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Session Overview
Why are employers using their captive for employee 
benefits?

Who has done it so far?

How have the existing transactions been 
structured?

What are the primary issues that employers need to 
evaluate?

How do you make it happen?

What does the future hold?
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Why Use A Captive for Why Use A Captive for 
Employee BenefitsEmployee Benefits

Reduced insurance expensesReduced insurance expenses
−− CommissionsCommissions
−− Risk ChargeRisk Charge

Cash flow managementCash flow management
−− Investment ControlInvestment Control
−− Rate of ReturnRate of Return

More efficient use of capitalMore efficient use of capital
−− Synergy with Other Risks in CaptiveSynergy with Other Risks in Captive
−− Generally Independent from Property and Casualty RisksGenerally Independent from Property and Casualty Risks

The ability to develop custom insurance programs The ability to develop custom insurance programs 
not available in the commercial marketnot available in the commercial market
Possible tax efficienciesPossible tax efficiencies

(Same reasons for forming a captive in the first place)(Same reasons for forming a captive in the first place)
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Sources of Savings
(relative to fully insured plans)

Savings:
Lower risk charges and capital charges
Reduced margin on expected claim charges (Pricing margin)
Lower expense charges
Higher investment income (and control of reserves)
Possibly lower premium taxes
Possible income tax savings
Self Insured – Accelerate deduction of reserves
Broker commissions

Offset by:
Fronting fees
Captive management fees
Other captive operating costs
Opportunity cost of capital
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Employee Benefits to 
Consider

Group Term Life (Basic Life Plan)

AD&D (Often Linked with Basic Life)

Supplemental/Optional Life (Dependent Life)

Group Disability (LTD and STD)

Retiree Medical

Defined Benefit Pensions

Group Medical Plan (Active Employees)
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Who has done it so far?Who has done it so far?
Columbia Energy (Columbia Energy (NiSourceNiSource))
−− Benefits Covered: LTDBenefits Covered: LTD
−− Fronting Carrier: PrudentialFronting Carrier: Prudential

Archer Daniels Midland (ADM)Archer Daniels Midland (ADM)
−− Benefits Covered: Basic and Supplemental LifeBenefits Covered: Basic and Supplemental Life
−− Fronting Carrier: Minnesota LifeFronting Carrier: Minnesota Life

International PaperInternational Paper
−− Benefits Covered: Life and AD&DBenefits Covered: Life and AD&D
−− Fronting Carrier: Met LifeFronting Carrier: Met Life

SCASCA
−− Benefits Covered: LTD, AD&D, Basic and Supplemental LifeBenefits Covered: LTD, AD&D, Basic and Supplemental Life
−− Fronting Carrier: AetnaFronting Carrier: Aetna

AlconAlcon
−− Benefits Covered: Life and LTDBenefits Covered: Life and LTD
−− Fronting Carrier: AetnaFronting Carrier: Aetna

AlcoaAlcoa
−− Benefits Covered: Group Term LifeBenefits Covered: Group Term Life
−− Fronting Carrier: Met LifeFronting Carrier: Met Life
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Columbia EnergyColumbia Energy
Structure of TransactionStructure of Transaction

NiSource
(Sponsor)

NiSource Long 
Term Disability 

Claims
Prudential 

(Fronting Insurer)

NiSource Insurance  
Corporation Limited

(Captive)
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WhirlpoolWhirlpool
Structure of TransactionStructure of Transaction

Whirlpool (Sponsor)

Retirees Annual
Medical ClaimsVEBA

TOLI - Prudential
(Fronting Insurer)

Investments 
(Whirlpool 

Commercial 
Paper)

WICL
(Captive)

Whirlpool filed this approach with the DOL and then Whirlpool filed this approach with the DOL and then 
subsequently withdrew their filingsubsequently withdrew their filing
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Making It HappenMaking It Happen
PrePre--feasibility studyfeasibility study-- Get support of internal parties Get support of internal parties 
such as Risk Management and HRsuch as Risk Management and HR
Conduct a feasibility study (cost/benefit analysis)Conduct a feasibility study (cost/benefit analysis)
Discuss with captive manager (Engage a manager)Discuss with captive manager (Engage a manager)
Engage a lawyerEngage a lawyer
Engage an independent fiduciaryEngage an independent fiduciary
Get branch approved in US Get branch approved in US –– domiciled jurisdiction domiciled jurisdiction 
if not a US captive (Meet with regulators)if not a US captive (Meet with regulators)
Negotiate contract with highly rated fronting Negotiate contract with highly rated fronting 
insurance companyinsurance company
File for PTE with the DOL and implement planFile for PTE with the DOL and implement plan
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What are the Requirements?What are the Requirements?
The DOL set the following requirements to protect The DOL set the following requirements to protect 
the rights of the plan participants:the rights of the plan participants:

Requirements for the captiveRequirements for the captive
“Party in interest”“Party in interest”
Domestic license Domestic license 
Certificate of Authority (never revoked nor suspended)Certificate of Authority (never revoked nor suspended)
Audit or financial examinationAudit or financial examination
ReservesReserves

Other RequirementsOther Requirements
Reasonable premiumsReasonable premiums
No commissionsNo commissions
Enhanced benefitsEnhanced benefits
Typical premium calculation methodologyTypical premium calculation methodology
Highly rated fronting insurerHighly rated fronting insurer
Indemnity reinsurance onlyIndemnity reinsurance only
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What does the future hold?What does the future hold?

More mainstream More mainstream 

More examples for More examples for ExProExPro filings (different filings (different 
approaches being filed now)approaches being filed now)

Continued pressure to lower benefit costsContinued pressure to lower benefit costs

More efficient enterprise risk managementMore efficient enterprise risk management

Rules becoming clearerRules becoming clearer

Less “radical” an approachLess “radical” an approach
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Have Questions? Have Questions? 

To discuss further, please contact:To discuss further, please contact:

Bill ThompsonBill Thompson
bill.thompson@milliman.combill.thompson@milliman.com

Kathie ElyKathie Ely
kathie.ely@milliman.comkathie.ely@milliman.com

Andrea BurrellAndrea Burrell
andrea.burrell@milliman.comandrea.burrell@milliman.com

Or call us: (860) 687Or call us: (860) 687--21102110
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