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Insurance is a unique product -- the classic intangible. You have to have it for various reasons, and
the right insurance can provide your business with
critical protection while opening up opportunities
that wouldn’t exist otherwise.
Yet most people, but not all, view insurance as a
necessary evil. After all, you might pay hundreds
of thousands of dollars for a product you hope you
don’t need, because if you use it, it will cost more
when it renews and if you use it a lot, the additional
cost can seriously affect a company’s profitability.
Insurance is also complex. Most of our clients don’t
want to be experts, but they need to understand
insurance well enough to be able to effectively manage it for their company. They rely on us to evaluate their exposures to loss, develop risk management strategies to lower the frequency and severity
of their claims, and to negotiate appropriate coverage placed with the right insurance company at the
lowest realistic cost.
It is also important to put insurance in perspective.
As we know it, our economy could not survive without it. The financial guarantee it provides (along
with surety) is the safety net that allows money to
be lent, contracts to be awarded and assets and
liabilities to be protected.
OCT 2019

|

Commercial Newsletter

|

©2019 Cavignac & Associates

Insurance can be expensive. For some businesses,
it can be their highest expense after compensation. If
you factor in the other costs of risk (see below), this
number could double or more.

The Cost of Risk
• Your time spent analyzing risk
• Money spent on Risk Control, including salaries for
HR, Safety 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)
– All rights reserved.

Our job as an insurance broker is to help our clients
manage these costs. Insurance premiums are based
on a number of factors, including the type of business, loss experience and safety practices. Any business will have a number of different exposures and
require a number of different policies to provide the
appropriate protection. In addition to these factors,
the amount a company pays for insurance is also
impacted by the insurance marketplace. While an indepth discussion of the insurance industry’s economics is not included in this article, we will provide you
with the CliffsNotes summary.
Insurance is a supply-driven business. While demand stays relatively consistent (it will ebb and flow
with the general economy), surplus can go up and
down. Loosely defined, surplus is how much liquid
capital the industry has in their coffers and includes
money that is set aside to pay future claims as well
as any additional capital held by the insurance
company.

The other factor you have to look at is Return on
Average Net Worth. The insurance industry needs to
attract capital, and it competes with every other business to do so. If you look at Table 1, you will note
that, over the last five years, returns have ranged
from 5 to 8.4% and averaged 7.2%. These types
of returns don’t excite investors and the industry
would ideally like to see their return at 10% or higher.
While the industry has been trying to increase rates
for the past several years, the robust surplus numbers have kept the market competitive enough to basically keep rates in line. That is slowly changing…
rates are starting to trend up.
So if you are budgeting your insurance costs in 2020,
what can you expect?
Property Insurance - Property underwriters have
experienced several poor years in a row due to a
number of factors, with the main one being catastrophe-type claims. Because of this, the insurance companies are carefully underwriting existing and new

Table 1 - Insurance Cycle Table
Description

$ in Billions

2009

2010

2011

2012

2013

2014

2015

2016

2017

2018

$418.40

$423.80

$438.0

$456.90

$477.7

$487.6

$505.8

$523.5

$552.6

$594.07

101

102.4

108.1

103.2

96.1

97.0

97.8

100.7

103.7

99.2

Investment Income

$47.1

$47.6

$49.1

$48.0

$47.4

$46.2

47.2

46.3

49.0

55.3

Operating Income

$45.0

$38.2

$15.4

$33.3

$64.3

$55.6

57.3

42.6

20.3

56.6

$511.50

$556.90

$553.70

$586.8

$653.3

$674.7

$673.7

700.9

752.5

742.16

5.0%

5.6%

3.0%

5.1%

10.3%

8.4%

8.4%

6.2%

5.0%

8.0%

Net Written Premium
Combined Ratio

Policyholder Surplus
Return on Avg. Net Worth

Source: Insurance Information Institute (iii.org)

Specific ratios determine how much premium can
safely be written given a certain amount of surplus.
If the ratio of premium to surplus gets too high, the
insurance company’s credit rating (as quantified by the
A. M. Best Company and other rating agencies) could
ultimately impair the insurance company’s ability to
operate. If surplus goes down, insurance companies
must write less insurance, which causes rates to go
up. Similarly, if surplus goes up, rates tend to go down.
The industry’s surplus has grown significantly since
2011 (See Table 1 above) an this has resulted in flat
and, in some cases, decreasing rates over that same
period. The year 2018 resulted in the first decrease in
surplus (albeit modest) in some time and this concerns
many in the industry.

