Cell captives provide bottom-line friendly disability cover

While the industry debate around the definitions of disability and impairment rages on, it’s easy to lose sight of brokers’ ultimate goal when selling these products: to provide clients with a cost effective solution that meets the needs of both the employer and its employees.

There’s not much difference in the broker’s remuneration between a cell captive and a traditional disability product, what is different is the extent to which the cell environment empowers the broker to offer clients solutions that suit their employees’ specific needs and which are not readily available from the traditional market. Forming a cell captive creates a long-term partnership between the broker, the client and the cell captive insurer within a flexible, transparent insurance vehicle. 
Owning a cell captive is much like owning your own insurance company, without incurring the inherent costs and administrative burdens. The cell captive insurer’s specialist management team undertakes the financial structuring and management function for all the cells. This keeps costs down and gives cell owners access to a broad base of insurance skills. 
Each cell covers only its own risk – there is no cross subsidisation.  The premium is allocated directly to the individual cell and is used to pay claims, buy reinsurance, make investments and pay an administration fee to the insurer.

The challenge of applying cell captives to employee benefits in general, and disability programmes in particular, lies in effecting the paradigm shift that is often required in the minds of the fund trustees, the employer and the broker: to move away from simply providing a product driven by price only to embarking on a holistic financial solution, based on good risk principles. Unlike when an insurance product is provided, owning a cell captive allows the employer to utilise contributions more effectively and benefit directly from the underwriting profits and the investment income of the cell.

Employers are often concerned that self-insurance creates an open-ended liability but cell captives address this concern with reinsurance and other funding structures that protect the employer in a number of ways.

Internationally there is an increasing trend towards moving employee benefits to self-insurance vehicles. The US Labour Department’s proposed approval of Archer Daniels Midland Co’s plan to use its captive to reinsure group life insurance benefits is being viewed as a landmark decision that will encourage many others to follow in this path. One of the company’s executives has gone on record to say that the arrangement will “enable the employer to reduce costs and, in the process, improve benefits for employees”.

This trend is expected to continue as employers are fast reaching their employee benefit contribution caps which effectively means that either there’s less money for retirement benefits or risk benefit levels need to be reduced. 

Best of all, the flexibility of the cell structure means that while sound risk principles are still applied, cell owners are not limited to the definitions, maximum covers and exclusions that most traditional insurers impose. This means that a holistic approach can be applied to the risk management programme whereby proactive initiatives like disability health management, HIV/AIDS management programmes and other health enhancing programmes can be figured into the equation.

Cell captives offer employers practicing prudent risk management, the ability to maintain future benefit levels at affordable rates within an earn-as-you-go framework instead of the traditional pay-as-you-go insurance environment.

To find out more about Guardrisk Life’s employee benefit solutions contact Estelle Midgley on (011) 378 5088.

