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Group Capture Insurance –
Myth vs. Reality
A group captive insurance solution enables financially stable
and risk-conscious companies an opportunity to take longterm control over their insurance costs. It aligns these
organizations with like-minded members in a group captive
insurance company, which they operate together. With
help from a captive manager, the members select the most
appropriate Insurance and service providers, and then pay
premiums based on their own loss experience. Moreover, any
unused loss funding and investment income is returned to
members as a dividend.
Group captive insurance is traditionally used for three types
of commercial insurance coverage:
• Workers compensation
• General liability
• Auto
Group captive programs have been successfully utilized by
many types of companies for decades, and have recently
become more popular. In fact, the number of group captives
in operation grew 40% globally between 2006 and 2016,
as more organizations took advantage of their benefits.*
Despite the increasing interest in group captives, some
misperceptions still exist about these insurance solutions.
At M&T Insurance Agency Inc., (MTIA) we have more than 20
years of experience working with clients to provide group
captive solutions. This paper is intended to dispel the most
common myths about group captives, offer details on how
they operate in the real world and explain their advantages
and risks.

*Source: Captives at the Core: The Foundation of a Risk Financing Strategy: How Organizations Around the World
Use Their Captive Insurers, Marsh

Myth:
With a group captive program, my company takes on all the risk.

Reality:
A group captive solution is not full self-insurance. In fact,
it’s far from it. When entering a captive, group members are
made fully aware of what their full insurance costs will be.
Yes, each member does share some risk with other members,
but that risk has historically been minimal.*
Each captive member pays premiums to the group captive
company. Premiums are equal to the potential losses each
individual member might suffer, as determined by group
captive company actuaries. For each member, premiums are
divided among what are commonly called the Frequency
Layer and Severity Layer. Frequency losses are claims that
occur in the normal course of business. For a trucking company,
for example, that might be a minor fender bender. Severity
losses, would be an infrequent catastrophic event such as an
employee injury.
It’s important to remember that each member’s losses and the
group captive company’s total losses are capped. In the event
of a severe loss by a member, the captive company draws down
only a predetermined portion of the Frequency Fund (leaving
the rest to pay other claims) and whatever is necessary from
the Severity Fund to satisfy all claims. Any claims above that
are covered by relatively small contributions from each captive
member, which are known going in and capped. Above that
amount, reinsurance and aggregate excess insurance coverage,
purchased in advance by the captive company, provide funding
to pay claims.
To summarize, a captive member is only responsible for a
predetermined maximum total outlay in any one year. Above
that, other captive members and reinsurance cover any
excess claims.

* Past performance doesn’t guarantee future results.
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Group Captive
Usage is high
in numerous
industries,
including:
• Construction
• Manufacturing
• Wholesale Retail
• Trucking
• Healthcare

Once companies
understand all
the facts about
group captives,
many of them
choose to take
advantage of
the long-term
financial benefits
offered by these
insurance solutions.
However, a group
captive may not
be suitable for
your company’s
current situation.

Myth:
A group captive solution is excessively costly.

Reality:
This misunderstanding may be rooted in the fact that group captive
members must set aside their own capital to cover potential losses.
It’s important to compare this choice with buying insurance on
the open market. For the companies that qualify, group captive
premiums are usually considerably lower than premiums for
traditional commercial insurance.
Yes, group captive members must commit to an upfront cash outlay for
capital and collateral. Capital is a one-time charge to purchase a share of
stock in the captive company. Collateral, which is phased in over three
years, can be in the form of cash or a letter of credit. This upfront outlay
gives captive members full transparency into their insurance costs.
It’s important to note that group captive insurance premium
payments are based on an individual member company’s individual
loss history. They are not inflated by activity in the traditional
commercial insurance market. The loss fund portion of premiums can
be invested. It can be invested with all returns flowing to the member;
any unused funds are kept by the member at the end of each year.
The bottom line is that it’s important to know where your dollars
go in the insurance market. With traditional commercial insurance,
approximately 40% of your premiums covers the insurance carrier’s
administrative and operating costs. The other 60% covers estimated
long-term claims. In years when your claims are less than what the
insurance carrier has set aside*, the carrier keeps the difference plus
investment income. In years when your claims are close to or above
what the carrier has set aside, the carrier may ask a policyholder
to pay significantly higher premiums when the policy comes up for
renewal or choose not to renew the policy.
Within a group captive company, administrative and operating costs
are almost always lower. Each member is an owner of the captive
company, which provides strong incentive to minimize costs. Just
like a traditional insurance company, group captives shop around
for the services they need to manage the program. Another key
differentiator for group captives is they procure all administrative and
operational services on an outsourced, unbundled basis. This results
in lower costs and gives members the ability to change services more
easily without disruption. Such services can include policy issuance,
reinsurance, actuarial, claims administration, loss prevention, captive
management, auditing and banking.
In fact, the cost savings versus traditional commercial insurance
often leaves more funds to be used by captive members to invest
and pay claims. Captive members earn investment income on any
unused loss funds.
*Captive Resources: The Power of Group Captives”, presentation, Archway

Myth:
A group captive solution is ideal for every company.

