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Cell captives have taken the South African life assurance market by
storm, providing a significant challenge to the traditional market.

Captives - insurance companies that
only insure the risks of its owners -
offer insurers significant material
advantages including cost reduction,
increased reinsurance capacity,
improved attitudes to risk manage-
ment, and cover for certain risks
which would otherwise be uninsur-
able. However, because of the consid-
erable costs associated with forming
and running an insurance company,
captives are traditionally the preserve
of large multi-national companies.

insurer was launched.

Essentially, owning a cell captive is like
owning your own insurance company or
captive, without incurring the inherent
costs and administrative burdens. The cell
captive insurer’s specialist management
team undertakes the underwriting, rein-
surance, claims management, investment
and accounting functions for all cells. This
keeps costs down and gives cell owners
access to a broad base of insurance skills.
The premium is allocated directly to the

...corporate buyers are baulking at continually
rising premiums and seeking alternative risk

financing solutions

A South African company introduced a
new insurance structure called a cell-cap-
tive to the insurance world in 1993. The
advent of cell captives extended the self-
insurance concept to a far broader range
of companies, especially smaller compa-
nies. Initially the structure was applied to
the short-term insurance market but in
1999 the world’s first life cell captive
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individual cell and is used to pay claims,
buy reinsurance, make investments and
pay an administration fee to the insurer.
Each cell covers only its own risks - there
is no cross subsidisation - and underwrit-
ing profits belong to the individual cell.

That the structure has found favour is evi-
dent by the fact that SA's traditional short-

term market showed a 13.6% increase in
premium growth in 2001 (mostly from pre-
mium increases rather than organic
growth); while the specialist insurance
market recorded premium growth of some
49.4% during the same period. This clear-
ly indicates that corporate buyers are
baulking at continually rising premiums
and seeking alternative risk financing
solutions.

Similarly, cell captives have taken the
South African life assurance market by
storm, providing a significant challenge to
the traditional market. During the past
three years, at least another four such
companies have been formed and another
three traditional insurers have amended
their registration conditions to allow them
to conduct business as cell captives - the
number of SA life cell captive assurers
may soon exceed the number of short-
term cell captive operations.

Cell captives are more cost effective than
traditional insurance products

Probably the most compelling explanation
for the growth of the cell captive industry
is the direct savings affected by using




[image: image2.png]such a structure. A company using a life
cell captive instead of a traditional insur-
ance programme can expect a saving of
2% of premium for a small scheme (i.e.
1000 employees with a payroll of R60 mil-
lion), and 5.5% of premium for a large
scheme (10 000 employees and R400m
payroll).

Comparing cell captives directly to tradi-
tional insurers

1000 employees, annual payroll of R60
million with PHI risk premium of R900
000 per annum:

Cell Captive Traditional insurer
R118 000 - (13.1% of risk premium)
R137 500 (15.3% of risk premium)

10 000 employees, annual payroll of
R400 million with PHI risk premium of R8
million per annum:

Cell Captive Traditional insurer
R777 000 - (9.7% of risk premium)

R1 221 000 (15.3% of risk premium)

Undoubtedly those cell captive insurers
that operate as totally independent entities
will enjoy the greatest cost benefits while
those that have to absorb expenses of par-
ent companies will be less cost effective.

The success of the cell captive structure

comes down to basic common sense:
because the profitability of each cell is
directly related to the level of claims in that
cell, the client has a real financial incentive
to practice prudent and effective risk man-
agement.

Within a culture of sound risk manage-
ment, companies are able to determine
their total risk exposure more accurately,
allowing them to finance their risks in the
most cost effective manner possible.

To be successful cell captive insurers need
to be prepared to make high level invest-
ments in technology which can provide
cell owners with effective accounting
information, keeping them informed about
the risks they are taking on. Another pre-
requisite for success is the willingness to
invest heavily in high quality personnel.
One of the reasons that cell captives are
so cost effective is that they eschew the
high operating costs of traditional insurers
by using a comparatively small, but highly
skilled, team of individuals to provide inno-
vative risk financing and insurance solu-
tions. Guardrisk is one such example:
employing only 54 people the company’s
life and short-term operations collected
combined gross premium of R1.82 billion

in 2002, and managed assets of R1.92 bil-
lion.

The advantages of owning a cell
captive

 No profit margins are relinquished to tra-
ditional insurers - profits revert to the indi-
vidual cell and can be repaid to the cell
owner.

® Access to the professional reinsurance
market.

* Participation in determining investment
strategy.

© Ability to provide cover not usually avail-
able within the traditional market, for
example disability benefits without limits.
* Greater flexibility in benefit increases
granted, for example to claims in payment.
* Ability to provide benefits without proof
of good health.

* The employer has the final say regarding
claims.

Herman Schoeman
MD, Guardrisk Life.





