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Insurance is not a unique concept.  The sharing of risk has 
been going on for thousands of years.*  Insurance, how-
ever, is a unique product.  Businesses pay a lot of money, 
sometimes hundreds of thousands or millions of dollars, 
for something they hope they never use.  If they use it, 
the cost will go up, and if they use it a lot, they may not be 
able to get it.  And if they can’t get it, in most cases, they 
can’t stay in business.  

While some forms of insurance are either required by law 
(Workers Compensation and Auto Liability for example) 
or mandated by contract, other coverages are purchased 
because it makes financial sense to transfer the risk of a 
significant exposure to an insurance company in exchange 
for a relatively modest premium.** Regardless of whether 
insurance is mandated by law or contract or simply pur-
chased because it makes sense, the cost of insurance is a 
major expense for most businesses.  

Insurance is only one component of the Cost of Risk 
(sometimes less than half) and the cost of risk can be one 
of a company’s largest expenses, sometime exceeding 
5% of total income.  Because of this, managing risk effec-
tively and budgeting for the cost of risk are critical to both 
short- and long-term success.  
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The purpose of this newsletter is to provide background  
on the economics of the insurance industry and to give 
you some perspective on where insurance rates are going 
in 2019. 

What Does Risk  
Really Cost a Company?  

For many companies, the Cost of Risk is 
one of their largest expenses, but you won’t 
find it on their income statement.  The Cost 
of Risk includes factors such as:
• Your time spent analyzing risk 
• Money spent on Risk Control including 

salaries for Safety, Human Resources and 
Claims Management

• The cost of educating employees on safe 
practices

• The cost of complying with all the various 
laws imposed by OSHA, the Department of 
Labor and other governmental organizations

• Money spent paying uncovered losses or 
funding deductibles 

• Your time and your employees’ time spent 
dealing with losses 

• Productivity costs due to time lost by  
injured workers and the cost of training  
new workers 

• The cost of insurance (less than 50% of the 
Cost of Risk in many cases)

* “Modern” insurance only traces its roots back about 300 years.  That 
is, if you consider a bunch of boat owners sitting around a coffee shop 
(Lloyds) agreeing to share the cost if one of their boats went down as 
the beginning of modern insurance.  

**Note the use of the term “modest”, some people think any money 
spent on insurance is too much.  



Economics of the Insurance Industry
Insurance companies, like any other for-profit enterprise, 
are in business to make money for their shareholders. 
Insurance companies make money in one of two ways:
• Underwriting profits
• Investment income
An underwriting profit is achieved when losses plus all 
expenses are less than premiums. When you divide the 
former by the latter, you come up with what is called 
the combined ratio. A combined ratio of less than 100% 
means there is an underwriting profit, and a combined 
ratio of more than 100% means there is an underwrit-
ing loss. If you look at Table 1 (below), you will see that 
the industry has generated an underwriting profit in only 
three out of the last 10 years.  If you average all 10 years 
in the table, it equals 101.5%.  Most insurance company 
executives will tell you they would like to see their com-
bined ratio under 95% and, ideally, at 92.5% or lower. So 
if most insurance companies are losing money on under-
writing, how can they actually make money?  

Insurance companies collect premiums and set aside re-
serves to pay future claims. These funds, known as Sur-
plus generate investment income. If you look at 2017 on 
Table 1 (below) you will see that the industry lost 3.7% 
on underwriting (2017 was a terrible year for property-
driven catastrophic losses) but earned an overall return 
of 5%.  The difference is attributable to investments. Dur-
ing periods of substantial investment returns, insurance 
companies are willing to tolerate inferior underwriting 
results because they make it up on investments. 
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 Description 2008 2009 2010

Net Written Premium $434.90 $418.40 $423.80 $438.0 $456.90 $477.7 $487.6 $505.8 $523.5

Combined Ratio 105 101 102.4 108.1 103.2 96.1 97.0 97.8 100.7

Investment Income $51.5 $47.1 $47.6 $48.0 $47.4 $46.2 47.2 46.3

Operating Income $30.6 $45.0 $38.2 $15.4 $33.3 $64.3 $55.6 57.3 42.6

8.4% 

Policyholder Surplus $457.30 $511.50 $556.90 $553.70 $586.8 $653.3 $674.7 $673.7 700.9

Return on Avg. Net Worth 0.1% 5.0% 5.6% 3.0% 5.1% 10.3% 8.4% 6.2%

$ in Billions

Source: Insurance Information Institute  (iii.org)
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Table 1 - Insurance Cycle

