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S
ince the financial crisis began in 

2008, there has been a marked 

change in regulatory approach in 

many markets. Experts from ACE 

Group and Ernst & Young came 

together recently for a roundtable session to 

discuss the impact of change for captives and 

what the key considerations should be when 

establishing and managing an alternative risk 

transfer vehicle.

Captive Review (CR): What are the main 

compliance and regulatory issues facing 

captives, particularly in relation to the 

intricacies of transfer pricing and corpo-

ration tax? 

Andrew Spry (AS): Jurisdictions want to 

ensure they receive an appropriate and fair 

share of tax revenues and transfer pricing is 

intended to ensure that transactions reflect 

the commercial value and are carried out 

between real bona fide operations. Transfer 

pricing refers to arms-length pricing, includ-

ing commission as well as premium and the 

capital that underpins the captive. Looking 

ahead, I think the insurance industry will face 

a growing number of challenges going forward 

with regard to the deductibility of insurance 

premium paid to captives, the methods used 

to determine transfer pricing and, in some 

cases, the substance of captives themselves, 

particularly whether a captive has been estab-

lished for genuine commercial purposes.

Jeff Soar (JS): I think the challenge in trans-

fer pricing, particularly in relation to captives 

and the insurance world, is that the ‘revenue 

view’ of pricing doesn’t always correspond 

with the ‘insurance view’. In the US, captives 

are definitely being analysed more to ascertain 

whether there is a genuine insurance contract 

and risk transfer arrangement in place. 

AS: Tax has become a very public debate, as 

seen through the Public Accounts Committee 

(PAC) in the UK and its review of the actions of 

corporations such as Google and Starbucks, as 

well as media reports around base erosion and 

profit shifting (BEPS). In relation to captive 

insurance, the tax issues are very technical  

but are certainly being discussed on a much 

wider scale.

JS: That is only going to grow. The OECD pro-

duced its profit-shifting paper a few months 

ago which mentions captives several times and 

it has since followed up with 15 actions to com-

bat profit-shifting, including a focus on trans-

fer pricing. There is likely to be a shift towards 

more transparency in the profit supply chain 

of organisations, asking how profit allocation 

is managed.

AS: I agree; there will be increased communi-

cation between the relevant tax and regulatory 

authorities of jurisdictions, who want to make 

sure that the activities being conducted on 

their shores are legitimate and result in the 

fair distribution of tax and profits. Due to their 

historic location in low-taxing jurisdictions, 

and the more recent public debate around 

corporate tax planning, captives are undoubt-

edly facing increased scrutiny. But various 

jurisdictions have put complex legislation in 

place which severely limits any perceived tax 

benefits. Even so, in the current environment, 

captives need to prove where their capital 

resides, and stress the risk management ben-

efits that are the real driver for using a captive 

before looking at pricing.

JS: Despite the hurdles that are put in place 

by many territories, it is recognised that busi-

nesses need insurance and that centralising 

risks and keeping them within companies 

does have a purpose and an advantage. The 

BEPS paper doesn’t explicitly say that captive 

insurance entities exist purely for tax avoid-

ance purposes; it simply stresses that the 

procedure for establishing and running these 

entities must be done correctly. 

Clive Hassett (CH): I think the other angle to 

consider when looking at transfer pricing and 

tax issues is in the context of captive fronting. 

When we, the insurer, are fronting for a cap-

tive, the primary focus of regulation is on us, 

as an insurer. We have our own requirements 

to follow; our own licences, tax issues and reg-

ulations with which we also have to comply. It 

is important for the captive to work with an 

insurer that is on top of these issues.

CR: Is there a need for greater governance 

and dialogue within organisations to 

ensure that compliance with these com-

plex issues is achieved?

AS: I think that statutory regulation and gov-

ernance has increased dramatically since 

the financial crisis. Regulations are chang-

ing on a monthly basis, so for captives to 

have an understanding of these changes is a  

good thing. Certainly at ACE, we have con-

tinued to develop our knowledge and related  

processes in response to the growing compli-

ance burden.