business. In general, preferred risks can expect rate
increases of 5-10% in 2020. Any property that is even
close to a brush area, however, can see dramatic rate
increases. The 2018 California wildfires hammered
property insurers (over 30,000 homes destroyed…
the great fire of London in 1666 only destroyed 13,000
homes) and this is affecting pricing for both personal
and commercial lines. It is also driving rates up in the
Builders Risk segment, especially for frame construction.
General Liability Insurance - General Liability results
have deteriorated as well, and underwriters are looking
carefully at the risks they insure. They are also seeking rate increases. While some businesses will see
flat renewal pricing, most will see rate increases of 5%
or more.
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Auto Insurance - Auto rates continue to increase. It
is not uncommon to see prices go up 10-20% or more,
and this is not the first year this has happened. This is
driven by both an increase in frequency and severity
of claims. Frequency -- you guessed it -- is attributable to distracted driving. The number of rear-end
accidents has doubled in the last five years. Severity
is being adversely impacted by the cost to fix a modern vehicle (cameras and sensors are expensive) and
the increased cost of medical bills for those injured in
accidents. Five years ago, it was not uncommon to see
average repair costs for a private passenger vehicle or
pickup truck of about $1,000. Today, the average can
be $1,800, $2,000 or higher. To obtain the most favorable rates, underwriters like to see a five-year loss ratio
of 25% or less in addition to well-written Fleet Safety
Programs that are being effectively implemented.

Executive Risk including Directors & Officers,
Employment Practices and Fiduciary Liability - Experience in these lines has deteriorated and it is not
uncommon to see increases of 5% to 15% or more.
Underwriters are also looking to increase deductibles on
Employment Practices Liability. It is getting more difficult to obtain defense coverage for Wage & Hour claims
(indemnity damages have never been covered for Wage
& Hour lawsuits).
Cyber Insurance - Cyber Insurance covers both firstand third-party damages. Most policies have numerous coverage parts, and every Cyber policy is different.
While the current cost is fairly modest, we have seen
claims on the rise. Because the marketplace is still
competitive, we only expect modest increases this year;
but if the loss trends continue, prices will have to go up.
Note that every business, no matter how small, needs
Cyber Insurance nowadays.

Excess Liability - Excess Liability pricing is based
on the premiums of the underlying policies over which
it provides coverage. While the percentage rate of
the primary cost is staying consistent, Excess Liability pricing has increased, just as auto premiums
have. We should point out that anyone working for
a gas and electric company in California should be
forewarned. One such company is now requiring that
any contractor who wants to work on its projects carry
$50M in general liability limits. The excess market for
this exposure has all but disappeared, and arranging
this coverage (if it can be done at all) is outrageously
expensive.

Table 2 - California Workers’ Compensation
Industry Average Charged Rate per $100 of Payroll

$ Dollars
6.02

6.00

5.73
4.74

4.66
4.00

Professional Liability - We are seeing some of the opportunistic insurance companies that jumped in to the Professional Liability marketplace starting to exit. Regardless, this
line of coverage remains competitive and preferred design
professionals, attorneys, accountants and other professionals can expect flat to modest rate increases. Recognize
that every Professional Liability policy is different as are
the companies that offer the coverage. Even more so than
most commercial insurance lines of coverage, Professional
Liability is not a commodity. It is critical that you understand
the coverage you are buying, as well as the claims-handling
abilities and risk control services that are offered by the
insurance company and your broker.
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Workers Compensation - Rates across the country continue to trend down for Workers Compensation, especially
in California. Table 2 above indicates that the average
rates charged in California have dropped over 30% in the
last five years and a whopping 66% since 2003. It is anticipated that rates will continue to drop in 2020. Assuming a consistent Ex Mod, most of our clients can budget
flat to minus 10%.

Final Comments
We expect to see insurance prices in general increase
5-10%, with the exception of Workers Compensation. Insurance premiums, however, need to be kept in perspective. They are only one component in the cost of risk. As
mentioned above, insurance is often 50% or less of the
total cost of risk.

