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Workers’ Compensation
Insurance: Requirements,
Cost & Providers

Fit Small Business has partnerships with some of the companies featured
in this article. When you click on links to those sites, we make money.
These partnerships help support our site so we can keep bringing you the
best answers to your questions.

Workers’ compensation insurance is required in most states
to cover medical bills, rehabilitation costs, and lost wages for
employees who get injured or experience a work-related
illness. Costs vary depending on factors such as your
business’ location, industry, and payroll. Typically, small
business owners pay $450 per employee in annual workers’
compensation premium.

Getting affordable workers’ comp means properly classifying
employees and keeping accurate payroll records. The
Hartford has a pay-as-you-go program for small business
owners to make workers’ compensation insurance costs
re�ective of existing employees rather than a guess at annual
payroll.

Get a Quote

Brought to you by The Hartford. Fit Small Business is not an insurer or insurance producer.

How Does Workers’ Compensation
Insurance Work?
The state governs workers’ compensation insurance, but
most require employers to purchase coverage to pay for
employees’ workplace injuries and occupational diseases. In
exchange, coverage limits the employer’s risk of workplace
lawsuits, �nes, or penalties while providing employees with
the support they need to recover like surgery, rehabilitation,
medications, or disability pay.

Workers’ compensation insurance is considered no-fault
insurance, meaning it pays regardless of whether the
employee or employer is negligent. Typically, employees
cannot collect workers’ comp bene�ts and sue their
employers. Many workers’ comp policies also include
employer’s liability coverage to pay for lawsuits, as well as
settlements and judgments against the business, should an
employee claim their on-the-job injury was due to their
employer’s negligence.

What Does Workers’
Compensation Insurance Cover?
Depending on your state, workers’ compensation insurance
pays costs associated with any worker, full- or part-time, who
is injured on the job. Coverage is mandatory in 49 of the 50
states for any business that has employees, with Texas being
the only exception. Because it isn’t federally mandated, there
are differences in coverage.

There are four main categories that workers’ compensation
policies cover:

Lost wages: Gives employees a percentage of their
average weekly wage while not working during their
recovery

Medical expenses: Pays the costs of medical care,
as well as physical and occupational therapy

Death bene�t: Provides surviving families
members �nancial bene�ts due to the loss of a
deceased employee’s income

Legal costs: Covers the employer’s attorney bills,
court fees, and other expenses if the employee sues
for negligence

State laws vary on the de�nition of a work-related injury, but
most include injuries that occur at your workplace as well as
some that happen off-site, like on a client’s location. As long
as the employee is doing something related to his or her job,
workers’ comp covers the injury.

What Workers’ Compensation Insurance
Doesn’t Cover
Some states cover any workplace injury as long as it wasn’t
caused by intentional personal harm or obtained during an
illegal activity. Other states limit coverage to injuries directly
related to an employee’s job duties. This often leads to claim
denials for:

Self-in�icted injuries

Injuries due to employee roughhousing

Injuries sustained while commuting to/from work

Injuries sustained during voluntary recreational
activities

Injuries sustained while committing a crime or when an
employee is in violation of company policies

Drug or alcohol-related injuries

Who Needs Workers’
Compensation Insurance?
State law determines if a business needs workers’
compensation, but coverage is a good idea for any business
with employees. In many states, you are legally required to
purchase workers’ compensation insurance if you have even
one employee while others only mandate coverage once you
reach a certain number of employees. In general, workers’
comp is needed for:

Employer: Your business is usually covered if an
employee decides to sue, claiming that your
negligence was the reason for their injury. Your

defense expenses plus associated damages potentially owed
to the employee are covered.

Employees: Workers’ comp covers your
employees if they’re hurt on the job by paying a
portion of their lost wages as well as paying for

related medical costs.

Common Workers’ Compensation
Insurance Exemptions
Because states regulate workers’ compensation laws, each
can mandate who needs coverage as well as workers who
don’t. Common workers’ compensation insurance exclusions
include:

Independent contractors: By de�nition, independent
contractors aren’t considered employees of a business,
so they aren’t eligible for workers’ comp bene�ts. Be
careful not to misclassify workers as independent
contractors as you could end up owing payroll taxes.

Family members: Immediate family members are
often exempt from coverage because they might just
help out from time to time with the business, but not
count as an actual employee.

Limited liability company (LLC) members &
corporate of�cers: Again, LLC members and corporate
of�cers often aren’t viewed as actual employees of the
business, but many states do allow them to opt into
coverage.

In most cases, even if these individuals are exempt in your
state, you still have the option to obtain workers’
compensation coverage for them. Business owners without
employees may even choose to get self-employed workers’
compensation.

