
Newsletter #1: The Inefficiencies of Corporate 
Insurance Purchasing
Corporate insurance is one of the few instances in life where you have to pay in full – and in advance - for something that 
you may never use. It can be a genuinely frustrating exercise, especially considering all the hoops you’re forced to jump 
through.

Insurers seem to have a really sweet deal. They receive premiums in advance of having to pay claims, which they may 
never have to pay out.

Essentially, they get to invest and profit from your money, so why are you buying insurance? Below, you’ll find some 
reasons why it doesn’t make sense to do so, some reasons why it does make sense and how to minimise its’ use when 
it is needed.

The Insurer’s Business Model (And Why It Doesn’t Benefit You)
Your most important weapon when buying insurance is knowledge. If you understand the insurer’s business model, 
you can think like an insurer and negotiate about things that really matter to them.

When you buy insurance, you have to pay a 12% insurance premium tax (IPT) that gets passed on to HMRC. So you have 
effectively paid 12% IPT just to access the insurance market, then you pay your actual premium (kept by the insurer) on 
top of that! Think of the extra risk management you could do if you could save even half of your IPT spend! This is what 
we save clients, regularly.

Even if you have great insurance, you may never get a payout on your claim. Cover gaps and exemptions can lead to a 
lot of uncertainty and litigation.

If spending on litigation (defence) saves an insurer from paying a claim that’s greater than the cost of litigation, it makes 
financial sense for them to do so, even if you want to settle the claim! Since defence costs are usually the first claim 
expense to be paid, they are usually within your excess, so you pay them, not the insurer.

There’s also no guarantee of insurer solvency. Even if everything goes right, the insurer may not be in a position to cover 
your losses.

You may think that you simply have to be careful when picking insurers, but that doesn’t account for syndication. If your 
risk is too large, your insurer can syndicate the risk to dozens of other insurers. If you’re insured by fifty or more insurers, 
do you track and monitor their creditworthiness over many years?

What’s more, insurers often get acquired or undergo significant restructuring. That makes it difficult or impossible to 
track solvency margins over the lifetime of potential claims.
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Here’s a simple ques�on that’s a lot more difficult to answer than it first seems: does it make financial sense to purchase 
insurance?

Like most ques�ons, this one has many layers of nuance to it and depends on a large variety of condi�ons. 

Many people feel there are cases where buying insurance is the obvious thing to do, but that’s really only the case when 
you are compelled to do so by law.

You may think that insurance premiums are what you pay to defray the costs of a damaging event. Read on to find out 
what you’re actually paying for and whether it really makes sense.

Insurance by Any Other Name
Before we even get into how much is too much, you should ask yourself if you should buy it at all.

Insurance is just a form of risk transfer. You’re transferring the risk (financial impact) of an event occurring from you to 
the insurer. But it’s not en�rely risk-free.

Insurers can fail just like any other business and that can leave you with a claim that won’t be paid. In effect, you’ll be 
out of pocket the payments you’ve made on premiums (and the irrecoverable IPT)  and you will have to cover the claim 
yourself (most large organisa�ons are not covered by the FSCS, except for compulsory covers, see below)

FAQ 2: Are You Buying Too Much Insurance?
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You may also misplace or lose policy documentation. Insurers can use missing documentation as grounds to litigate a 
claim or deny cover.

Once you’re insured for a period, it’s not at all straightforward to switch to another insurer before it ends. So, if your 
insurer is no longer able to handle your risk – or you are dissatisfied with their service - you can’t easily switch to another 
insurer mid-term.

Claims can arise decades after the policy start date, and even if the policy was paid in full, insurers could deny cover.

Corporate insurance is especially risky because the FSCS doesn’t cover insurer failure for non-compulsory covers for 
most larger organisations. Compulsory cover is covered, but only if you were compelled to buy it, ie public bodies 
(eg local authorities) are exempt from any compensation at all, for any policy.

With all that in mind, does it make sense to purchase as much insurance as you do? The answer for you may very well 
be no. If you can manage your risks more effectively by yourself, it might not be practical or necessary to need as much 
insurance as you think..

However, it’s not all bad. Insurance obviously has a place, and there are many reasons why you would want to buy 
insurance.

It’s Not All Bad
Insurance is a form of risk transfer. If you have risks that you simply can’t or don’t want to bear, insurance is often 
required by law, or, if not required, insurance is usually the first risk-financing option.

Ultimately, even though it’s not always efficient in some cases, insurance is a part of how the world works.

Finding the Happy Middle Ground
The best approach for most organisations is to use insurance but use it sparingly.

At InsuranceInspect Services, we help you minimise the use of insurance with three funding mechanisms.

Don’t Pay for What You Don’t Need
Like any other organisation, insurers have structured their business model to suit them as much as possible. 
Unfortunately, this puts you on the back foot when negotiating with them.

If you can minimise your need and use of traditional insurance, you’ll find it much easier to manage risks in many cases.

InsuranceInspect Services can show you how to do just that. The insurer’s business model is a great one, so it’s in your 
interest to adopt it for your own organisation, thus Reducing Your Premiums, Substantially, Safely and Strategically.

Self-insurance contribution. Like insuring, you “pay” in advance (into your internal Insurance Fund/Provision 
– ie your anticipated claims for the year, based on your Core Risk Metrics (claim frequency, severity etc), but there 
is no actual cash outgo) for something that may not happen, but you’re “entitled” to a full refund (transfer back to 
P&L) if you don’t make any claims and you keep the investment income.
Self-insurance insurance fund for accrued liability of events that have already happened. If a payout never 
happens, you “receive” a full or partial refund (transfer back to P&L). And you save the IPT cost.
High-level catastrophe insurance is purchased from insurers. This is for events and claims you can’t afford. 
You should aim to buy as little as possible since this is the least efficient approach, costing IPT as a transaction cost, 
lost investment income etc.
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The InsuranceInspect Services approach to Insurance Buying

Stage Purpose
I. Your Past What can you learn from your past? How much profit have insurers made from you?

II. Your Future What can happen in your future? How likely are large claims really? What’s the best way to pay for them?

III. Your CustomMade Product Is an off-the-shelf policy right for you? What are the alterna�ves? Why insure in the first place?

IV. Your Best Providers Is the brokers’ panel comprehensive enough? How much are they being paid? What if you need a bespoke solu�on?

V. Your Money Where does your money go? Offshore? Tax Haven? Who is your actual insurer? What about your claimants?

VI: Your Review Process How do you know that you made the right decision at the last renewal? What informa�on do you need?
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