While it is important that you have a basic understanding of the economics of the insurance industry and how
this can affect your business, there is nothing you can do
about it. The market is the market. What you can control
is how your company manages risk. Risk management
is “market agnostic.” It 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 the cost.
An effective risk management program coupled with a
proactive risk management-oriented 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 Outlook 2020: Capitalizing on your Capacity
As 2019 comes to a close, the overall economy remains positive and continues to grow. Though at a slower pace
than experienced in 2018 and early 2019, 2020 should continue to show slow to moderate growth as the forecasts
of many economists shift gears to a more cautious outlook.
Although continued optimism may be declining for some, the surety and construction industry remains very fruitful.
The Surety industry is reporting another record year in direct premium written and overall capacity, and the availably of credit is at an all-time high. Contractors’ backlogs are strong and profit margins appear to show signs of not
only stabilization, but also slight increases in some trades.
In 2018, The Surety and Fidelity Association of America (SFAA) reported overall direct premium written of $6.6 billion, up from $6.2 billion in 2017. The SFAA anticipates similar growth results for 2019 and likely 2020, with relatively low losses across the board.
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The availability of credit is in abundance for both small
(under $10 million), medium ($10 - $100 million) and
large ($100 - $250 million) size contractors. Because
of the appearance of an endless surplus of work, many
contractors are pushing their aggregate programs and
continuing to show healthy backlogs going into 2020.
The excessive amount of credit in the small-to-large
markets has led many surety companies to soften their
underwriting guidelines in an effort to obtain additional market share. This has been great for the surety
consumer, but will likely have a detrimental long-term
impact on inevitable future surety industry loss results.
Another interesting trend in 2019 is resurgence of Subcontractor Default Insurance (SDI) in the market. SDI is
an alternate product to bonding and, over the past 5-10
years, has experienced sizeable losses due to poor
management of aggregate exposures. However, recent
guideline changes and market conditions have given
SDI new life and this has attracted a number of new
players to the SDI marketplace.
Although margins are good and backlogs are increasing, contractors are still facing a wide range of challenges similar to that we’ve seen over the past few years,
including labor shortages, rising material costs and
the uncertainty of fiscal and government policy (see
our 2018 Outlook: “The Peak of the Cycle...” http://
www.cavignac.com/wp-content/uploads/Q4-Construction-2018.pdf

Even with the small-to-large markets having such
strong results in 2018, not all is smooth sailing, notably in the megaproject arena (greater than $250M)
where the Surety industry has experienced sizable
losses and we’ve seen some significant contractor
failures. These large losses may be isolated but, once
fully realized, could have a significant impact on the
overall construction and Surety industries. This will
eventually lead to a correction in these markets.
This begs the question, “Are you prepared for the
next downturn?”

Be Prepared
It’s easy for business owners to fall victim to the
trap of maintaining the status quo, especially during
times of prosperity. Most contractors simply lack the
focus or do not see the value in assessing their operational procedures and committing to improving on
them until forced by a market shift or project failure.
However, “Best in Class” business owners understand that now, during prosperous times, is the right
time to perform an internal audit of their company’s
capacities to capitalize on opportunities and guarantee both short- and long-term success. An operational audit should focus on improving deficiencies
and strengthening efficiency in standard operating
procedures, internal controls and the successful
execution of your overall business plan.

Total Nonresidential Construction Spending
Value - Seasonally Adjusted Anual Rate (Millions)
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Source: The Surety & Fidelity Association of America
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If you wait for the market to dictate your actions, you
will not only miss valuable opportunities, but you may
find yourself in a distressed position when the next
recession occurs. Here are a few areas that all contractors should be focusing on:
1. Human Resources / Risk Control – How a company attracts, trains and retains great people has a
dramatic impact on its success. Consider including
a Growth and Development Advisor (GDA) to your
management team to drive a strategic approach
and attack the ongoing labor challenges that have
plagued the construction industry. Building a bestin-class culture and onboarding process will pay
dividends many times over.
2. Project Controls – Adopting and integrating
advanced communication and technology into all
phases of your business will have a significant
impact on morale, productivity and overall profitability. Rapid developments in artificial intelligence
(AI), robotics and industry specific automation and
data management tools are creating competitive
advantages for early adaptors. From estimating
and material and equipment procurement to subcontract management and project execution, the
opportunities are endless for improving efficiencies.
3. Financial Controls – Much like project controls,
updating your accounting software to ensure your
business is utilizing the right accounting system is
a crucial component to driving your success. The
process should begin with evaluating the market
options and discussing your company’s needs
with your accounting team and trusted advisors.
Whether it’s a fully integrated or standalone product, regularly updating your accounting system
and controls will produce more efficiency and, as a
result, increase bottom-line success.
4. Contract Procurement and Management – Understanding and knowing the best procurement
methods for your company and project team are
critical in today’s contracting environment. Those
firms that don’t properly manage the risks associated with hybrid delivery models -- including P3,
IPD, CM/GC, MP, DBB and even some DB (Design/Build) obligations with erroneous efficiency