How Much Does Workers’
Compensation Insurance Cost?
Workers’ compensation insurance costs vary widely
depending on your industry and location. Most carriers have
policies starting at $250 per year for one or two employees in
low-risk industries. As the workers’ classi�cation risk
increases, rates go up, often exceeding thousands of dollars
annually. The Occupational Safety and Health
Administration (OSHA) injury cost calculator helps
business owners understand the potential cost of not having
workers’ compensation insurance.

How is Workers’ Compensation
Calculated?
The premium a business pays is determined with a simple
formula that considers the job type, the business’ claims
history, and its total payroll. Workers’ compensation is
quoted as a rate per $100 of payroll.

Class code rate: Classi�cations codes are used to
determine the level of risk for different jobs.
Hundreds of codes are managed by the National

Council on Compensation Insurance (NCCI) with each
code re�ecting a speci�c type of job.

Experience modi�er: An experience
modi�cation rate (EMR) is a multiplier that
starts at 1.0 and is used to determine whether an

employer should pay more or less based on the number and
types of workers’ comp claims they’ve had.

Payroll: Workers’ compensation rates are then
applied to your total estimated annual payroll and
used to calculate your workers’ compensation

premium.

Workers’ Compensation Insurance
Requirements by State
Workers’ compensation is governed internally by each state.
This means every deadline, process, and bene�t varies by
state as do any penalties for noncompliance. Employers
need to know what’s required in their state so they can avoid
civil and criminal penalties.

Workers’ Compensation Insurance State
Guides

Workers’ Compensation Requirements by
Industry
In addition to state laws, there are often workers’ comp
requirements for speci�c industries—even if you are exempt
under the general rules. For example, construction
companies are often required to provide workers’ comp
insurance regardless of whether their employee counts are
below the required limit due to the higher risk of injury.
Government contractors are also usually required to provide
workers’ compensation for their employees.

Penalties for Not Carrying Workers’
Compensation Insurance
Workers’ compensation insurance is a legal requirement for
employers. If you don’t obtain workers’ compensation, you
can face �nes or penalties—even jail time. The severity of a
penalty depends on the state, as well as the seriousness of
the offense. Most states allow employees to sue you and your
business to recover lost wages and medical expenses. Going
without coverage also makes it harder to get a policy when
you apply.

For example, failure to carry workers’ comp in New Jersey is
considered a criminal offense, with violators facing up to
$10,000 in �nes or jail time of up to 18 months. In Illinois,
employers can be �ned up to $500 for every day of
noncompliance.

How to Get Workers’
Compensation Insurance
You can typically obtain workers’ compensation insurance on
the open market from a private carrier like you would for
other types of business insurance. In some states, you can
opt to buy state-funded workers’ comp. Additionally, some
business owners can self-insure or obtain coverage via a
professional employer organization.

Private Carrier
A commercial insurance provider can offer workers’
compensation. This is best if you need to buy other policies
along with workers’ comp, such as commercial general
liability or a business owner’s policy (BOP), and you want all
your business insurance policies in one place. The best
workers’ compensation companies seek to train
employers on safety and make the process of buying and
paying for workers’ compensation insurance easy.

Which Workers’ Compensation Insurance
Company Is Right for You?

State Fund
If your business is in a high-risk industry or you have
existing workers’ comp claims, obtaining insurance from
your state fund might be the right choice. State funds often
guarantee coverage for businesses that struggle to �nd
coverage with a private carrier. Not all states have a fund.
However, Ohio, North Dakota, Washington, and Wyoming
require businesses to purchase workers’ comp from the state
fund.

Self-insurance
Rules for providing self-insurance vary by state. Some allow
it while others don’t. In general, they require businesses to
meet speci�c �nancial requirements or have a bond and hire
an administrator. Typically, you also need to demonstrate a
commitment to loss control and conduct a feasibility study.

Professional Employer Organization
A professional employer organization (PEO) is best if
your EMR isn’t great, and your existing premiums are too
high. That’s because instead of being quoted based on your
claims history, you’ll have the bene�t of your employees
being pooled with others. That results in a group rate that’s
often lower than what your business might qualify for on its
own.

How Do Workers’ Compensation
Insurance Claims Work?
We’ve said it before, we’ll say it again: As with most aspects
of workers’ comp, the claim process varies by state. Typically,
if an employee is injured on the job, the employer has a
limited timeframe to begin the claim process. All parties
involved must act promptly, or the claim could be denied.
When �ling a claim, the employer must:

Provide the injured worker with appropriate paperwork
and guidance

File the claim with their insurer

Comply with state law for reporting work injuries or
illnesses

Frequently Asked Questions
(FAQs)
People often ask many questions when shopping for workers’
compensation insurance because it has so many factors
affecting price, including industry, company history, and
claims history. Here are some of the most common questions
about workers’ comp.

