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Workers’ Compensation for the Middle Market

Guaranteed Cost, High Deductible, Loss-Sensitive, and Captive Programs Explained

Once a company reaches a certain size, workers’ compensation stops being a simple
insurance purchase and starts becoming a true risk financing decision.

Many organizations are only ever presented with guaranteed-cost policies. Others may
have heard terms like high deductible, loss-sensitive, retro, or captive and assumed those
options are overly complex or only for very large employers. While these structures are
more sophisticated, complexity itself is not a drawback. It simply means the decision
must be made intentionally and with a clear understanding of trade-offs.

Below is a practical overview of the major workers’ compensation structures available to
middle-market employers and how they function in real-world application.

Workers’ Compensation as a Risk Spectrum

At a high level, workers’ compensation programs fall on a spectrum based on how much
financial risk is transferred to the insurance carrier versus how much risk is retained by
the employer.

o On one end of the spectrum, the carrier assumes nearly all financial risk.
e On the other end, the employer actively participates in the cost of its claims.

Importantly, moving along this spectrum does not eliminate professional claims handling.
What changes is the level of financial participation, transparency, and accountability tied
to the employer’s results.

There is no free lunch. There is a right fit.

Guaranteed Cost: Maximum Predictability

Guaranteed cost is the most common workers’ compensation structure and often the
starting point for growing organizations.

Under a guaranteed-cost policy:
o Premium is fixed, subject to payroll audit.
o The insurance carrier assumes nearly all claim cost risk.

o Budgeting is straightforward and predictable.



Best suited for:
Smaller to mid-sized organizations, or those that prioritize budget certainty over potential
long-term savings.

The trade-off:
The cost of volatility protection is embedded in the premium. Employers pay for risk
transfer whether losses occur or not.

High-Deductible Plans: Structured Risk Retention
High-deductible programs represent a first step away from guaranteed cost.
Under a high-deductible structure:

o The carrier issues the policy and handles claims.

o The employer reimburses the carrier for losses up to a defined deductible per
claim.

o The maximum exposure is known in advance.

Why companies choose this option:
High-deductible plans allow employers to retain some risk in a controlled, predictable way
while often reducing upfront premium.

Key distinction:
Unlike other risk-sharing models, high-deductible programs have a clearly defined worst-
case scenario, which makes budgeting and forecasting more manageable.

Loss-Sensitive and Retro Plans: Performance-Based Pricing

Loss-sensitive and retro-rated programs introduce variable pricing based on actual loss
performance.

In these structures:
o An initial deposit premium is paid.
o After the policy year closes, incurred losses are evaluated.

o The final premium adjusts upward or downward based on a predefined formula
that includes losses, expenses, and caps.

In simple terms, workers’ compensation cost reflects how the organization actually
performed, not just what was projected.

Claims handling:

In many loss-sensitive programs, claims continue to be handled directly by the insurance
carrier. The employer participates financially in loss performance but does not assume
day-to-day claims administration.



The upside:
In favorable loss years, these programs can significantly outperform guaranteed-cost
policies. Employers are no longer overpaying for losses that did not occur.

The reality check:

Poor loss years are fully reflected in the outcome. Loss development, claims lag, and long-
tail exposure are real considerations. These programs require operational discipline and
active engagement.

Loss-sensitive plans are not “cheaper insurance.” They are earned insurance.

Captive Programs: Shared Ownership of Risk
Captive programs take risk participation a step further by pooling employers together.
In a captive:
o Employers join a group of similar organizations.
« Risk and reward are shared among members.
» Strong performance can generate long-term financial returns.
o Poor performance impacts the group collectively.
Captives require:
o Operational discipline and claims engagement
e Long-term commitment
o Comfort with shared outcomes

When structured and managed properly, captives can be powerful risk-financing tools.
When entered casually, they can become costly and restrictive.

Claims handling:

Captive programs typically utilize a professional third-party administrator (TPA) to
manage claims. Depending on the structure, the TPA may be selected by the captive or
chosen by members. Claims are always handled by experienced professionals rather than
the employer directly.

How Claims Are Handled Across Workers’ Compensation Structures

A common misconception is that retaining financial risk means managing claims
internally. That is rarely the case.

o Guaranteed Cost: Claims handled by the insurance carrier

o High Deductible: Claims handled by the carrier, with employer reimbursement



o Loss-Sensitive / Retro: Claims typically handled by the carrier with financial
participation

» Captive: Claims handled by a professional third-party administrator

The critical difference between these structures is not who processes claims, but how
claim outcomes ultimately affect the employer’s total cost of risk.

What Makes a Strong Candidate for Loss-Sensitive or Captive Options
Not every organization should move beyond guaranteed cost. Size alone is not enough.
Strong candidates typically demonstrate:

» Stable payroll and operations

o Predictable loss history

o Active safety and risk management programs

o Leadership engagement in claims oversight

o Cash flow capable of absorbing variability

When these elements are not yet in place, the most effective strategy is often to build
toward advanced structures rather than rush into them.

Adjoining Lines of Business

Many loss-sensitive and captive programs prefer or require participation across multiple
lines of business, such as pairing workers’ compensation with general liability or
commercial auto.

This broader approach allows risk to be evaluated holistically and aligns incentives across
the organization’s entire insurance portfolio. Loss-sensitive and captive structures vary in
how broadly risk is evaluated. Some focus solely on workers’ compensation, while others
offer the ability to include adjoining lines, such as commercial auto, for qualified
accounts.

The Most Common Misconception

One of the most persistent myths in the middle market is this:
“Loss-sensitive or captive programs are always cheaper.”
They are not.

These structures are more transparent. They reward strong performance and expose
weak performance. Over time, well-managed organizations often benefit, while poorly
managed ones feel the impact quickly.



The Bottom Line
Workers’ compensation decisions are about more than premium. They reflect:
« Risk tolerance
o Cash flow strategy
o Operational maturity
o Long-term business goals
The right structure aligns insurance with how the organization actually operates.

A strong advisor does not push clients toward the cheapest option. They help identify the
structure that fits where the organization is today and supports where it is headed.
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