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COVID-19 and virus containment efforts have altered insurance exposures and have created 
challenges to accurately estimate insurance claim liabilities. This article presents emerging 
insurance issues associated with COVID-19 and action steps for companies with self-insured 
plans and captives to consider.

Companies that self-insure or own a captive insurance company need to proactively take steps to consider the impact of 
COVID-19 on their risk retention programs and financial statements. Workers in healthcare and other essential industries are 
at increased risk of contracting the virus with implications for retained health insurance and workers’ compensation claims, 
among others. Shelter-in-place orders have upended industries including transportation, hospitality, service, and retail, 
dramatically altering insurance exposures. CEOs, CFOs, and controllers will need to carefully consider how the coronavirus 
will impact claims activity, reserve liabilities, and corporate appetite for risk. 

Health
More than 60 percent of covered workers in employer-sponsored plans, primarily larger firms employing 200 or more 
workers, are in a self-insurance arrangement1.  Because so many companies retain insurance risk, self-insured plans 
will shoulder a significant portion of the COVID-19 healthcare costs. At this point, it is difficult to estimate the impact of 
COVID-19 on health plans since there is significant uncertainty projecting both COVID-19 infection rates and changes to 
regular healthcare consumption. 

1  Source: https://www.kff.org/report-section/2018-employer-health-benefits-survey-section-10-plan-funding
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Population infection rates are highly uncertain and could 
ultimately range from 10 to 60 percent of the U.S. population. 
Public health officials don’t know whether the virus has 
peaked, how effective mitigation efforts will be, or if more 
waves of the virus are coming. Hospitalization rates of the 
infected, a key cost driver, vary significantly by age, geography, 
and health status. Hospitalizations and ICU stays related to 
COVID-19 have been longer and more costly than seasonal flu.

In addition to the direct impact of COVID-19 claims, there 
will be a significant offsetting indirect impact of deferred 
healthcare and behavioral change. Elective procedures, which 
are major revenue generators for hospitals and source of 
costs for plans, have been cancelled or delayed. Non-elective 
medical care such as that for heart attacks, strokes, and even 
appendicitis has decreased, because people are afraid to go to 
the hospital. Telemedicine, which is less costly than in-person 
visits, has increasingly become the norm. The same shelter-in-
place orders designed to reduce the spread of the coronavirus 
will also reduce the spread of other diseases like the common 
flu and lower the incidence of automobile accidents and 
recreational sports injuries. All these factors reduce the cost of 
healthcare; we already observe certain regions and medical 
specialties furloughing hospital employees as a result.

Self-insured plans will need to assess both the increases in 
costs due to coronavirus cases and decreases in cost due to 
reduced healthcare demand. A pent-up demand surge for 
deferred healthcare services should be expected after the 
virus risk diminishes/recedes, so this should also be taken into 
consideration in the second half of 2020 and into 2021. 

Worker’s Compensation
There are questions about whether and to what extent COVID-19 
is covered under state workers’ compensation laws. Most states 
explicitly exclude “ordinary diseases of life” such as the common 
cold and flu from workers’ compensation coverage. On the other 
hand, compensation is provided for “occupational diseases” 
such as mesothelioma. Employees in essential industries such as 
healthcare, law enforcement, transportation, retail, and grocery 
are all at increased risk of infection, so there is an argument 
to classify COVID-19 as an occupational disease. Some state 
insurance departments have enacted emergency rules or issued 
executive orders that coverage will be provided for healthcare 
workers and first responders who obtain the disease with the 

presumption that the disease was obtained from occupational 
exposure. The regulatory, legislative, and legal landscape is 
rapidly evolving with implications to workers’ compensation 
coverage on a state-by-state basis. 

While the healthcare treatment costs and time out of work are 
immediate concerns, there are early indications that this virus 
could have long-lasting health effects. Some employees could 
become disabled due to lung damage from the virus, resulting 
in long-term benefit payments. Families may have the right 
to collect death benefits if an employee dies from coronavirus 
contracted at the workplace. Additionally, family members 
infected by the employee might have a claim against the 
employer under the Employer’s Liability section of the workers’ 
compensation policy. 

While employees in essential industries are at increased risk of 
contracting the virus, employees in non-essential industries may 
be out of a job. Hospitality, airline, and service industries have 
made staff reductions or furloughs. The unemployment rate has 
increased to 14.7 percent, the worst since the Great Depression. 
This is a massive exposure change from an insurance perspective 
and will significantly alter expected insurance costs. 

Unemployment will influence the length of time employees 
stay in the system as those without jobs to come back 
to or fearing job loss will look to preserve their Workers’ 
Compensation benefits. This is further exacerbated by the 
current shelving of Return to Work programs. The prospect 
of layoffs may result in increases in non-COVID related 
claims for occupational injuries.  
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Other Coverages

Business Interruption 

Many organizations are facing business interruption due to 
the coronavirus and shelter-in-place orders. Many insurers 
are denying business interruption claims, because pandemic 
coverage was not contemplated in their forms and pricing. 
Captive policy language is generally broader than that in more 
standard commercial insurance policies, so companies should 
carefully review the language in their captive policies.