JS: There are always new regulatory develop-

ments emerging, so you can’t rely on one per-

son within a company, such as a risk manager, 

to be aware of every change. The Financial 

Accounts Tax Compliance Act (Fatca) is a good 

example of legislation that impacts captives 

which needs to be understood. Several groups 

of people need to feed into that process to 

ensure an organisation is aware of what they 

need to do to be compliant. The role of the risk 

management function is changing – company 

insurance buyers are more conscious of need-

ing to spend money in the right places to cover 

CaptiveS under 
SCrutiny

we speak to a panel of experts from aCe Group and ernst & Young – andrew spry, 
Jeff soar, Clive Hassett, mike Furgueson and Remy massol – about the things to 

consider when setting up an alterative risk transfer vehicle
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their risks. This has also led to a convergence 

between legal, financial, compliance and risk 

management functions within businesses. 

AS: I think it’s important to remember that 

captives are in the same economic situation 

that everybody is in. They need to look at their 

cost base and make sure that their arrange-

ments are of benefit. Groups can’t afford to 

carry a captive that doesn’t pay for itself. I 

think ACE can partner with these groups very 

well, to ensure their vehicles are being put to 

the best possible use.

Mike Furgueson (MF): We’re definitely see-

ing more interaction between the risk man-

agement and finance, legal and compliance 

functions of businesses, particularly when 

it comes to sophisticated insurance options, 

such as global programmes or captives, for the 

reasons we’ve discussed. 

JS: There are also opportunities within these 

changes. The new UK controlled foreign cor-

poration (CFC) regime does give UK entities 

opportunities in the captive space which they 

haven’t had before – there has been a change 

in terms of when an entity’s profits will be 

subject to UK tax, with a few more allowances 

than previously. That information doesn’t 

always filter down to risk management teams, 

however, so they need to partner with people 

who can highlight these opportunities. 

CR: Is the industry going to see a shift in 

where captives choose to domicile, given 

the scrutiny that offshore vehicles have 

come under lately? 

MF: In the US, 31 states have passed cap-

tive-enabling legislation. That doesn’t nec-

essarily mean that there has been a massive 

growth in onshore captives, but it does mean 

customers have more options in their choice 

of captive domicile. Certainly, international 

cross-border transactions are under greater 

scrutiny and – given the added complexities 

of anti-money laundering and anti-terror-

ism legislation – some clients may feel more 

comfortable having onshore captive arrange-

ments. We don’t think there’s going to be a 

massive shift in redomiciliation, although 

many customers are reviewing whether they 

are utilising the most effective structure for 

their risk transfer needs. This should, how-

ever, be done primarily from a total cost and 

ease of administration perspective, as opposed 

to solely a tax perspective. 

AS: I agree; when people are looking at 

onshoring or offshoring, structure and total 

cost are the key considerations. I have heard 

of a trend in the US towards switching captives 

to an onshore US domicile, with South Caro-

lina and Vermont being favoured locations, 

but one of the things often forgotten when 

completing a cost-benefit analysis is the issue 

of state taxes. Elsewhere, there has not been a 

great shift to onshoring captives. In Europe, 

this may be related to Solvency II and the 

knock-on requirement to increase capital and 

transparent governance. But even in the UK, 

things may change in the future for a number 

of reasons including the new CFC legislation, 

the reducing UK corporate tax rate, the coun-

try’s strong double tax treaty network and 

other significant non-tax benefits.

Remy Massol (RM): With some of our larg-

est client accounts in Continental Europe,  

we have seen some onshoring take place.  

Some have several captives, perhaps one in 

Switzerland and one in the European Union, 

for example. 

JS: Globally, many locations want to become 

the next captive jurisdiction and have very 

effective marketing plans, but there are 

around eight standard locations which are 

recognised for their quality. One of the most 

attractive things, particularly when looking to 

establish a new captive, is protected cell legis-

lation – the ability to enter a territory and rent 

a structure which can be built up.

CR: Have you seen a growth in the estab-

lishment of protected cell companies 

(PCCs)? 

