
 
Below is a Workers’ Compensation (WC) policy pre-audit letter sent by one insurance company to an Iowa WC 
employer-insured.  It represents a singular attempt by the company to universally define its WC premium audit 
practices across all state jurisdictions.  It is, at best, misleading! [Applicable editorial comments are bracketed in 
red.]  The company name and motto are, of course, fictitious.  Perhaps this will add some degree of levity to an 
otherwise  serious indictment of the July 1, 2015 Iowa Workers’ Compensation law.  Itself, the  misguided legislative 
effort to fix the so-called ‘loopholes’ exposed in the Stark Construction vs. Lauterwasser verdict. 
 

+++++++ 
 

Shifting Sands Mutual of Arizona 
Our motto:  “We shift with the sands -  here today -  gone tomorrow.” 

                            
 

Important Workers’ Compensation Policy Pre-audit Alert 
 

Please read this important advance notice which outlines our policy for handling Workers' Compensation premium 
for subcontractors*. If you have any questions or do not understand any portion of the explanation we suggest 
you contact your agent immediately because the cost of your coverage may be affected at final audit time. 

 

Premium Charge for Subcontractors 
 

 If you hire subcontractors who do not have their own Workers' Compensation insurance your premium 
calculation will [perhaps] be modified to include any amounts paid for their labor. This additional premium is 
addressed in Part Five C 2 of your policy and compensates us for the risk that one or more of these 
subcontractors (or one of the subcontractor's employees) will file a claim for benefits under your coverage. 
 
 Although subcontractors may appear to be independent businesses, claims filed by them (or their 
employees) are common after an injury.  Under Workers' Compensation law, the legal definition of "employee" is 
much broader than the common understanding of that term. [Iowa WC Code Section 85.61 DEFINITIONS 
states “the independent contractor shall NOT be deemed an employee-worker.”]  In addition, many 
states [but not Iowa] make you - as the contractor - automatically responsible for certain expenses due to 
work-related injuries to your independent subcontractors or their employees. Regardless of the state law [not 
possible] , Shifting Sands Mutual of Arizona must pay legal fees under Part One of your policy to defend these 
claims and must also pay Workers’ Compensation benefits in many cases. [Not in Iowa!] 
 
 For these reasons and in accordance with Part Five C 2 of your policy, we will charge appropriate 
additional premium unless the subcontractors have their own in-force Workers' Compensation coverage during 
your entire policy period, and you are able to provide acceptable proof of this coverage to us prior to completion 
of your final audit. [Obtain those insurance certificates!] Evidence of general liability insurance [with its 
own set of audit rules], pre-determinations or statements of independent contractor status , hold harmless 
agreements, etc. are not acceptable substitutes, and no exceptions will be made for sole proprietors or others on 
the grounds that such parties are not required to purchase (or cannot purchase) Workers' Compensation 
insurance. The risk of a claim against your policy from an uninsured subcontractor is the same, regardless of his 
or her reason for having no coverage. Furthermore, these additional charges will be imposed when applicable, 
even if exceptions have been granted to you by us or by another carrier in the past.  [“…when applicable,” 
are key but undefined words, the meaning of which will evolve as our new Iowa Law is litigated.] 
 

 Please realize that premium may be charged for subcontractors hired by uninsured entities 
owned or controlled by you. Premium will be charged if the Rating Bureau rules in your state 
require the related entity to be combined in a single policy with the company we are insuring. [This 
is the Federal Employer’s Identification (FEIN) conundrum.  I.e., to combine or not to combine 
entities.  Watch out here.   Get the WC ‘opt out’ form(s) signed and in to Iowa Workforce!] 
 
Ultimately, we believe this policy is in the best interests of all parties, and we hope that this advance notification 
will prevent any misunderstandings at a later date. As always, we thank you for selecting Shifting Sands Mutual 
of Arizona and we look forward to serving you during the upcoming policy year. 
 

*Note:  A "subcontractor" is a person or organization paid to assist you in providing a product 
or service to your customer or client (and not just to you). Workers' compensation laws in 
most states presume that such vendors are "employees" who, therefore, often file claims 
seeking benefits.  [Most states?  Not in Iowa] 


