
3/15/2023

1

Basics of a 
Captive Health 
Solution

Health 
Insurance 

Funding
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• Insurance carrier packages all the medical plan options, claim payment, 
utilization management, and Rx services under brand name 

•Fixed monthly premium

Fully Insured 

•Most large company use this, often with stop loss insurance 
•Create bank account to pay claims and see savings when not utilized 

Self-Funded 

•Designed to look, feel, and act like a fully insured plan
•Premium used to pay claims based on worst-case projection
•Must renew to see financial benefits of funding/claims projection   

Level-Funded

•Variation of self-funded but adds a group captive layer

Captive Self-Funded 

What is Group 
Captive Medical 

Insurance?

• Self-funding comes with potentially high claim 
volatility, so small and midsize companies have 
traditionally been unable to embrace this option. 

• Group medical captive insurance allows small to 
midsize companies to share the risk of a self-funded 
insurance plan while saving money and gaining control 
of skyrocketing expenses

• By participating in a captive, employers pool a 
portion of their premium into a collective fund. Each 
employer in the group medical captive benefits from 
economies of scale, so they enjoy more cost-savings 
opportunities. 

• They benefit individually by spending less on 
claims, and they benefit collectively by being part of 
a pool that is performing well. The group medical 
captive is a more cost-efficient option that doesn’t 
involve passing increasing costs on to employees.

1

2

3



3/15/2023

2

THE DIFFERENCE FOR SMALL TO MID-SIZE BUSINESSES

GROUP
CAPTIVE

SELF
FUNDING

FULLY
INSURED

Approx. 15% fixed cost 
(full control)

Approx. 40% fixed cost 
(some control)

100% fixed cost
(no control)

Employer retains profits 
on 80-85% 

of claim spend

Employer assumes 100% 
of claims volatility

Insurance company 
keeps all profits
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60% OF TOTAL

VARIABLE

(1) Employer Claims Account

FIXED VS. VARIABLE COSTS: WHERE DOES THE MONEY GO?

15% OF TOTAL

FIXED

(1) Reinsurance/Stop Loss

(2) Administrative Costs

a) TPA Fees

b) Consultant Fees

25% OF TOTAL

(1) Pool Premium

(2) Collateral 

VARIABLE

Spec and Agg

• Specific and Aggregate Coverage 
• Specific (often referred to as the Spec) 

• Claims for one individual on the plan 
• Cap placed on the amount the employer will 

pay for that individual
• Specific Deductible  

• Aggregate (often referred to as the Agg) 
• Claims for the group 
• Cap placed on the amount the employer will 

pay for that plan year
• Attachment Point 
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The Layered Cake

Captive Layers
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Contract Basis
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• Incurred – date the claim was incurred 
• Paid – date the claim was paid
• Incurred/Paid

Important Dates for Stop Loss coverage 

• 12/12 – claim must be incurred and paid within the 12-
month period

• 24/12 – claim needs to be incurred within 24 months 
and paid within 12-month timeframe 

• 12/18 – claim needs to incur within a 12-month 
timeframe and be paid within an 18-month timeframe

• First year is often 12/12
• Subsequent years is often 24/12 

Contract format/timeframe

Contract Basis
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Terminal Liability (TLO) 
Option that would only apply when a group decides to leave the self-
funded/stop loss structure and return to fully insured 

Provides a run-out period to allow for claims that were incurred during 
contract period but not paid until next period (when the fully insured 
contract is back in place)

When does TLO make sense to use?

Most contracts will go back and cover period prior for incurred to fill the 
gap 

If moving to another stop loss contract (RS or other), TLO is not typically 
used and not always allowed pending carrier

Going to fully insured would leave a gap that would need to be addressed 
by TLO
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Lasering 
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Lasering 

Method of addressing a high potential claim individual 
Contract can apply a different specific deductible for 
that individual 
They are considered “lasered” 

Benefits to the group when using a laser

Individual specific laser deductibles will be limited to 3x 
the ER’s spec deductible at renewal 
Isolating the risk with a laser brings attention to the 
ongoing claimant resulting in cost mitigation 
If the lasered individual leaves the plan, ER does not 
continue paying to fund a rate increase 
Only 36% of lasered claimants reach their laser amount 

Typical Pool Results of a heterogeneous Captive
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Average Employer saved 20.5% compared to their fully insured option.

Results include the 2020 January Captive

0.0%

20.0%

40.0%

60.0%

80.0%

100.0%

120.0%

140.0%

= ACTUAL COST = AVERAGE ACTUAL COST

Expected 
Cost Range

Maximum
Cost

Average Actual Cost is 94% of Expected 

Expected 
Cost (94%)

Top 10 Best Practices for 
a Captive Funding Solution
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#10
Experienced, Best-In-Class 

Advisor, Underwriter, TPA, PBM 
and Cost Containment Partners

14

#9
Aligned Interests across Solution 

Providers

15

#8
Continued Engagement and 

Sharing Best Practices
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#7
Full Transparency in Reporting
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#6
Plan Design Focus & Flexibility
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#5
RX Rebates Passed 

through 100%
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#4
Low Fixed Costs
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#3
Pooled Underwriting 

Consideration at Renewal
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#2
100% Claims Funding Surplus 

Retained by Employer
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#1
100% Captive Surplus Premium 

Returned to Captive Participants
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Questions?
Michael Soeder
Regional Practice Leader
Roundstone Insurance
msoeder@roundstoneinsurance.com
440-221-6856
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