The Importance of Surplus
A critical component that drives the economics of the insur-
ance industry is Policyholder Surplus (Surplus).  Surplus 
includes money which is set aside to pay future claims as 
well as any additional capital held by the insurance com-
pany. Specific ratios determine how much premium can be 
safely written given a certain amount of Surplus. If the ratio 
of premium to Surplus gets too high, the insurance com-
pany’s credit rating (as quantified by the A. M. Best Com-
pany and other rating agencies) could ultimately impair the 
insurance company’s ability to operate.  This is why the 
insurance industry is “supply driven.” Although demand for 
insurance will ebb and flow depending on the economy, 
these swings are relatively modest.  Supply, or Surplus, is 
another issue.  If Surplus goes down, insurance companies 
are forced to write less insurance which causes rates to 
go up. Similarly, if Surplus goes up, rates tend to go down. 
The industry’s Surplus has increased nearly 65% in the last 
10 years and is currently at an all-time high.  This bodes 
well for the insurance buyer.

In order to increase Surplus and attract investors, insur-
ance companies need to generate bottom line profits and 
provide reasonable returns. Most investors want to earn 
10% or more.  Although historically the insurance indus-
try has averaged just shy of 10%, the last 10 years have 
generated a meager 5.71%.  During that time, the S&P 
500 has averaged 11.6%.  In addition to increasing their 
returns to shareholders, the industry wants to continue to 
grow their top line.  As mentioned above, however, Surplus 
is at an all-time high and the business is competitive.  If 



underwriters price their policies where they know they can 
achieve their desired profits, they risk being undercut by ag-
gressive competitors seeking to acquire market share.  It’s a 
balancing act between charging a reasonable premium and 
generating an appropriate investment return. So what does 
this mean for the commercial insurance buyer in 2019?

Since the insurance industry’s Surplus is currently at an 
all-time high, prices should go down since supply is up.  
On the other hand, insurance company returns have been 
mediocre so they need to increase rates to improve those 
returns.  If you look at Table 2 (below), you will note that 
rates have been relatively flat over the last three years, so 
efforts to increase premiums do not appear to be working.  
While most underwriters are seeking single digit increases 
where they can get it, rates are still predicted to be flat and 
some lines will see minor decreases.  
 
Property, General Liability, Auto  
and Umbrella (aka Allied Lines)

As expected, preferred property risks are receiving the larg-
est decreases, but even challenging accounts benefit from 
somewhat relaxed underwriting and increased competition.  
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Table 2 - Commercial Lines Rate Changes 

While property rates in general should be flat, two notable 
exceptions are property in high risk locations, such as the 
Southeast (as previously mentioned, 2017 was one of the 
worst years ever for insured catastrophes) and residential 
Wood Frame Risks, both completed and under construction.

General Liability is also stable and 2019 should bring flat 
renewal pricing with preferred accounts seeing single digit 
decreases.  Not surprisingly, the companies that have the 
best risk management programs and positive loss histories 
are experiencing the most favorable renewals.

On the other hand, automobile rates are going up across 
the country.  This is caused by increased frequency (dis-
tracted driving) and severity.  Poor profitability in this line is 
increasing the average premiums anywhere from 5-25%.  
Differences among insurers is also greater in this line, which 
means this coverage is being shopped more frequently 
than other lines.  Increased focus on fleet safety is critical to 
managing auto insurance premiums.

Excess Liability (Umbrella) remains reasonably competitive.  
Pricing is usually based on underlying policies, so Excess 
pricing will increase if the underlying auto premiums 
increase.  

source: Willis Towers Watson / The Hales Report
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2018
Risk Management 

Seminar Series

Legal Update: What You Need to  
Know for 2019
Wednesday, November 7th
7:30am Registration
8:00am - 10:00am Program

Sexual Harrassment Prevention  
Training
Wednesday, December 5th
7:30am Registration
8:00am - 10:00am Program 

2019 seminar schedule 
to be released soon

Reserve Early, Seating is Limited!
To register, click on the ‘register now’ button in the an-
nouncement email, or contact Linda Lopez at  
LLopez@cavignac.com or call 619-234-6848

Professional and Pollution Liability 
Insurance
These lines remain competitive and there are a number 
of new players looking for business. Coverage and risk 
control services, however, differ dramatically as does the 
quality of the claims teams for each insurance company.  
While price is important, the best value in this line is rarely 
the least expensive.

