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Time to take 
captives seriously

The captive is a powerful risk and 
insurance management tool that is  
both underappreciated and underused  
in the Asia-Pacific region, currently. 
There are big regulatory hurdles to 
overcome but participants in the  
Kuala Lumpur leg of the Risk Frontiers 
Asia survey agreed that the potential is 
rich and urged fellow risk managers to 
include employee benefits sooner rather 
than later. AdriAn LAdbury reports

C aptives are currently few and far  
between in the Asia-Pacific region and there  
is a great deal of education needed at all 
management levels to improve understanding 
of the concept and how it can help corporations 

improve the way they manage risk.
But experts agree that there is undoubtedly great potential for 

the captive insurance concept in the Asia-Pacific region, as the risk 
and insurance management profession matures.

The Chinese state, for example, is keen on the idea and is busy 
creating the regulatory environment needed to persuade Chinese 
companies to take the captive route (see front page news).

In the mature captive markets of Europe and the US, there has 
been a trend of late that is seeing the increased inclusion of employee 
benefits within the captive programme, alongside more traditional 
property and casualty risks.

It takes some work and internal persuasion to achieve this as, 
traditionally, employee benefits falls under the remit of the human 
resources department.

But the trend is certainly underway based on recent discussions 
with leading risk and insurance managers in these markets, as 
employee benefits risks are being included within captives and global 
programmes in growing numbers of companies, on a multinational 
basis.

There is therefore no reason why the Asia-Pacific risk and 
insurance management community should not consider inclusion of 
employee benefits within the captive from the outset.

The risk managers who took part in the Risk Frontiers Asia 
roundtable at the Pan-Asia Risk and Insurance Management 
Association (Parima) conference in Malaysia certainly see good 
potential for captives and the inclusion of employee benefits.

Raziyah Yahya, general manager, risk and insurance, at Petronas, 
the Malaysian state-owned oil and gas company, said: “Big buyers of 
corporate insurance here do have a captive and can make use of it to 
cover employee benefits too. In our case, we include medical benefits, 
risks that are self-financed. Therefore, we use captives to look into 
particular areas such as this.”

Josephine Woo, Singapore-based enterprise risk manager at 
Japanese-owned insurance group Tokio Marine, said its captive has 
become increasingly valuable to the group because it helps with risk 
identification.

She said employee benefits can be included in the captive and 
a more planned approach can really help attract and retain talent. 
“The better the benefits, the better the retention rate of staff. It all 
depends on human resource planning and the package on offer,” she 
said.

More generally on the topic of captives, Ms Yahya said that, in 
her view, the main objective of the captive is to achieve better control 
of risk financing and the combined ratio.

“The captive is one of the main vehicles used in our case to 
manage the claims ratio and it is pretty low. We have quite a high 
risk appetite in terms of our coverage and the deductible itself. Our 
captive writes parent-only risks and all operations are included. It is 
financed by only our own equity and this helps us determine what we 
are actually buying,” she said.

“When we are in a joint venture with BP for example as 
operator, then we are not so much in control of the risk so the captive 
only underwrites a portion of the risk. In such cases, we repatriate 
risk into our captive but we only accept the risks that are good…if 
the risk is really good then it does not need to be passed out. So it is a 
judgement [call] and we are in control,” explained Ms Yahya.

Bernado Mochtar, head of enterprise risk management at 
ABM Investama, the investment arm of Indonesian energy group 
Tiara Marga Trakindo (TMT), explained that the picture is “quite 
different” in Indonesia.

“For a captive in Indonesia, you need a legislative process. You 
need to establish a reinsurance company and you need a certain level 
of capital, which is quite large. The captive also needs a certain level 
of operational processes. But companies need to raise deductibles in 
order to obtain lower premiums and so retain a substantial level of 
risk,” he explained.

Mr Mochtar said that consequently, ABM has decided instead to 
create segregated accounts to pay losses up to the deductible levels 

and after five years risks such as motor vehicle and medical expenses 
are effectively self-insured.

“From an internal perspective we have a captive but from the 
perspective of audit we do not. So regulation is in fact a big barrier 
to the development of the captive sector in Indonesia,” said Mr 
Mochtar.

Saurabh Verma, Parima board member for India and risk 
manager with a leading Indian conglomerate, explained that 
regulations do not allow captives in India.

“There are no tax advantages for captives in India and this 
[should be] one of the main advantages of a captive. So under 
the current regulation, there is no reason to set up a captive,” he 
explained.

“If you want to self-insure then you have to put up the same 
capital as a commercial insurer, which is about $18m-$20m. So if 
you want a captive insurer, you need to persuade the boss that you 
need that asset. Regulations do not allow you to go to Bermuda or 
another such domicile,” continued Mr Verma.

The core reason for this state of affairs is that essentially any asset 
in India has to be insured in India by a third-party, fully capitalised 
insurer. Until the rules change, captives will just not make sense.

Mr Mochtar said it is the same in Indonesia, hence the need for 
segregated accounts.

Ms Yahya said that essentially the same system applies in 
Malaysia but this is where reinsurance plays a role and enables her to 
use a captive for Petronas.

“A captive can only be a reinsurance company, not direct. If you 
bring a risk to the local market then you only retain 10% – the rest 
is reinsured out. This is how we do it,” she said.

Labuan is the domicile of choice for Petronas as it is for most 
Malaysian companies that choose to take this route.

“Labuan is a good domicile, not a tax haven. It has all the 
services you need and is very well regulated. The tax is low – or 3% 
of chargeable income – to set up there. But tax is not the driver in 
the first place,” she continued.

Ms Yahya said Petronas insures in the local market because it 
has to do so but it ensures that the local market only uses treaty 
reinsurance and not facultative. The guidelines state that the treaty 
cannot exceed 25 times the minimum retention. Petronas only likes 
to use net retention writers and not “commission earners”, said Ms 
Yahya.

Overall, the Petronas insurance manager believes it is correct to 
protect and help foster the local insurance and reinsurance market, 
and she expects brokers to play their role in this.

But if the local market is not up to the challenge then it will lose 
business to international markets such as London, she added.
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