MF: There has been some growth. It’s a won-

derful way for clients to take a small step into 

the world of risk financing. Renting or estab-

lishing a cell requires significantly less capital, 

less administrative activity and less time. This 

arrangement can serve as a springboard to 

eventually establishing a single parent captive. 

We do think that this type of structure may 

become more attractive as more questions are 

raised in regard to tax, administration or cap-

ital allocation. That may lend rent-a-captive 

structures more of an advantage over stan-

dalone captives for certain clients. 

“We don’t think there’s going to be a massive shift 
in redomiciliation, although many customers are 
reviewing whether they are utilising the most effective 
structure for their risk transfer needs”
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AS: The development and growth of PCCs 

will be attractive to much smaller companies. 

Where captives have traditionally been the 

domain of the largest S&P 500 companies, there 

is now more of a debate as to how captive struc-

tures can be used by smaller players.

JS: It definitely widens the audience for cap-

tives. People can trial the captive concept over 

a few years to see if it yields the benefits and 

results that they hope for.

CR: Is there a trend emerging for captives 

to write new classes of business, beyond the 

traditional property and casualty covers? 

If so, in which areas is this happening and 

why?

CH: Over the past three or four years, particu-

larly as companies diversify and expand glob-

ally, captive insurance entities have increas-

ingly been used to finance additional lines 

of business. There has been a growing appe-

tite to cover accident and health insurance,  

environmental risks, cyber risks or trade  

credit. Captive owners and managers are now 

more mature and have greater loss histories, 

and are consequently putting their captives to 

more sophisticated use, particularly for areas 

that can’t be purchased on the traditional 

insurance markets but are of growing concern 

to many corporations.

MF: In the US, some companies such as Coca-

Cola have taken certain benefit plans, tradi-

tionally purchased in the insurance market-

place, and put them into captives. That reflects 

the increasing sophistication and understand-

ing of what risk financing is and how it can be a 

longer-term solution for companies to manage 

a variety of risks. 

RM: In Europe, as the industry has started to 

assess the likely impact of Solvency II, there 

has been more emphasis on the importance of 

diversification in terms of exposures under-

written by captives. At the same time, com-

panies’ risk management requirements are 

changing. More of them are looking for envi-

ronmental risk cover in relation to property 

damage or liability. We have seen more tra-

ditional fraud or fidelity covers beginning to 

include cyber risk components, including the 

costs of notification, which is not something we 

saw three years ago. We have also seen a num-

ber of smaller banks using captives as a solution 

for the higher retentions they are being asked to 

take in the current market.

JS: We’re also seeing a little bit of interest 

around brand protection and reinstatement. 

This is extremely difficult to buy coverage for 

and to underwrite it is complex– for example, 

deciding what the trigger clause or terms of 

pay-out are going to be. There have been a 

number of high-profile cases where events 

have caused the parties concerned to spend 

significant amounts in legal fees and PR costs 

to mitigate the damage. I don’t think it’s par-

ticularly available in the third-party market 

and it’s very bespoke. Many large companies 

are including reputational and PR concerns 

in their top 10 risks.

CR: How would you summarise ACE’s dis-

tinctive capabilities for captives, both by 

line of business and by the type of captive 

service offered?

MF: We have one of the widest product suites 

in the industry. We have the global and local 

expertise and the desire to work closely with 

customers, particularly those wanting long-

term relationships, to develop bespoke prod-

ucts which can be implemented in many 

jurisdictions across the world and reinsured to 

captives. With segregated account companies 

in both Bermuda and Delaware, as well as a 

captive management group in Bermuda, we are 

well-positioned to service captive business at 

all levels. Our structures can benefit potential 

or existing captive owners as well as managing 

general agents and underwriters, who can par-

ticipate in the covered risks by working along-

side ACE. 

RM: I agree and, within Europe, we provide 

many multinational programmes where a pri-

mary layer is ceded to a captive vehicle, facili-

tated by our actively managed ACE network, 

which includes our broader partner network 

outside the 53 countries where we have our own 

full-time operations. We also have dedicated 

teams to structure and implement programmes 

and a dedicated technology platform, ACE 

Worldview, that provides full transparency on 

a programme’s implementation and lifecycle.

