Classification and Rating Committee
Meeting Minutes for March 16, 2010

Explanation of Your Experience Rating Form

Following is a brief expfanation of your Experience Rating Form. The WCIRB's website contains addi-
tional information about the calculation of your experience modification including electronic versions of the
California Workers’ Compensation Experience Rating Plan—1995 (ERP} and the California Workers’
Compensation Uniform Statistical Reporting Plan—1995 (USRP). These publications are part of the In-
surance Commissioner's regulations and govern experience rating and the reporting of payrall and losses
by insurers, respectively. Please visit www.wcirbonline,org and select "Helpful Information” from the home

page.
About Experience Rating .

Experience rating provides employers a direct financial incentive to reduce the number of work-related
accidents and helps to objectively distribute the cost of workers’ compensation insurance among employ-
ers assigned to the same industry classification.

The USRP contains approximately 500 standard classifications used to describe all types of California
businesses. A business that is not specifically described is assigned by anatogy to a classification that is
most similar in terms of processes and hazards.

Businesses assigned to your standard industry classification are relatively similar to your business, how-
ever, there are differences and those differences can have an impact on workers' compensation claims
costs. To address these variations and encourage workplace safety, experience rating adjusts the pre-
mium you pay either upward or downward based on a comparison of your company's history of payroll
and claims (collectively referred to as your "experience”) to what is expected for businesses of similar size
within the same Industry classification. This comparison results in your experience modification. An ex-
perience modification greater than 100 results from less favorable loss experience compared to the aver-
age of other similar businesses. An experience modification less than 100 results from more favorable
loss experience. The data used to calculate your experience modification and the experience modification
formula are shown on the Experience Rating Form (often referred to as a "worksheet” or "rate sheet”),
Since the experience modification is intended fo reflect differences in anticipated fifure claims costs, the
formula reflects several standard “actuarial” adjustments so that past claim experience is used in a way
that is predictive of future claim levels. For those employers who have sufficient historical experience to
qualify, experience rating is mandatory and used by all insurers.

Data Used for Experience Rating

The data used to calculate your experience modification is determined by your company's anniversary
rating date, which generally is the inception date, or start date, of your policies. For example, if your poli-
cies always start on January 1, your anniversary rating date would be January 1.

The anniversary rating date determines the expsrience period, which is a three-year period beginning four
years and nine months prior to your anniversary rating date and terminating one year and nine months
prior to the anniversary rating date. With few exceptions, the payroll and losses arising from all policies
incepting within the experience periad are used in the calculation of your experience modification,

The payrolt and loss information used in the experience rating calculation are reported by your insurer to
the WCIRB on unit statistical reports in accordance with the USRP. Factors used in the experience rating
calculation, such as Expected Loss Rates, D-Ratios, and "B" and "W" Values are developed by the
WCIRB and approved by the Insurance Commissioner based on analysis of statewide data and are part

of the ERP.

Experience Rating Form
The Experience Rating Form provides detailed information about the calculation of your experience modi-

fication including the payroll reported by your insurer for each applicable classification and shows the
claim experience reported by your insurer and used in the experience modification calculation. Your com-
pany name, address and other business names that are included under your insurance policy are cap-
tured from the policy information page. Some information may not be shown due to space limitations.

Terms Used on the Form (In Order of Appearance)
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Bureau Number — A unique file number assigned by the WCIRB to your company.

Effective Date — The date your experienzce modification applies to your policy.

Carrier and Issuing Office — The name of your insurer and the office from which the policy was issued.
Issue Date — The date this Experience Rating Form was released.

Classification Codes (Form Header) — Classification codes that apply to your California operations ac-
cording to WCIRB records may be displayed; however, in some cases, the classification codes may not
be shown or may not be complete due to space constraints.

Payroll — The payroll shown on the form is reported to the WCIRB by your insurer.

Expected Loss Rate (ELR) — The average rate of losses per $100 of payroll that is expected for a clas-
sification during an experience rating period. ELRs are found in Table Il of the ERP.

