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Cell captives are

INSURANCE
INNOVATION HUBS
The cell captive structure was pioneered in South Africa in 1993; today South Africa’s
two largest cell captive insurers occupy the fourth and eighth spots respectively on
the top ten list of local non-life insurers.

A

t the heart of the cell captive model is the specialised
skill and capability needed to manage cell captives; and
the significant resources required to invest in technology to take the business forward. Thus, the future
belongs to those cell captive insurers that currently
have, or will have, the resources and appetite to invest in the technology and skills needed to grow their business.

A cell captive insurer
Cell captive insurers are particularly resilient when it comes to
withstanding prolonged downturns in economic cycles, as currently
being experienced in South Africa.
Essentially, a cell captive insurer consists of a significant number (over
200 for the larger insurers) of smaller insurance channels, ring fenced
from each other and operating in completely different sectors – as
opposed to traditional insurers that inherently have limited channels
and lines of business.
The cell captive structure is intrinsically very well diversified and
flexible (no two cells are the same); allowing cell owners the freedom
of a blue-sky approach to insurance innovation within their respective
spaces.

Receptive to disruptive technology
In future, innovation in the financial sector will come from the disruptors, through successful partnerships between insurers and Fintech
companies, or software providers. Cell captive insurers understand
the dynamics of a partnership very well, it is the cornerstone of their
business model. Thus, cell captive and Fintech/Insurtech partnerships
are ideally positioned to roll out disruption in the insurance sector,
especially providing much needed scale through the interaction with
their existing retailer client base.
Another reason that the cell captive sector is receptive to disruptive technology is that these insurers are not constrained by the
monstrous legacy administration systems that many times underpin
traditional insurers. Where the latter often find themselves on the
back foot, having to add digital capabilities to existing systems, cell
captive owners have the benefit of developing their offerings with
these partners within a digital framework from the get-go.

The cell captive environment
To put it in simpler terms: compare the cell captive environment to
a smart phone. In this analogy, the device is the cell captive insurer’s
license; the operating system is the technical insurance and regulatory
Intellectual Property (IP) of the insurer and the skill and experience
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of its team; and the app developer is the cell owner. The cell owner
develops innovative solutions that plug into the insurer’s IP to create
an analogue platform, which forms the base and backbone culture of
the future platform business and operating models.
In future, more often than not, personal lines insurance is expected
to be embedded in products and services. For instance, asset and
vehicle finance increasingly offers insurance as part of the package.
The advancement of telematics and real time vehicle and driver
connectivity has resulted in motor manufacturers building in features
that enable the supplier to gather a material amount of data on a
client’s behaviour and risk profile – this data is then utilised by the
manufacturer to understand its clients’ needs much better and to
more accurately assess, and thus better price the insurance exposure.
Globally, there is a trend whereby people want access to assets
without necessarily owning them and, again, cell captives are best
placed to respond to the insurance requirements in this scenario.
Already, in mega cities around the world, corporate parking bays
are less frequently occupied by employees than they are by vehicle
rental companies making cars available to employees (often as part
of the employee benefit offering), as and when needed. Enter the
cell captive structure, which is able to price correctly based on the
unique, ring fenced risk profile, rather than the traditional pooling of
risk.

to self-insure an array of employee benefits such as mortality, morbidity and health benefits. These structures allow cell owners much
flexibility, taking control of promised benefits, accessing profits emerging over time to maintain/enhance benefit levels whilst channeling
reductions in required contribution rates to much needed retirement
funding.
In South Africa, future growth in the cell captive sector is also
expected to come through the concept’s ability to deliver meaningful
economic transformation and incubate black-owned insurance facilities. The insurer offers the necessary infrastructure like systems, sales,
administration and financial processes and reporting within a regulated
framework; and the cell owner is immediately ready to distribute its
products and expand the business. This while growing capacity and
gaining skills.
We may not see much growth in the number of cell captive insurers
going forward, but there is no doubt that market share will continue
to grow as cell captives cement their position as insurance innovation
hubs.

Growth in the cell captive sector
Further innovation occurred in 1999 when life cell captives were
introduced to allow entities such as corporates and retirement funds
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