CH: Establishing a partnership with ACE ena-

bles participants, such as captives, to multiply 

their operating power. Our captive services 

can transform a single legal entity into a global 

insurance operation, without the related costs. 

Our capabilities ensure that policies can be 

issued in any part of the world and that more 

importantly, claims can always get paid. 

“Captive owners and managers are now more  
mature and have greater loss histories, and are 
consequently putting their captives to more 
sophisticated use”
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M
anaging a global insurance 

programme can be complex. 

But having the right technol-

ogy infrastructure in place can 

undoubtedly make life easier.  

Captive Review speaks to Michael Furgueson 

to fi nd out more about the unique ACE World-

view platform and recent enhancements that 

have been made to support captive owners.

Captive Review (CR): What is ACE Worldview, 

in a nutshell?

Mike Furgueson (MF): Risk managers face 

complex insurance issues around the world 

every day and keeping track of a global insur-

ance programme - including policies that 

have been issued, premiums paid, claims 

made and local compliance issues in multi-

ple markets – is not easy. ACE Worldview is 

a web-based platform designed to help risk 

managers and their brokers get a complete 

picture of their programmes in one place and 

in real time. 

CR: How does Worldview work?

MF: Worldview is a window into all the 

information we have on multinational pro-

grammes at ACE. Our offi ces and associates 

around the world all work live on the same 

system, so risk managers can see everything 

we can see and are always as up to date as we 

are. That means no more waiting for days or 

even weeks for documents and other pro-

gramme details, and no more chasing, collat-

ing or formatting information from different 

sources.  They can review policies, create 

reports, set up alerts and conduct market 

research all from a dashboard on their PC – or 

indeed from any mobile device.

CR:  What are the additional benefi ts of 

Worldview for captives?

MF: When managing a global programme 

involving captives, one of the most complex 

activities can be tracking cash fl ows. With 

Worldview, the owner can see where premi-

ums are received, and when they are trans-

ferred to the captive. They can ask for detailed 

premium reports and choose to receive an 

email alert when a particular premium is 

received by ACE or paid to the captive. 

CR:  And what about managing claims?

MF: Of course, once a programme is up and 

running, one of the key elements risk manag-

ers always want to be on top of is their claims 

activity. We’ve therefore recently made some 

important enhancements to Worldview. For 

captive programmes and accounts with a 

large frequency of claims, it can now provide 

users with detailed loss information. This 

includes aggregate and individual claim data, 

such as paid losses, expenses and reserves. 

Clients can choose to see recent claims activ-

ity from various parts of the world on their 

dashboard or receive the most recent sum-

mary of their claims activity. They can also 

download their loss history and, since claims 

information is refreshed every week, this will 

always be up to date. 

CR:  Who can use Worldview?

MF: We make Worldview available to all our 

multinational clients and their brokers. It’s 

intuitive, easy to use and easy to access, so 

there’s no training needed. Any risk manager 

can arrange for e-mail alerts, and a range of 

custom reports, to be sent on a regular basis 

to their chosen colleagues and their broker 

without them having to ask or even to log on. 

As a result, we think ACE Worldview is much 

more than just a technology platform – it’s 

like having another person on your team.  

Michael Furgueson, president of ACE’s Multinational Client Group, talks to Captive 
Review about ACE’s technology solution for multinational risk 

ACE’S MULTINATIONAL BUSINESS IN NUMBERS

195  
The number of 
countries covered by
ACE’s multinational
network

100
The number of 
captive programmes 
spanning...

4,200+ 
The number of ACE’s
multinational clients
globally

...26
countries on average

23,000
The number of 
local policies in 
force within ACE’s 
multinational portfolio

2,000+
The number of clients 
and brokers using ACE 
Worldview

Written by
Michael Furgueson
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A NEW WORLD
VIEW

Source: ACE Multinational Practice, as at 31 March 2013
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T
oday, business travel is an integral 

part of the day job for many employ-

ees. As companies expand into over-

seas markets, a wider cohort of staff 

is spending time away from home. 

