as general liability or property. Although this type of 



 

situation does not come without its faults. The amount of capital required to start up this scenario 

is greater than only one captive. Therefore, it is important to survey CBA members to test their 

risk appetites and what sort of captive would best suit their needs. Also, if possible to set up two 

captives, it would be more expensive in the short run, but in the long run it would even out and it 

would provide a more stable group of captives. The ideology and characteristics of the two 

distinct captives would be more aligned allowing for a lessened chance that the previous 

withdrawal problems occur in the future. This type of scenario is intended to allow for maximum 

participation among the CBA’s associates for long run coverage. 

Final Recommendation 

         Looking back on the discussions of this essay we see that the group captives best fit the 

CBA’s needs rather than a cell or single parent captive. The group captive offers more 

customization and can provide more coverage for a lower cost. In the long run a well-run group 

captive will outperform a cell captive and be more cost effective. Therefore, for the CBA’s 

current situation it is recommended to pursue a group captive structure to provide medical stop 

loss coverage and allow for more of its member breweries to participate in a captive.  
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