Expected Losses — The amount of losses that were expected to arise for businesses of your size and
industry classification(s) during the experience rating period. Expected Losses are determined by multi-
plying your total payroli for each classification by the corresponding Expected Loss Rate.

D-Ratio — The ratio used to split Expected Losses into “Primary” and "Excess” amounts. This split ac-
counts for differences in the average severity of claims by classification. D-Ratios are found in Table Il of
the ERP.

Primary Expected Losses — Determined by multiplying your Expected Losses for the classification by
the D-ratio for that classification. Primary Expected Losses are totaled for all classifications.

Expected Excess — The difference between your total Expected Losses and your total Primary Ex-
pected Losses. Labeled “(f) = (d) — (e)” on the form.

Expected Losses (Total) — The sum of all Expected Losses arising from policies incepting during the
Experience Period. Labeled “(d)” on the form.

Primary Expected Losses (Total) — The sum of all Primary Expected Losses arising from policies in-
cepting during the Experience Period. Labeled “(e)" on the form.

Claim Number — The claim number reported to the WCIRB by your insurer.

Injury Type — Provides some detail about the type of injury associated with a claim. Injury types include
Death (D), Permanent Total (P), Permanent Partial Disability 25% or Greater (M), Permanent Partial Dis-
ability Less Than 25% (N), Temporary Disability (T), Medical Only (X), or Compromised Death Claim (8).

0 or F — The claim status that is reported to the WCIRB. "O” meaning open and “F* meaning closed or
final.

Policy Year — The inception year of the policy in which the claim was reported.

Actual Incurred Losses — The total medical and indemnity paid plus estimated future payments on a
claim reported to the WCIRB by your insurer as of the latest required claim valuation date. In order to
mitigate the impact of a single claim on your experience modification, the amount of a single loss is lim-
ited to $175,000 in the experience rating calculation.

Primary Actual Losses — The experience modification calculation splits gach claim into two compo-
nents — a primary amount and an excess amount. Primary losses represent the more predictable and
controllable portion of a claim, while the excess amount represents the less predictable and less control-
lable portion. Primary Actual Losses are the reported incurred cost of the claim limited to a maximum of
$7,000. In other words, for a large claim, the first $7,000 of the claim value is considered primary and the
remainder is considered excess.

Actual Excess (Total) — The total amount of all claims on the form that is beyond the $7,000 primary
limit per claim, if any. Labeled as “(c) = (a) — ()" on the form.
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Actual Incurred Losses (Total) — The sum of the Actual Incurred Losses arising from policies incepting
during the Experience Period. Labeled as "(a)" on the form.

Primary Actual Losses (Total) — The sum of Primary Actual Losses arising from policies incepting dur-
ing the Experience Period. Labeled as “(b)” on the form.

“B” Value — A standard actuarial adjustment used to stabilize the experience modification for smaller
employers by diluting the impact of Actual Losses on the experience modification. The “B” values are
found in Table Il of the ERP.

“W" Value — A standard actuarial adjustment used to adjust for the reliability of the historical experience
of employers of different sizes as a predictor of future claim experience. The “W” values are found in Ta-
ble 1ll of the ERP,

Loss-Free Rating — What your experience modification would have been if no losses were incurred dur-
ing the experience period. This hypothetical rating calculation is provided for informational purposes only.

For more information, see www.wcirbonline.org.

Workers’ Compensation Insurance Rating Bureau of California
525 Market Street, Suite 800

San Francisco, CA 94105-2767

www.weirbonline.org

888.220.2472
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Representation of WCIRB Printed Version

Explanation of Your Experience Rating Form

Following is a brief oxplanstion of your Expatiance Rating Form. The WCIRB's
wabsite containg ad ditional informati on about the cakaulation of your
expeience modification including electronic versions of the California
Workers” Compensetion Experferce Rating Plan—1295 (ERP) and the California
Workers” Compensation Uniform Statistical Reporting Plan— 1295 {UUSRP).
These publications are part of the Insurance Commissioner’s regulations and
govern expetience rating and the reporting of payrotl and losses by insurers,
respectively. Ploase visit wanv.weirbonline.org and select “Helpful
Information” from the home page,

Payroll — The payroll shown on the form is reported to the WCIRB by your
msurer,

Expacted Loss Rate [ELR] — The sverage rate of losses per $100 of payroll that
is expected for a classification during an experience rating period. ELRs are found
in Tsble 1l of the ERP.

