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Reduce Your Employee Benefits Costs
Use Your Captive Insurance Company

To Lower Health Care Expense

One excellent use of a property & casualty captive insurer for one of
clients has been to underwrite a larger deductible on employee healt

insurance. This has proven to be a win-win for both the employee a
employer in terms of reducing health insurance costs.

Background: With encouragement from the federal government, hea
plan deductibles have risensignificantly over the last few years.
Deductibles of $1000 - $3000 per person are now common. The da
$250 or $500 deductibles are a thing of the past.

The burden of high deductible plans has been mitigated somewhat b
tax advantaged Health Savings Plans now seen in the Internal Reve
Code. The HSA may be combined with an employer contribution to k
the employee costs of high deductible plans more in line with workfo
market conditions.

From the standpoint of the employer, raising the deductible often res
significant insurance premium savings that far outweigh the expectec
losses for the higher deductible.

Example: Acme Manufacturing Co. migrates its workforce from a $1(
per person to a $3000 per persondeductible. Let's assume that the
employee continues to absorb only the first $1000 in medical expens
per insured, while the employer absorbs the costs between $1000 a
$3000 per employee (insuring the balance above $3000).
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a 20% lower cost of medical insurance.
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between $1000 to $3000 results in an overall net savings on h
insurance premiums of 15%.

To lessen the impact on Acme Manufacturing, the captive can provid
company a stop loss for the additional health costs, capping the addi
$2000 maximum exposure per employee for the company at, for exa
$200 per employee, and paying a premium to the captive for taking o
remaining $1800 in exposure per employee. The savings to the emp
for the higher deductible, even when considering the costs of the adg
insurance paid to the captive, makes this an especially attractive fina
arrangement.

Sample Scenario: Acme Manufacturing Co. had a health insurance p,
for 65 lives at an annual cost of $406,000 based upon a $1000 dedut
per employee. Acme moved to a $3000 deductible plan for the same
lives at an annual cost of $323,000 (an $83,000 reduction in premiu

Acme was able to realize $63,000 in savings, with as much as $110,(

tax-free profit remaining in its captive insurance company, as follows

Premium Savings:
Historical Loss Expense* (10 x $2000)
Net Savings to Employer

$83,000 (20%)
20,000
$63,000 (15%)

The captive would hopefully recognize a profit based upon the premi
paid to it, reduced by actual losses (e.g., a maximum premium** wou
equate to 65 lives x $2000/year, or $130,000).

* Generally less than 10% of Acme's insured employees will use the
maximum medical deductible, which tracks with expected historical
losses of similar companies.

**Actual premium would need to be determined

Alternative Risk Planning In The News

Recently we have noticed the occasional published article on alterna
risk/captive planning as the concept has become more widely known
Articles have appeared in The New York Times, The Wall Street Jour
and The CPA Journal (among others). We have previously passed t
articles along to you.

This month's_Experience, the magazine of the American Bar Associa
Senior Lawyers Division, has an article on captive planning which ou
some of the key economic benefits for closely-held business and the
owners. A shortened, more concise version of the same article, publ
online by Inc. magazine, is linked below for your access.

Click here for link to article
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Together with our affiliated law firm,
Capstone Associated Services, Ltd. i
the leading U.S. provider of turnkey
alternative risk-planning services to
middle market companies.

Capstone administers property &
casualty insurance companies, whic
provide alternative risk financing
services to their affiliates. Clients are
located throughout the whole of the
United States.

For more than the last ten years,

Capstone has provided these turnke
services to manufacturers, distributo
medical groups, service providers an
other types of operating businesses.

The integrated solution offered by
Capstone brings together our affiliate
law firm's tax, corporate, financing a
regulatory lawyers; Capstone's
insurance professionals and
accountants; outside CPAs, risk
managers, property & casualty
professionals and actuaries to provid
middle-market companies the most
comprehensive risk planning solutio
available.

We are pleased to announce that Steven
D. Cohen, JD, CPA, has joined The Feldm
Law Firm LLP as the newest member of 0
tax department. Cohen brings 30+ years o
tax and legal expertise to our affiliated law
firm.

Steve is a former tax partner at Locke Lort
Bissell & Liddell LLP where he specialized
in the tax structuring of partnership equity
offerings and investment vehicles as well
as corporate mergers and acquisitions.

While at the University of Texas at Austin,
Cohen received his J.D. (with honors) and
B.B.A. in accounting (with highest honors)
He has been a member of the State Bar o
Texas since 1978 and a CPA since 1977.

Subsequent to being a partner at Locke Lc
Bissell & Liddell LLP, Steve was director o
federal and international tax for Reliant
Energy, Inc. where he was involved in all t
planning and transactional support; prepa
and filing of 250 federal and international t
returns annually with $150 million of taxes
under management; and providing the tax
provision and disclosures for the compan
financial statements.

Additionally, Cohen served as Senior
Director and Assistant General Tax Couns
at Enron Capital & Trade Resources, whe
he was responsible for the tax planning a
structuring of domestic and international
financial transactions and was the leading
expert in the area of commodity trading a
financial derivatives. Cohen worked with t
U.S. Treasury Department and the Joint
Committee on Taxation to clarify tax laws
hedging transactions and derivative deale
contracts.

Most recently, Steve held the position of
general counsel to Alpha Publishing LLC,
closely held company that owns and oper:
more than 100 entertainment and
informational Web sites.

Born in Ft. Worth, Texas, Steve moved to
Houston in 1978, and is married with two
adult children. He enjoys golf and bridge i
his spare time.

Steve's "claim to fame" may be as the
drummer in the rock group Apartment 5-D
The band's start-up was when Steve was |
junior high school, and they played at varic
venues in North Central Texas. The band
broke up in 1969, but reunited in 2002.
Apartment 5-D continues to meet annuall

for jam sessions and gigs - and to remain
connected with old friends.



