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Own-your-own insurance company – a big step with many benefits

Right now, insurance costs are dropping because of a soft international insurance market and the strong dollar. However, it is likely that in a year or so, insurance costs will be on the way up again. One way of managing the uncertainty of insurance costs is to form your own insurance company – a captive – and place some of your insurances with it.
“In a soft market, insurance buyers can usually buy the insurance cover they need. But when the market hardens, some organisations can find it hard to buy all they need,” says Peter Lowe, of Willis New Zealand, a captive insurance consultant. 
Chris Peace, a Risk Management Consultant agrees and adds “Such difficulties can reduce the competitive advantage of manufacturers. Pricing export goods and services competitively is hard enough with the current exchange rate without the volatility of insurance hard/soft cycles.”
What is a captive?

What is a captive insurance company? Put simply, it is an insurance company formed by the insurance buyer (the “parent”) to insure some of the risks of the parent. Often, the captive buys reinsurance from the conventional insurance market. Benefits can include reduced insurance costs, insurance covers focused on the needs of the buyer and payback for good loss prevention. The latter can pay dividends when negotiating with insurance companies for the higher layers of insurance – they know you are committed to good risk management.
Patrick VanderNoll points out that cost reduction can be considerable. “It is sometimes possible to save up to 40% of insurance costs by avoiding insurance company overheads and expenses. Of course you have your own start-up costs but these can be spread over time. And if a captive that can avoid claims, you can share the profits across the parent.”

David O'Reilly of Ballance Agri-Nutrients Ltd says the main reasons to use a captive are to have direct access to the reinsurance market to reduce premium rate volatility while also offering an investment earnings opportunity. “It also enables a centralised approach to risk management with flexibility to tailor our solutions to match our risk/reward appetite”.

National benefits

But the advantage of a captive insurance industry in New Zealand could be much bigger than reducing costs for a few of our businesses. Foreign companies want to base their captive insurance companies in a stable country that has a friendly regulatory regime and a high reputation for honesty. New Zealand is such a place and our reputation for honesty is usually rated as in the top three globally. 

“If New Zealand were to develop a captive insurance industry it would help expand our service industries,” says Jim Routledge of Aon who worked in Bermuda where there are more than 1,200 captives. “The demand for good professional service providers is quite astounding,” he says. “The benefits to their economy have been immense.”

The NZ Captive Insurance Industry, an industry body representing owners and providers of services to owners, has estimated that New Zealand could achieve economic benefits of $50 million per year in as little as 10 years. 

“Ireland passed legislation encouraging captives in 1987”, says Lowe, “and they now have more than 220 captive insurance companies. The contribution to the Irish economy has been substantial through new jobs in the value-added services industries. Captive parents, service providers and, of course, the Irish government have all benefited. In fact,” he says, “the Irish government is receiving more than $50 million in tax every year.” 
Local demand?

But is there much demand locally? There are about 20 captives based in New Zealand. Some are foreign owned but most are owned by NZ companies who enjoy a range of benefits. 
And on Friday 11 May, more than 80 people will be at the first Captive Insurance Association conference. 

“There are going to be some good, thought-provoking presentations made by captive owners and their service providers,” says VanderNoll. 
The Conference is the first the Association has run. Presentations will be made on:

· What is a captive? When should you consider using a captive? Who should you consult? What does it cost? How long does it take?

· Captives – a critical control for larger entities.

· New Zealand Captive Insurance Legislation - now and the future. Current legislation. Changes proposed. Probable impacts.
· International Financial Reporting Standards for Captive Insurance Companies. Forthcoming changes in reporting standards. Impact on insurance companies generally and Captives specifically.
· The view of the Captive owner.
· Insurance Company Perspective.
· Protecting a Captive – The Need for Reinsurance. A Captive needs reinsurance protection. How much? In what form? Who arranges it?
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Background information on the Association follows.

The Captive Insurance Association 

The NZ Captive Insurance Association was founded in 2005 as a not-for-profit organisation to promote the captive insurance industry in New Zealand.

The Association is run by a management committee elected by members drawn from captive insurance company owners and service providers.  
For further information about the Association check the website of http://www.nzcia.org.nz/ 
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