Executive Risk
Executive Risk, which includes Directors & Officers Liabil-
ity, Employment Practices and Fiduciary Liability, remains 
stable, but is being carefully underwritten.  This coverage 
also varies significantly by industry.  Cutting edge biotech 
companies can expect to pay more for this coverage 
than your standard main street business.  Adverse loss 
experience or poor internal controls will also impact pric-
ing.  As much or more than most exposures, these areas 
lend themselves to being proactively managed.  It is also 
important to understand the coverage you are purchasing 
as every policy is unique and coverage differences can be 
significant.

Cyber Coverage
Cyber coverage continues to be the fastest growing 
insurance product, yet it is still under purchased.  Every 
business has cyber risk.  Managing these exposures goes 
beyond having backups of your data.  Cyber Extortion 
and Social Engineering (aka Cyber Deceit), among other 
types of crimes, continue to grow.  Every business owner 
should consider this coverage.  The application process, 
even if you don’t buy the insurance, will serve as a self-
audit for your exposures and alert you to areas that can 
be improved.

Workers Compensation 
Workers Compensation rates continue to improve across 
the country as well as in California. Rates in California 
reached an all-time high in 2003, when the “Average 
Charged Rate per $100 of Payroll” was $6.29 as seen in 
Table 3 (on page 5).  Rates dropped nearly 67% to $2.10 
in 2009.  Unfortunately, this was well under what was 
needed for profitability and combined ratios (losses and 
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expenses divided by premiums) inflated to 130% in the 
same year Table 4, (above).  From 2009 to June 2014, 
Average Charged Rates increased 41% to $2.97 (still 
less than half of the $6.10 charged in 2003).  This in-
creased pricing generated an underwriting profit in 2012, 
the first time since 2007. As this line turned profitable, 
more insurance companies became interested in writ-
ing Workers Compensation and since 2014 rates have 
dropped approximately 20%. Although the combined ratio 
is creeping up, Workers Compensation rates are still 
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Average Charged Rate of $100 of Payroll

anticipated to drop 5-10%.  Note that this can differ, in 
some cases dramatically, by classification.  In addition, 
there are other factors such as your Experience Modi-
fication and Schedule Credits which will directly affect 
your net rate.  

Best Practices
The current insurance marketplace is relatively stable.  
While profits haven’t been great, they have been decent, 
and the industry’s Surplus is the keeping pricing competi-

Table 4 - Workers’ Compensation Projected Accident Year 
Combined Loss & Expense Ratio



6

tive. Most businesses will be able to negotiate flat 
rates and some preferred risks with solid risk manage-
ment programs and favorable loss histories will be 
able to negotiate rate reductions. Insurance premiums, 
however, need to be kept in perspective. They are only 
one component in the total cost of risk.  It is estimated 
by OSHA, among others, that the indirect cost of risk 
actually exceeds premiums paid.  This includes money 
spent managing risk, training employees to be safe, 
dealing with claims, funding uncovered claims and a 
number of other costs.  

While it is important that you understand the eco-
nomics of the insurance industry and how this can 
affect your costs, there is nothing you can do about 
it. The market is the market.  What you can control 
is how your company manages risk.  Risk manage-
ment needs to be front and center all the time.  In the 
long run, the only way to reduce the cost of risk is to 
reduce the frequency and severity of claims that drive 
that cost.  An effective risk management program 
coupled with a proactive insurance brokerage and the 
right insurance company is the key to lowering your 
total cost of risk.  Investment in risk management will 
produce great returns and directly impact your bottom 
line. 

Surety Bonding: The Peak of the 
Cycle… 
As we close on 2018, the construction and surety indus-
try remains in fairly good shape. . For most contractors, 
backlogs are as strong as they have been in over a 
decade, margins are returning to pre-recession highs, 
and work is abundant. For Surety companies, profits are 
at an all-time high, loss margin remain low and demand 
for bonding along with total spending in the building 
industry continues to grow across the nation. 

According to the U.S. Census Bureau, total construction 
spending in 2017 was $1.24 trillion and is expected to 
grow to over $1.35 trillion in 2018. 

Along with construction spending, the Surety Industries his-
toric results have continued to improve. Since 2012, the direct 
written premium for the industry has grown from $5 billion to 
over $6.2 billion at the end of 2017, an increase of over 23%. 
And the industry does not appear to be slowing down any 
time soon with projected direct written premiums of over $6.5 
billion in 2018.