What’s more, as businesses increasingly seek 

revenue growth outside their struggling home 

economies, traveller destinations are becoming 

increasingly exotic. Managers are as likely to 

fi nd themselves in Bangalore, Bogota or Beijing, 

as in London or Los Angeles.

For an insurance or benefi ts manager or 

head of security at any multinational com-

pany, one of the most diffi cult challenges is 

managing sensitively and effectively a situa-

tion in which employees travelling in a foreign 

country on business become sick, fi nd them-

selves in potentially dangerous situations or 

need evacuation from a politically unstable 

country. 

ACE’s research shows that many businesses 

are waking up to the risks. When we surveyed 

over 600 European companies last year, for 

example, over half concluded that the level of 

business travel risk their company faces will 

grow over the next fi ve years. Indeed, a quar-

ter of them think it will increase signifi cantly. 

This makes business travel one of the three 

fastest-growing emerging risk concerns for 

European companies from our study. 

In addition to handling the immediate 

crisis, managers will have to be prepared to 

explain to senior leadership the steps the com-

pany will take to keep employees safe. A crucial 

part of that response will be making sure that 

the company’s insurance programme provides 

the necessary coverage and resources.

Businesses have often relied on a single 

global insurance policy, issued to the parent 

company, to protect all of its employees world-

wide. In some countries, however, insurance 

regulations can undermine the effectiveness 

of this approach, opening the door to problems 

with benefi ts and claims payments. The ques-

tion then becomes whether, in practice, the 

policy will actually deliver on the promise of 

worldwide insurance protection and address 

any potential fi scal challenges, including vari-

ous tax and regulatory consequences. In many 

cases, a single policy based in a company’s 

home market may not be enough. 

A more prudent approach may be to combine 

an insurance policy issued to the parent com-

pany in its home jurisdiction with local policies 

issued to its subsidiaries in the countries in 

which they operate.

Benefi ts evolution
The patterns of European business travel have 

changed signifi cantly in recent years. Where 

companies continue to send employees on 

long-term assignments as expatriates, today it 

is much more common for executives to travel 

over several weeks to multiple destinations.

These business travellers are typically the 

company’s top talent, leading sales executives 

and other high value employees. Increasingly, 

they are travelling to emerging countries in 

Asia, South America, the Middle East and 

Africa and may be joined by colleagues from 

those markets to travel to other countries as 

part of the same business trip. However, in 

these emerging economies, obtaining the right 

specialist medical treatment following an acci-

dent or illness may not be as straightforward 

as in Europe, and evacuation may be a challeng-

ing scenario. 

As the scope of travel has broadened, busi-

ness travel accident policies have evolved to 

insure a variety of risks. Historically, the most 

important benefi t was a death benefi t known as 

accidental death and dismemberment (AD&D). 

Today, business travel accident policies typ-

ically offer out-of-country medical services 

such as emergency cash, medical or non-med-

ical evacuation and coverage such as a death or 

dismemberment benefi t and inconvenience 

benefi ts such as lost or delayed baggage and 

supplemental rental insurance for cars. Today’s 

business travel accident policy packs full value 

into one global policy with one single limit. But 

does a single policy with all this coverage and 

services work as expected when implemented 

across national borders for multiple individu-

als or benefi ciaries based in distinct countries?

Implementing this single policy globally 

presents a number of execution challenges that 

should be anticipated and considered. While 

business travel accident insurance programmes 

are designed as an employee benefi t, much of 

CROSS-BORDER 
SOLUTIONS FOR 
PEOPLE RISKS

Suresh Krishnan of ACE Group discusses how to design an e ective multinational 
business travel risk management programme

Written by
Suresh Krishnan

Based in New York, Suresh Krishnan is general coun-
sel for the ACE Group’s Multinational Client Group 
where he has global legal oversight over ACE’s mul-
tinational products and services. 
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the coverage is actually governed by national 

insurance regulations that may limit the effec-

tiveness of a single France-based policy.

