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CA Short Rate Cancellation Penalty Disclosure
The California Legislature enacted law AB2404 for 2012 modifying the California Insurance Code section 481(c) (1). The change requires 
Workers Compensation carriers to disclose their short rate cancellation fee or penalty at the time of quoting. 

“Any insurance policy that includes a provision to refund premium other than on a pro rata basis, including the assessment of cancellation 
fees, shall disclose that fact in writing, including the actual or maximum fees or penalties to be applied, which may be stated in the form 
of percentages of the premium. The disclosure shall be provided prior to, or concurrent with, the application and prior to each renewal to 
which the policy provision applies. For purposes of this section, a workers’ compensation insurer, as defi ned, may provide the disclosure with 
the quote prior to the consumer accepting the quote. Disclosure shall not be required if the policy provision permits, but does not require, 
the insurer to refund premium other than on a pro rata basis, and the insurer refunds premium on a pro rata basis.”

To comply with the new law, all ICW Group quotes for 2012 with CA coverage include the following language: “CA Short Rate Cancellation 
fee can be up to 100% of one-year premium.”

What should Producers do? 

Let the insurance buyer know that ICW Group may apply a short rate penalty if the insured cancels coverage (other than for Out of 
Business reasons), or if the carrier cancels coverage (usually if the insured fails to pay premium or report payrolls). 

The CA Short Rate penalty is a percent of the full term premium based on the number of days of coverage in the canceled policy. 
To calculate the CA premium penalty, ICW Group uses the standard NCCI Short Rate Cancellation table for a one-year policy 
(see table on the following page). For example:

Example of standard NCCI Short Rate Cancellation applied

California Canceled Policy Term:    100 days

Earned Premium for 100 days:   $12,000

Factor to annualize the Earned Premium:  3.65 (365/100)

Annualized Premium:    $43,800 ($12,000 x 3.65)

Short Rate %:     38% (based on 100 day term in the table below)

Short Rate Penalty:     $4,644 ($43,800 x 38% = $16,644; $16,644 - $12,000)

Billed Final Audit Premium:    $16,644 ($12,000 earned + $4,644 penalty)
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Questions? Contact Us

This new law concerning disclosure requirements only applies to policies with CA coverage. If you have questions about this new 
requirement or Short Rate Cancellation rules and calculations in other states, please use our Contact Us page to locate your local 
ICW Group Underwriting Team.

Example of standard NCCI Short Rate Cancellation applied
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