The continued results and positive forecast for both un-
derwriters and contractors have many wondering, “When 
is the market going to reach its boiling point and how do 
I prepare for the inevitable decline?”  Rather than specu-
late, surety underwriters are depending even more on their 
clients and agents to proactively manage their operation and 
risks associated to growth in an expanding economy. Best 
in class contractors are using the market’s positive growth 
and outlook to focus on what they do best and intelligently 
grow their backlogs, rather than over extending themselves 
by taking on work far outside their abilities and capacity. As 
growth continues, three main questions continue to be at the 
top of all contractors’ and underwriters’ minds; labor short-

age, material costs, and fiscal policy.

Final Comments
The construction market is cyclical in nature and it’s impos-

sible that the current upswing will last forever. Yet, in spite 

of the market experiencing the longest expansion in history, 

there remains little to suggest the end is near.  2018 has 

continued to yield good growth in construction despite a 

weakening labor pool, increasing material costs, and uncer-

tainty surrounding fiscal policy. 

As these factors continue to burden the construction industry 

in 2019, contractors must continue to hold the line and not 

only maintain the profits they’ve worked so hard to get back, 

but retain those profits, take advantage of the low interest 

rates, reduce debts, liquidate Surplus equipment, and build 

cash reserves to guarantee future sustainability and success 

not only corporately but personally as well.
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Health Insurance Outlook for 2019
The Affordable Care Act (ACA) is still the law, but the 
individual mandate ends in 2019, which means that in-
dividuals will no longer have to carry medical insurance 
or prove that they have coverage. We are not sure how 
this will affect the Employer Group Plans, but it may 
have a negative impact on rates if the pool of insureds 
sees higher claims and less premiums. One of the last 
provisions of the ACA law is the Cadillac Tax, which 
may or may not be implemented in 2020. The Cadillac 
Tax is intended to help fund benefits to the uninsured. 
Employers were supposed to begin paying a 40% tax 
on costs of health plans that were above $10,200 per 
individual and $27,500 for family coverage. 

Throughout 2018, rates remained flat with only minor 
increases. The ACA allowed teenage rate bands to 
change (0-14, 15, 16, 17, 18, 19 and 20), which result-
ed in higher increases for employees with dependents 
on the group plan. 

For 2019, we expect low single-digit rate increases and 
minimal plan changes. Rates for all “small” employers 
(2-99 eligible employees) will be based on the employ-
ee and their dependents’ individual ages, plan design 
and location of the company.  For example, a family of 
five will pay for each family member based on each in-
dividual’s age and the plan they select.  Some younger 
employees or families with one child may realize lower 
premiums.  

We forecast additional plan changes in 2019 that will 
remain compliant with ACA guidelines.  All of the major 
insurance companies have determined that, in order to 
stay in compliance with the ACA’s metallic tier guide-
lines, they must change plan benefits every year.  The 
ACA guidelines gave a percentage requirement for 
each tier:  90% = Platinum, 80% = Gold, 70% = Silver 
and 60% = Bronze.  As costs increase, the value of the 
percentage changes and therefore the plan benefits 
change. Using the Platinum Plan as an example, if the 

actuarial value of a plan this year was $1,000, then the 
Platinum Plan has to cover 90% ($900) and pass 10% 
($100) to the plan member.  In the second year, if the actu-
arial value goes up to $1,100, 10% ($110) can be passed 
to the plan member and the benefits will change.  This will 
always be a moving target until the values are fixed or the 
law is changed.

For insurance carriers to be competitive in 2019, we will 
continue to see plans that offer Skinny Network choices, 
which offer a smaller number of providers.  Skinny Net-
work plans might offer an attractive price, but employees 
will have very few choices of doctors.  Be sure to run a 
report to compare current providers to those associated 
with any programs you are considering.   

Insurance carriers continue to seek greater discounts from 
hospitals, medical groups and doctors and are offering 
patient exclusivity in return. Some insurance carriers will 
allow Skinny Networks to be offered side by side with full 
networks, with the price and contribution being set by the 
employer to favor one or the other. 

Employee satisfaction increases with choice of medical 
plans and networks, so the more choices offered, the bet-
ter the employees feel about their benefits package.  Also, 
ancillary (Dental, Life, Disability and Vision) and supple-
mental (Accident, Cancer, Hospital, etc.) benefits have 
shown to greatly improve employee satisfaction which will 
help your organization hire and retain the best employees.  

Trust Plans, or Association Plans, are being formed for 
industry-specific companies so they can ban together to 
lower their cost.  Captives, self-funding and partially self-
funded plans continue to be popular and could be a viable 
option for companies with over 50 employees.  Additional 
ways to reduce cost include buying a Bronze Level Plan 
and supplementing it with Cancer, Hospital, Accident and 
Critical Illness plans.