guarantees -- could find themselves in a vicious
financial trap with unsophisticated owners, design
professionals and/or subcontractors.
5. Succession/Continuity - Succession planning is
a topic most owners avoid. For many, it signifies
the culmination of your life’s work and it’s easier to
ignore and put it off until it’s absolutely necessary.
However, failing to effectively develop a detailed
plan can have grave consequences, not only for
your company but for business owners and their
families. Work with your advisors to develop a well
thought-out and comprehensive succession plan.
The process may take years, but if done right, it can
ensure the continued success and legacy of your
business for you and your loved ones.
6. Pay-Off Debt – To manage swelling backlogs, some
contractors have been increasingly dependent on
their bank lines of credit or other debt facilities to
help bolster cashflow. The challenge this presents
is that, once the economy enters the next recession and companies experience reduced revenue
and backlogs, contractors might find it increasingly
difficult to service outstanding debt obligations. To
ease this potential burden, business owners should
now look to proactively service debt loads when
unearned profits in backlogs are strong.

Conclusion
In lieu of significant labor shortages, rising material
costs and uncertain political policies, both domestic and international signs indicate that 2020 will be
another profitable year for the Surety industry. Direct
premium written and construction revenues should be
up, contractor failures should remain relatively low,
margins should continue to rise and, for most, backlogs should remain strong. While there is an overall
positive forecast for next year, there are some contractors who are experiencing growing pains and having
a difficult time managing increased backlogs. But
those that are thriving in the current market should not
neglect the importance of taking the time to reflect on
their strengths and focus on improvements for shortand long-term success.
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Health Insurance Outlook for 2020
The Affordable Care Act (ACA) has two parts that will
affect the small group (2-99 employees) in 2020:
•

HIT = Health Insurer Tax, which began in 2014
with ACA, is a tax of roughly 2% that health insurers must pay to the federal government and which
must be built into the rates. Congress suspended
HIT for 2017 and for 2019, but HIT is back again
for 2020. So this means that rates for policy periods in any months during 2020 need to be relatively higher than 2019 due to the need to include
HIT.

RADV stands for Risk Adjustment Data Validation,
and is the process that CMS (Centers for Medicare &
Medical Services) uses to ensure the accuracy and
integrity of risk adjustment data (diagnosis codes,
etc.) that are used to determine the risk adjustment
transfer payments, i.e. the amount of money a carrier
receives due to having members with worse risk and
the amount of money a carrier pays out due to having
healthier members.

order to stay in compliance with the ACA’s metallic
tier guidelines, they must change plan benefits every
year. 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 actuarial value goes up to $1,100, 10% ($110)
can be passed to the plan member. This will always
be a moving target until the values are fixed or the
law is changed.
For insurance carriers to be competitive in 2020,
they will continue to see plans that offer Skinny Network choices, which offer a smaller number of providers. Skinny Network plans might offer an attractive price, but employees will have a limited choice 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.

The Cadillac Tax, which was intended to help fund
benefits to the uninsured, is still on the table. Most do
not think this will be implemented until after the 2020
election. If the Cadillac Tax goes through, a 40% tax
on the cost of health plans where the premium is
above $10,200 per individual and $27,500 for family
coverage will be added.
Throughout 2019, we saw minimal increases mostly
due to age and plan changes. Blue Shield handed out
the largest increases, which were due to the HIT and
RADV mentioned above.
Each of us will be one year older in 2020, which
means our rates will automatically increase. For
2020, 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
employee 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 individual’s age and the plan they select.
We forecast additional plan changes in 2020 that
will remain compliant with ACA guidelines. All of the
major insurance companies have determined that, in
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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.

Risk Management
Seminar Series

Employee satisfaction increases with choice of medical plans and networks, so the more choices offered,
the better the employees feel about their benefits
package. Also, ancillary (Dental, Life, Disability and
Vision) and supplemental (Accident, Cancer, Hospital,
etc.) benefits have shown to greatly improve employee
satisfaction, which will help your organization hire and
retain the best employees.
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 costs include buying a Bronze Level Plan
and supplementing it with Cancer, Hospital, Accident
and Critical Illness plans.n

Human Resources Legal Update
Wednesday, Nov. 6
Downtown Office
7:30am Registration
8:00am - 10:00am Program

Sexual Harassment Prevention
Training - Downtown
Wednesday, Dec. 4
7:30am Registration
8:00am - 10:00am Program

Seminar schedule for 2020
coming out soon!