What if my business is in one state, but
my workers travel to other states for
work?
Most states cover employees who travel to another state for
business purposes, but you’ll �nd that some limit the extent
of the coverage. Some, for example, end coverage after a
speci�ed number of days. In others, workers’ have to meet
certain quali�cations for coverage to apply. Business owners
with traveling employees should discuss their situations with
their agents.

My employees have health insurance, so
why do they need workers’ compensation
insurance?
Health insurance does not cover work-related injuries. If an
employee reports the injury circumstances to a medical
provider, the health insurance company will contact the
employer to bill costs to the employer’s workers’
compensation policy. Employers who don’t have workers’
compensation can be sued for the claim by the injured
worker or the insurance company as well as be subject to
state �nes and penalties.

What if I feel my workers have been
classi�ed incorrectly?
Every small business owner should review how their
insurance company classi�es workers for workers’ comp
pricing. Doing this at policy inception and with every audit
and renewal helps ensure you aren’t paying construction
worker rates for an of�ce clerk or are not covering employees
you’ve classi�ed as independent contractors. Look up work
classes with NCCI codes and talk to your agent about
discrepancies.

Bottom Line
The vast majority of businesses are required by law to buy
workers’ compensation insurance. Even those that are
exempt, however, should seriously consider purchasing a
policy to cover employees and protect themselves from
lawsuit liabilities when workers get hurt on the job.

By working with a workers’ comp insurance specialist,
business owners can manage costs while having the right
coverage in place at all times. The Hartford can help with a
fast, no-obligation quote.

Visit The Hartford
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Jaclyn Moriarty

Jaclyn Moriarty is a writer with our �nance
team focusing on insurance. Prior to
joining Fit Small Business, Jaclyn worked
in content marketing for �nancial services.
She holds a Bachelor of Arts degree in
journalism and English from Bradley
University and has written for a number of
�nance and insurance companies,
including Insureon and Amica.
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Gaylordnantais  February 26, 2018 at 12:04 pm

Thanks for sharing useful inputs for workers
compensation insurance. As far as we know,
every state requires workers’ compensation
insurance. The workers’ compensation laws
completely vary by state. Therefore, you should
know workers compensation laws in your state.
The charge of workers’ comp coverage depends
on various factors like the number of workers
you have, the state in which you were injured
and amount of risk. These aspects can actually
impact the cost of insurance coverage. Keep
updating.

Log in to Reply

Laura Handrick  February 26, 2018 at 2:31 pm

Thank you for sharing your experience with our
readers!
Laura, HR

Log in to Reply

Kristine  January 9, 2018 at 11:17 pm

Hey Kathy if my son is a new employee and the
employer is unable to add him to his workmans
comp policy for what reason would he be
denied? He has never had any work-related
injuries or any problems of any kind. however
he does have a record from his youth

Log in to Reply

Laura Handrick  January 9, 2018 at 11:49 pm

Hey Kristine,
I’m so sad that your son is getting the
runaround. I do not know the state you are in, or
the speci�c rules the insurer has, but your son
certainly has the right to request in writing
information about any refusal to add him to the
company worker’s comp insurance policy.
Because we are writers, not lawyers, we can’t
provide any speci�c legal advice. If the company
has an HR department you may suggest he ask
them what’s up. I can’t think of a reason an
employer would not be able to add someone to
their existing workers’ comp policy. Best of luck
to you and your son.
Laura
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Richard Arcati  January 9, 2018 at 11:07 pm

Since this is a small business article I thought it
would be appropriate to recommend Preferred
Connect Insurance Center, a San Diego-based
workers compensation insurance agency
serving the workers comp insurance needs of
California small business owners. In a lot of
cases they’re way more affordable than
statefund, easy to use and you can get a quote
online at https://www.preferredconnect.net.
Thanks for the great article!
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Laura Handrick  January 9, 2018 at 11:55 pm

Hi Richard,
Yes, California has it’s own challenges, so I’ll
leave your comment for others, although of
course, we haven’t reviewed your site ourselves.
Thanks for reading Fit Small Business. We
update our articles annually, so let us know if
there’s something you’d like to see us cover!
Laura, HR
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Cathy Boness  August 28, 2017 at 8:08 pm

Our insurance company is including Section
125 Cafeteria Plan health insurance deductions
back into our gross payroll. Should we, in
Illinois be charged the additional cost?

Log in to Reply

Jeremy Marsan  September 4, 2017 at 9:03 pm

Hi Cathy,

What ‘additional cost’ are you referring to?

Log in to Reply

Martin Lois  August 10, 2017 at 10:03 am

Nice post.

Log in to Reply

Jeremy Marsan  August 14, 2017 at 6:09 pm

Thanks for dropping in!

Log in to Reply
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What is your biggest concern about workers’ compensation?

Getting quality coverage ASAP

Keeping costs down

Finding out if I really need coverage
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