Spotlight On

WE USE THE POWER OF MEDIA CREATION AS A PLATFORM TO BUILD MENTORING RELATION-
SHIPS WITH OUR STUDENTS THAT LEAD TO POSITIVE OUTCOMES BEYOND THE STUDIO

Cavignac & Associates is proud to support local and non-profit civic 
organizations, including David’s Harp Foundation

8
For more information, go to www.davidsharpfoundation.org



This article is intended for informational purposes only and is not intended to be exhaustive, nor should any discussion or 
opinions be construed as professional advice. Readers should contact a health professional for appropriate advice.

© 2018 Zywave, Inc. All rights reserved.

See What the Buzz is All About: 
Counting Macros
Chances are you’ve probably heard someone talking about their 
macros, whether it’s in the lunchroom, at the gym or on social 
media. The “if it fits your macros” (IIFYM) diet was first popular 
with bodybuilders who used this program to stay fit for 
competitions. Now, it’s popular with gym-goers and even those 
who don’t workout. 

What’s a macro?
Macronutrients, or macros, are the core components that make 
up the food that we eat: carbohydrates, fats and proteins. 

How does counting macros work?
Instead of counting calories, you count the grams of each 
macronutrient in the food you eat. A quick internet search will 
turn up a handful of reputable calculators designed to help you 
determine how many grams of each macronutrient you need, 
based on your health goals and activity level. 

Is the IIFYM diet just another fad diet?
Counting macros is a trendy diet program, but it’s not technically 
a fad diet. The concept behind IIFYM is that it’s a long-term plan 
and it doesn’t restrict or ban certain food groups like fad diets.

As long as you keep your macros in check, you can eat healthy 
one day and splurge on fried chicken the next without derailing 
your program. The flexibility of the IIFYM diet makes it much 
easier to stick to the program, which is likely why it’s so popular. 

If you’re interested in trying the IIFYM diet, please check with 
your doctor to make sure it’s safe for you before starting.

Superfoods for Super Health
The foods you eat can positively impact 
your long-term health. Consider 
incorporating the following superfoods 
into your diet to support your health.

 Almonds  Olive oil

 Apples  Pomegranates

 Avocados  Quinoa

 Blueberries  Sardines

 Buckwheat  Spinach

 Eggs  Strawberries

 Goji berries  Tarragon

 Kale  Tomatoes

 Lentils  Wild salmon

 Oats  Yogurt

Many of these superfoods can be 
found in your local grocery stores. Look 
for them the next time you go grocery 
shopping.

Health and wellness tips for your 
work and life—
presented by Cavignac & 
Associates
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More Common Than You’d Think: 
Workplace Bullying 
National Bullying Prevention Month is recognized every October. 
What many people don’t realize is that workplace bullying affects 
more than 35 percent of adult Americans. 

What is workplace bullying?
Generally, workplace bullying is defined as the use of 
intimidation through power, influence, tone or language to affect 
a person negatively. Often, bullying is intentional, but sometimes 
the bully is not aware of their hurtful actions or words. 
Workplace bullying affects safety, productivity, trust and the 
workplace culture.

What are the signs of workplace bullying?
Some common signs of workplace bullying include:

 Ignoring, isolating or excluding an employee

 Reprimanding or humiliating an employee publicly

 Name-calling or insulting an employee

Workplace bullying is a serious issue, and if you feel like you’re 
being bullied, you should take steps to address it. For more 
information, talk to your HR department. 

Pumpkin and White Bean 
Soup
1 ½ cups apple juice
1 15-ounce can white beans (drained)
1 small onion (finely chopped)
1 cup water
1 15-ounce can pumpkin
½ tsp. cinnamon
⅛ tsp. nutmeg
½ tsp. black pepper
¼ tsp. salt

PREPARATIONS
1. Mash white beans, onion, and water 

with a fork or blender until smooth. Set 
aside.

2. In a large pot, add the pumpkin, juice, 
cinnamon, nutmeg, black pepper and 
salt.

3. Add the bean mix to the pot.
4. Cook over low heat for 15-20 minutes, 

until warmed through.

Makes: 6 servings

Nutritional Information (per serving)
Total Calories 140

Total Fat 1 g

Protein 7 g

Carbohydrates 28 g

Dietary Fiber 7 g

Saturated Fat 0 g

Sodium 420 mg

Total Sugars 10 g

Source: USDA
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