To register, click on the ‘register now’ button in
the announcement email, or contact Bethany
Mongold at Mongold@cavignac.com or call 619234-6848.
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October Is National Breast Cancer
Awareness Month
Breast cancer is the second-leading cause of cancer
deaths for women in the United States. To help spread
awareness of this disease, October is recognized as
Breast Cancer Awareness Month.
Prevalence of Breast Cancer
About 1 in 8 U.S. women will develop invasive breast
cancer over the course of her lifetime. While there are
some breast cancer risk factors that you can’t control,
these prevention strategies can help you reduce your
risk:


Maintain a healthy weight.



Exercise regularly.



Abstain from drinking alcohol or limit intake to
one drink per day.

If you’re concerned about your personal risk of
developing breast cancer, call or visit your doctor.

Breast Cancer Awareness Month and You
There are a variety of ways that you can support Breast
Cancer Awareness Month. Here are just a few ideas:


Participate in a fundraiser event, like a walk or
run, to help raise money for breast cancer
research.



Donate to a charity that provides support and
services to women and families that are
affected by breast cancer.



Learn about the signs, symptoms, risk factors
and screenings for breast cancer.



Spread awareness about this disease to help
educate friends and family.

For more information on breast cancer, visit the
National Cancer Institute’s website.

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. © 2019 Zywave, Inc. All rights reserved.
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Corn, Zucchini and
Tomato Pie
1 cup zucchini (sliced into ⅛-inch
thick pieces)
1 cup tomatoes (sliced into ⅛-inch
thick pieces)
¾ cup corn (frozen, thawed)
1 tsp. lemon juice
1 tsp. dill weed (chopped)
⅛ tsp. salt
¼ tsp. ground black pepper
3 Tbsp. Parmesan cheese (grated)
¼ cup whole-wheat breadcrumbs
Nonstick cooking spray

Don’t Let These Devices Steal Your Sleep
If you have trouble falling asleep, your phone may be to blame. Researchers
at Harvard found that using your phone, or any electronic device, before
going to bed can derail your sleep schedule and prevent a good night’s
sleep. More specifically, using your electronic device before bed can disrupt
your body’s REM sleep cycle and production of melatonin, a sleeppromoting hormone.
To reduce the sleep-stealing effects of electronic devices:


Check your device’s settings for a “nighttime” mode, which adjusts the
screen lighting to promote sleep.



Refrain from using your phone for at least an hour before bed.



Set your device’s sound settings to “silent” so that you won’t be woken
up by texts or emails while you’re trying to sleep.



Try reading a book or meditating to relax before bed instead of using
your phone or watching TV.

Preparations
1.
2.

Heat oven to 350 F.
Lightly coat an 8-by-8-inch
baking dish with nonstick
cooking spray.
3. Place zucchini slices in the
bottom of the baking dish.
Then, cover the zucchini slices
with the tomato slices and top
them with corn.
4. Sprinkle lemon juice evenly
over the vegetables.
5. In a small bowl, combine the
dill, salt, black pepper,
Parmesan cheese and
breadcrumbs.
6. Sprinkle this mixture evenly
over the vegetables and lightly
spray the top with nonstick
cooking spray.
7. Cover with foil and bake for 25
minutes or until zucchini is
tender.
8. Cut into six even pieces and
serve.
Makes: 6 servings
Nutritional Information (per
serving)
Total Calories

52

Total Fat

1g

Protein

2g

Carbohydrates

9g

Dietary Fiber

1g

Saturated Fat

1g

Sodium

171 mg

Total Sugars

N/A
Source: USDA

The Dangers of Vaping
The use of electronic cigarettes, or e-cigarettes, has grown exponentially in
recent years—especially among young adults in the United States. Despite
their popularity, these e-cigarettes are dangerous.
In fact, over 380 people have been hospitalized with severe breathing
difficulties that are attributed to vaping, according to the Centers for
Disease Control and Prevention. The vast majority of people who have been
hospitalized are young adults. In these cases, doctors aren’t entirely sure
what’s causing these hospitalizations.
While the investigations are still ongoing, public health officials are warning
any e-cigarette users to seek immediate medical attention if they have any
chest pain or difficulty breathing after vaping.

5

610

Spotlight On

Cavignac & Associates is proud to support local and
non-profit civic organizations, including Feeding San Diego:

Feeding San Diego distributes healthy, nutritious meals to more than 63,000 children,
individuals, seniors, and military members through two distinct methods: 100 direct
service sites and 150 non-profit partnerships. Thanks to our non-profit partners, half of our
food never comes to our distribution center, reducing pollution and expense.

For more information, go to www.feedingsandiego.org
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