


Some Context
Are you like me, and have never filed a claim against your homeowner’s 
insurance policy?

But I bet you still pay your premiums … just in case. 

Wouldn’t you have preferred to put all that money into a bank account that 
earned interest for you? To me, that sounds a lot better than paying an 
insurance company. 

Now imagine that you team up with your neighbors to pool all of your 
homeowners’ insurance risk. Your collective size gives you leverage, and 
together you’re able to secure better coverage and pricing from the 
insurance providers. 

If someone’s roof gets damaged by lightning, you share that cost. But if you 
have a year with no claims, as is more often the case, you get your money 
back … with fewer fees and some extra tax advantages. 

Would you like to do that with your employee health benefits? Read on. 
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Health Captive Defined

Let’s begin with the basics: 

SIZE:  Any nonprofit or company can form a captive to insure 

the risk associated with their employee health benefits. But 

because it takes a lot of work and resources to form one, only 

larger organizations tend to do so. They have the scale and 

size to make the investment worthwhile, and also face large 

liabilities that they need to manage.

SECTORS: Companies across all business sectors use captives. 

Most Fortune 500 companies have captive subsidiaries. 

But increasingly, more nonprofits and local businesses are 

turning to captives for their health benefits. These groups 

include employers in the healthcare and human services 

sectors who form group captives to manage their employee 

health benefit costs. 

WHAT:

WHY:

HOW:

A captive is an insurance company owned and  
operated by its partners.

It insures the risks of its partner-owners to gain 
better cost control and predictability.

It pools risk across a large number of covered 
employees’ lives and maximizes purchasing power. 

WHO USES CAPTIVE HEALTH BENEFITS?

*AHRIC is a reciprocal health captive, 
meaning the partner-owners agree to 
protect each other from loss. They also 
work with a third party, CBIZ, to manage 
plan administration.  

TYPES OF CAPTIVES

Captives can be traced back to 
the 1500’s when ship owners in 
London banded together to share 
the risks associated with shipping.  
Today, there are many types of 
captives. Some of the most common 
include:

• Single-parent (pure captive)
• Group
• Association/Industry
• Reciprocal*

AHRIC • WHAT IS A HEALTH CAPTIVE? 2



What Does a Health Captive Do?

Several factors drive employers to choose health captives. The Patient Protection and Affordable Care 

Act (PPACA) imposed new taxes, fees and compliance requirements. Traditional insurance companies 

must produce dividends to please their shareholders. And brokers want their commissions as well. All 

of these things make it more expensive for organizations like yours to take care of their employees. 

For employers, it feels like being on a rollercoaster ride that never ends. A health captive removes the 

unexpected twists and turns. You’re in control and fully aware of what’s coming around the corner.

This illustration shows just how much employers with traditional insurance typically pay in taxes, 

unnecessary fees, hidden charges and bloated commissions – nearly 15 percent in overhead. That’s 

money that could be reinvested in your organization’s mission. Health captives reduce or eliminate 

many of these expenses. The best-run captives also have access to pharmacy and wellness experts, who 

help lower costs via cost savings programs and services that improve the health of employees. 

IT GETS EMPLOYERS OFF THE ROLLERCOASTER

IT MAXIMIZES THE HEALTH CARE DOLLAR
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Source: AHIP & Milliman, Inc.

MEDICAL COSTS TAXES & OVERHEAD



What a Captive Is Not

Some people associate captives with the kinds of exotic tax havens they read about in spy novels. But the 

reality is that over 30 U.S. states allow, license and regulate captives. In 2001, Arizona joined the majority 

of states that have captive statues. A year later, the IRS clarified how captive taxation would be regulated 

at the federal level, paving the way for growth.  Today, there are over 100 captives licensed and operated 

in Arizona.

Well-run captives offer a high-degree of transparency. They have a clear governance structure 

where the partner-owners actively participate and influence decisions by holding open meetings with 

their business partners. Plus, they retain reputable auditors and attorneys who specialize in captive 

insurers and release audited financial statements. 

Captives are most common in the property and casualty business, with single-parent captives owned 

by one employer or person. However, there are hundreds of group and reciprocal captives in the 

United States alone. This structure allows smaller, unrelated organizations to band together to insure 

a common risk, such as employee health benefits.  It’s also common for captives to use third-party 

managers who help navigate the complicated insurance landscape and decrease administrative 
burdens for the partners.

A SHADY WAY TO MANAGE RISK

AN ENTITY THAT LACKS ACCOUNTABILITY

AN OPTION ONLY FOR LARGE EMPLOYERS

We’ve talked about what captives are. Now we need to cover what they are not.
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https://insurance.az.gov/captive-division-facts-and-statistics
https://www.irs.gov/pub/irs-drop/n-16-66.pdf
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Benefits of a Reciprocal Health Captive

Partner-owners of a reciprocal health captive gain more control, transparency and price 
predictability. They no longer have to shop insurers each year – and risk eroding their 
employee benefits over time. They gain more choice about the type benefits they provide. 
And they can actively manage cost, meaning any savings and net earnings return to their 
pockets, not some insurance company. 

• Partner-owners govern captive through a board

• They choose plans, services & providers

• Individual partners set contribution strategies, eligibility rules

• Captives mimic risk profile of large employers, offering greater predictability

• Purchasing power reduces or eliminates fees and excess loss charges

• Captives are exempt from premium tax and some PPACA taxes

• Partner-owners keep underwriting margin and surplus

• Captives design personalized health management strategies that best meet 
employee needs and risk profiles (e.g. wellness)

• Their options are not limited by commission agreements between broker and 
insurance carriers

• Employers are free of price swings related to insurance company profit goals

GOVERNANCE & FLEXIBILITY

ECONOMIES OF SCALE

TAX ADVANTAGES

WAY TO TAKE CONTROL 
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Are You Ready for a Health Captive?

Use this worksheet to determine if your organization is ready for captive health benefits.

Please rate the following factors on a scale of 1-5, with 5 being STRONGLY AGREE and 1 being STRONGLY 

DISAGREE. Tally your score when finished.  

If you scored >20, you’re ready for a health captive. 

If you scored between 15-20, you’re moving in that direction, and may want to request a consultation.  

If you scored <15, you may not be ready yet for a health benefits captive. But you can continue to 

learn about best practices for captives like strong governance, transparency and shared gains 

for partners.

No matter your score, you now know exactly where you need to be to take control of your health benefits.

FACTOR DISAGREE         1        2        3        4        5        AGREE

Is your organization willing to take a  
multi-year approach to employee health benefits?

Are you able to set aside investment capital to partner  
with a captive, if it means greater price predictability? 

Do you believe that partners should share in both the good  
times and the bad in order to create better futures for all?

Are you willing to make short-term changes in your benefits partners 
and plans, if it means long-term stability and greater success?

Are you willing to stop paying commissions and allow your captive 
manager to be your broker of record for employee benefits?
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About This Guide

About

WRITTEN BY: 
Dave Madden
VP of Business Development
david.madden@cbiz.com
602-308-6649

AHRIC serves more than a dozen Arizona nonprofits. These partners fund 
their health plans and pool risk across thousands of covered employees’ lives. 
In this way, they historically have kept their costs below the market trend.

The partners work closely with CBIZ, a top employee benefits firm. CBIZ 
staff members across Arizona manage all vendors and ensure plans stay in 
compliance. This relationship frees AHRIC partners to focus on caring for 
employees, expanding programs and fulfilling their missions.

WEBSITE: 
www.ahric.org
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