Reality:
The reality is that a group captive solution is not ideal for
every company in every situation. The organizations that
enjoy the full benefits of a captive program over the long term
tend to have similar characteristics.
First, potential group captive members tend to rely heavily
upon – and are currently paying substantial commercial
insurance premiums for – the types of insurance usually
purchased by captive members: worker’s compensation,
general liability and auto.
Second, these organizations tend to have a history of
comparatively low losses. A good rule of thumb to use is that
a company should have a consistent loss ratio of no higher
than 40% of premiums paid in order to be accepted into a
group captive company.
Third, they work hard at safety and risk management, which
usually results in lower losses. They continually strive to make
their operations safer and are willing to invest in protecting
their infrastructure and people.
In summary, a group captive is optimal for organizations that
are financially stable and have a strong history of managing
risk, continually improving safety and properly managing
insurance claims.
It’s also important for a company entering a group captive to
fully understand the implications of setting aside its own capital
in the Frequency and Severity Funds. It must be prepared to
absorb its own losses in years when they are severe.
Even the most risk-averse and safety conscious companies
can suffer adverse events. On occasion, group captive
members can and do pay out their entire Frequency and
Severity Funds in a given year. However, our experience with
group captives has shown us that members who proactively
manage risk and safety while improving loss control have the
potential to achieve financial benefits over the long term.

Preparing your
company to join
a group captive
An experienced
insurance consultant
with in-house risk
professionals and a
strong partner network
can work closely with
a company to analyze
its risk and safety
programs and parse its
history of losses.

At MTIA, we
have more than
20 years of
experience
working with
clients to provide
group captive
solutions.

Myth:
A group captive program is just too much administrative work
for my company.

Reality:
Group captive members are organized by a management company,
which hires third-party administrators to handle support tasks.
The vast majority of new captive members find the transition to be
seamless when moving from working with a traditional insurance
carrier to a third-party group captive administrator. Simply put, for
members a group captive program requires no more administrative
work than a traditional, guaranteed-cost insurance program.
The management company negotiates contracts with each third-party
administrator and service provider on an individual basis, unbundling
these services to minimize costs. It also monitors the administrator
and solicits feedback from group members to make certain all
processes run smoothly.

Myth:
A group captive program exposes me to excess risk from a small
group of companies that could drive up my premiums.

Reality:
All captive members are carefully vetted by the group captive
company. They must undergo a financial and risk control review.
Ultimately, they must also be approved by the other members.
In a group captive, a member’s insurance costs are based on its own
history of claims and losses. Premiums are not subject to the vagaries
of the overall insurance market. Moreover, every member of the
captive is only responsible for a predetermined maximum outlay in any
one year, so a company has full transparency of its insurance costs.
Granted, captive members do share risk and severe claims can
happen that impact all members.

There are many solutions available to you, including traditional
and group captive insurance. It’s important for a company
to fully understand the implications of each. While a group
captive may not be appropriate for every company, we have
the expertise to evaluate all options for an organization and
recommend the best way forward. For companies with a strong
history of comparatively low losses and robust safety and
risk-management programs, the captives market may fit their
situation. For other companies a group captive but may not an
option at this time, MTIA will work closely with them to enhance
their risk, safety and loss-control strategies to allow for a group
captive solution.

About M&T
Insurance Agency
MTIA takes a consultative
approach to addressing
the insurance needs of
our clients. Our team of
more than 130 employees
works to understand
the exposures of
individuals, businesses
and organizations – on a

Put our experience to work for you.

national and international

At MTIA, we have decades of experience working closely with
clients to design customized group captive solutions for them.
Talk to our Group Captives team today and request a review of
your current commercial insurance program to determine if a
group captive solution might be right for you. Our consultants
will work to understand what’s important to you and your
organization. Let’s uncover your options together.

service solutions that help

Make your appointment today by calling 800-716-8314 or
visit us online at mtia.com

basis – to customize full
manage risk and protect
assets.
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