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Topics  Affect ing  Buyers  of Co mmercia l  Ins urance  
MSP C  02/2001 –  “Cal i f ornia ’s  W orkers  Compensat i on Sys tem:  On t he Verge  of  C ol lapse?”                            Februar y,  2001  
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       Unfortunately, during this time of significant rate decreases, there were also significant claim cost in-
creases. It is estimated that indemnity claims (claims on which there was time lost from work) have in-
creased 73% since 1994. 
         This confluence of factors has created a number of problems within the California workers compensa-
tion market place. 
         In March of 2000, the largest private writer of workers compensation in California, Superior National 
Insurance Companies, was seized by the Department of Insurance. The California Insurance Guarantee As-
sociation (CIGA) will have to step forward and pay the claims that Superior National cannot pay. 

California W orkers Compensation
Average Rate Levels - Total Industry Results
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Source:  Workers’  Compensation Insurance Rating B ureau of California, October  2000.

California W orkers Compensation

Estimated Ultim ate Total Loss Per Indemnity C laim
Total Industry Results
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Source:  2000 Workers’ Compensation Insurance Rating Bureau of California, October  2000.
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��������  — Continued from page 2 

         The maximum that can be charged by law under CIGA is 1% of estimated premiums, and the Superior 
National liquidation will maximize that CIGA charge. 
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         The big concern is, what if other companies require liquidation as well? 
         Fremont General Corporation and its related entities are currently under increased regulatory over-
sight by the California Department of Insurance. Fremont has closed 16 of its 24 production and claim ser-
vicing offices and cut its work force in half. If Fremont were to be liquidated, there is some question as to 
where the money would come from to pay the anticipated claims. 

         In addition to Superior National and Fremont, a number of other companies have either withdrawn 
from the California workers compensation market place, substantially reduced their underwriting appetite, 
or dramatically increased their pricing. 
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         In addition to the poor operating results, it is also anticipated that the industry may be under-reserved 
by more than $5 billion. Bear in mind that the annual premiums in California total approximately 
$10 billion or so.  
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         Prices began to go up last year. It was recommended that insurance companies increase their rates by 
approximately 18.2% effective January 1, 2000. Effective January 1st of 2001, Insurance Commissioner 
Harry Low proposed a 10.1% average increase in pure premium rate. 

��������  — continued on page 4 

California Workers Compensation
Difference Between Estimated Ultimate Losses And Reported Losses
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Source:  2000 Workers’  Compensation Insurance Rating Bureau of California, October  2000.
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Cavignac & Associates 
 I N S U R A N C E  B R O K E R S  

License No. OA99520 

1230 Columbia Street, Suite 850 
San Diego, CA   92101-3547 

�     Phone        619-234-6848  
�     Fax            619-234-8601 
�        Website        www.cavignac.com 

Disclaimer: This article is written from an insurance perspective and is meant to be used for informational purposes only. It is 
not the intent of this article to provide legal advice, or advice for any specific fact, situation or circumstance. Contact legal 
counsel for specific advice. 

Cavignac & Associates 
I N S U R A N C E  B R O K E R S  
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� Insurance information & applications 
� Certificate requests on-line 
� Bond requests on-line 
� Glossary of insurance terms & definitions 
� Links to related sites 
� Prior publications and MORE! 

Why WAIT... for your next issue? 
� Send us your e-mail address! We’ ll 

send your newsletter electronically. 

� REMEMBER to send us your NEW 
address whenever you move or change 
your e-mail address! 

� Contact gcornwell@cavignac.com 
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��������  — continued from page 3 

         Industry experts, however, agree that this is not nearly enough, and most insurance companies are 
raising prices 20% to 50%, and sometimes higher on their 2001 renewals. 
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         The bottom line is that workers compensation rates in California are increasing, and will probably 
continue to increase in the short run until the insurance companies either return to profitability, or at least 
lose less money. 
         The pricing increases underscore the fact that the only way for a firm to truly manage its workers 
compensation costs effectively is to proactively manage and control its claims. � 