Two potential scenarios
First, an executive employed by a French-based 

multinational company becomes injured while 

on business in Mexico. The executive, who is 

insured under a French business travel acci-

dent policy, seeks care at a hospital. A French 

insurance policy, issued by an EU insurer that is 

not licensed, or non-admitted, in Mexico, may 

not be able to directly pay the Mexican hospital 

for the employee’s healthcare costs. At the very 

least, this creates added complexity at a time 

of crisis – and it hardly gives reassurance to the 

company that they will have the certainty they 

want when they most need it.

Second, imagine an executive employed by 

the Indian subsidiary of a Dutch-based mul-

tinational company dies in a car accident in 

India. He is insured by a group personal acci-

dent policy issued to the Dutch parent company 

by an EU insurer that is non-admitted in India. 

The EU insurance policy may not be able to 

directly pay the personal accident policy’s cov-

ered death benefits to the deceased’s estate in 

India – another potentially exasperating and 

upsetting scenario for the company and the 

employee’s family.

To anticipate these scenarios and to mitigate 

these issues, managers will want to be sure that 

employees and their families are protected, and 

that the business travel accident programme 

will deliver the promised benefits.

A flexible risk financing solution
Insurance managers of multinational compa-

nies are often familiar with cross-border insur-

ance issues. Parent policies combined with 

locally admitted policies have been put to good 

use in other lines of insurance and have been 

very effective at addressing the difficulties that 

can emerge with a single France-based policy.

An effective global programme for business 

travel accident insurance should therefore 

also include locally admitted policies that are 

issued to the parent company’s subsidiaries and 

affiliates with local covered benefits and limits 

insuring the risks of local employees. A locally 

admitted insurer issues the local policy com-

plying with the country’s insurance laws, and 

also calculates and remits applicable insurance 

taxes and fees. Claims and benefits tailor-made 

for the local market are adjusted and paid 

locally to the employee or local beneficiaries.

These locally admitted policies can then be 

combined with a parent policy issued to the 

parent company in its jurisdiction that insures 

the parents’ employees and provides supple-

mental insurance reimbursing the parent for 

any obligations it has to its subsidiaries should 

there be potential gaps in the local policies. 

Under this approach, multinational busi-

nesses can be confident that they have a broad 

internal and external risk financing mecha-

nism—a combination of own funds and insur-

ance payments—that protects the business’ 

obligations as well as their obligation to their 

employees while focusing on meeting the 

requirements of local jurisdictions.

Interestingly, our research in Europe shows 

that only around two-thirds of respondents are 

satisfied with the claims service they receive 

from their business travel. When looking for a 

business travel accident programme, managers 

should therefore seek to work with brokers and 

insurers that have specialist expertise in both 

multinational solutions and the area of busi-

ness travel accident insurance to ensure they 

get the service they need. 

Questions that need to be considered are: 

where may insurance benefits be directly paid 

to the claimant or third party? Where may they 

be paid to the employer for reimbursement 

to the claimant or third party? And finally, if 

an emergency service provider is chosen to  

provide evacuation and emergency medical 

services, does this service align seamlessly with 

the insurance?

Benefits managers can also prepare them-

selves by collaborating with their own in-house 

insurance management team—who may have 

experience in developing multinational insur-

ance programmes for other lines of insurance—

enhancing their collective understanding not 

only of the value provided by a robust business 

travel accident plan, but also the insurance and 

risk management issues inherent in them.

Employees travelling in foreign countries 

can all too easily become sick and suddenly 

face a medical emergency far from home. Polit-

ical instability and natural disasters also put 

employees at risk. With a global insurance pro-

gramme that includes both local policies and a 

parent policy, managers can help ensure that 

their valued employees will have the care they 

need when they need it. 

“Our research in Europe shows that only 
around two thirds of respondents are satisfied 
with the claims service they receive from their 

business travel”
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captive fronting services. We work with experts who truly understand our business and provide 
us with the information we need on our programme in real time. We can get on with growing 
our business, knowing we are protected by one of the strongest insurers in the world.
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