Liability 

COVID-19 poses exposure to premises-related claims for 
“essential businesses” such as big-box retailers and grocers, 
if their decisions put consumers at risk. Major sporting 
events, concerts, and conferences have been put on hold 
and likely face increased COVID-related liability risks as they 

seek to resume regular operations. Employment practices 
liability may see an increase in claims activity from areas 
such as discrimination, mistreatment, or privacy violations. 
With the significant shift to “working from home,” 
employers may also be faced with claims arising from a 
more casual working environment.  

In addition to the above, companies may be faced with 
D&O-related claims arising from alleged mismanagement 
or misstatements related to the pandemic. As much of the 
workforce is newly telecommuting, cybersecurity breaches 
resulting from more antiquated systems are possible. As 
the liability landscape rapidly evolves, actuarial projections 
of liability claims are becoming more difficult as claim 
payment patterns are changing. 

Auto

Automotive claim frequencies are dropping significantly 
as shelter-in-place orders have reduced miles driven and 
traffic. According to data from MS2 software, traffic has 
reduced 40-50 percent, while truck traffic has reduced 
10-15 percent in areas across the United States. Major 
personal lines auto carriers have responded by giving 15-
30 percent discounts, dividends or rebates on premiums 
for the months of April and May. For self-insureds, ongoing 
transportation may still be an essential part of business, so 
these companies may or may not have a decrease in miles 
driven; however, commercial fleets should still benefit 
from the reduced traffic.  

Medical Malpractice 

Although there are a variety of liability protections 
for healthcare professionals, there is the potential for 
malpractice claims related to coronavirus treatment 
if it does not meet the standard of care required for 
diagnosing the disease and providing treatment. This 
will be exacerbated by overworked ER departments, 
staffing shortages due to sick medical workers and family 
members, and healthcare professionals being called out 
of retirement to assist through the claims surge. While 
malpractice costs should be reduced given the number of 
elective procedures that have been deferred, there may be 
an offsetting increase in malpractice claims arising from 
delay in diagnosis and treatment. 
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Action Steps
Self-insured plans need to maintain “normal” day-to-day 
operations while responding to the radically changing 
business environment and the immediate threat COVID-19 
poses to pre-pandemic risk management programs. We 
recommend that companies take the following actions as 
they re-examine their risk-retention programs:

1. Formulate a COVID-Specific Risk Management 
Response  

Self-insurance and risk management are closely 
interlinked. The success of an insurance program 
depends on the quality of its risk management and the 
organization’s ability to bend the cost curve. COVID-19 
presents new risk management challenges. At a 
minimum, employers need to incorporate governmental 
mandates into their pre-existing safety programs, 
develop protocols for social distancing, support COVID-
infected employees, provision the workplace with 
personal protection equipment (PPE), and institute the 
appropriate risk reduction and containment measures. 
In addition, companies should consider the possibility of 
extended circulation or “waves” until effective treatment 
and prevention is available. 

2. Assess COVID-19 Claims Potential 

Companies need to assess the direct impact that 
COVID-19 insurance claims will have on their 
organization. It is critical that plan sponsors stay abreast 
of changes to the regulatory landscape that could 
materially change the financial performance of the plan. 
Employers should track emerging laws and regulations 
to determine the potential impact on claims under 
health insurance, workers’ compensation, and liability 
coverages. Companies may want to model their COVID-19 
claim potential to better understand their health or 
workers’ compensation exposures. 

3. Adjust Exposures for Staffing and Business 
Changes

Organizations should monitor their insurance claim 
exposures. If a company has had significant staffing 
reductions, then they should expect corresponding 
reductions in workers’ compensation and healthcare 
exposures. Liability costs should decrease if customers are 
no longer allowed on premises. If the automobile fleet has 
been grounded, there should be fewer claims. Companies 
should monitor and track their changing exposures as this 
will impact financial projections.
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4. Update Actuarial Reserve Liabilities and 
Projections

Self-insureds record a reserve liability for unpaid claims 
on the balance sheet of their financials. This liability is 
typically estimated by a credentialed actuary and is often 
accompanied by a forecast of the upcoming year’s claims. 
Reserve estimates and forecasts should be updated to 
reflect new COVID-19 claims and changing exposures. 
Organizations that only perform actuarial reviews 
annually should consider performing an interim actuarial 
review sooner to understand the impact of the changing 
environment on cash flows and financials.

5. Re-Examine Risk Retention Levels

Companies should re-examine their risk tolerance and 
desired retention level. A company under financial 
stress or cash flow constraints will want to lower their 
risk appetite and optimize cash flows. In this new 
environment, commercial insurers and reinsurers 
may adjust premiums or alter other policy features. 
Companies should work with their risk manager and/or 
insurance broker to evaluate the insurance coverage that 
is appropriate to them. 

Summary
The majority of larger firms employ some type of risk 
retention strategy to manage risk and lower costs, 
including self-insured plans and captive insurers. 
Properly managed, this should remain true in the post 
COVID-19 era. However, it is important to evaluate the 
expected financial impact of COVID-19 on your insurance 
program, assess your risk appetite, and proactively 
manage your plan going forward, starting with the 
five action steps described above. During this very 
uncertain time, a comprehensive re-evaluation of your 
risk retention strategy should lead to improved, more 
predictable results.
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