Expacted Losses — The amount of losses that were expected to arse for
businessas of your size and industey classification{s) during the experienca rating
period. Expectod Lossos aro determined by multiplying your total payroll for each
About Exparionce Rating classification by the corresponding Expected Loss Rate,
Expeience rating provides employars a dired financidl incentive tareduce the
number of workrelatod accidents and helps to objectively distribite the cost
of worker s’ compensation insurancs among empl oyers assigned to the same
industry classification.

D-Ratio — The ratio used to split Expacted Losses into “Primary™ and “Excess”
amournts. This split accounts for differencos in the average soverity of claims by
elassification. D-Ratios are found in Table 1] of the ERP,

Primary Expectsd Lesses — Determinad by multiplying your Expedted f ossos
for the classifieation by the Dratio for that elassifieation. Primary Expected
Losses are totaled for dl classifioations.

The USRP contains approximately 500 standard classifications used to
describe ol typos of California businesses. A business that is not specifically
deseribed i3 assigned by analogy to a dassification thatis most similar in
terms of processes and hazards. Expaoted Excoss — The difference betwesn your tote Expectad Losses and

Businesses assignad to your standard industry dassification are rolatively your total Primary Fxpocted Losses. Labeled *{f) = (d) - (s}” on the form.

similar to your business, however, there are differences and those differences
cam have an impact on workers’ contpensation daimsacosts. To address these
variations and encourage workplace safety, experience rating adjusts the
premiumn you pay sither upward of downivard based on & somparison of your
company’s history of payroll and claims {collectively referred to as your
Texperience”} to what s expected for businesses of similar size within the
same industry classification. This comparison results in your experience
modification. An experionce modification greater than 100 results from less
favorable loss experienco compared to the averago of othor simitar
businesses, An expesionce modificstion tess than 100 results from more
Favorable loss experi¢ence. The dats used to cdeul ste your experience
modification and the experience modificstion formula are shown enthe
Experience Rating Form {often referred to as a “worksheet” of “rate sheet”}.
Since the experience modification is intended to reflect differences in
anticipated future claims costs, the formula reflects several standard
“atuarial® adjustments so that pastclaim experience is used in a way thatis
predictive of fulureclaim levels. For those employers whe kave sufficient
historical exporience to qualify, experience rating is mandatory and used by Al
insurers.

Expacted Losses [Totall - Tho sum of a] Expected Losses arising from
policies insepting during the Experiencs Pesiod. Labelad *(d}* on the forms.

Primary Expactad Losses {Total) - The sum of ali Prinvary Expected Losses
arising from policiesincepting during the Experience Period, Laboled “{o}” on the
form.

Claim Number — The claim numbsr reported to the WCIRB by yaur insurer.

Injury Type — Provides some detail sboutthe type of injury associated with &
elaim. Injury types include Death (D), Permanent Total {P), Permanent Partial
Disability 26% or Grester (M), Permanent Pactial Disability Less Than 26% (M),
Temporary Disability (T}, fedicad Only {X), or Compromised Death Claim {S).

O or F — The claim status that is reported to the WCIRB. *0” meaning open and
“F" meaning closed or final,

Paliey Year — The incaplion year of the policy in which the claim was reported.

Actual Incurmd Losses — Thetotd medicd and indsmnity paid plus estimated
future payments on a claim reported to the WCIRB by your insurer as of the latest

Data Used for Experience Rating required claim valustion date. In order to mitigate the impact of & single claim on

The data used to caleulste your experience modification s determined by your
company’s anniversary rating date, which generally is the inception dato, or
start date, of your policies. For example, if your policies always start on
January 1, your anniversary rating date would bo January 1.

The anniversary rating date dekermines the experancs perlod, which is a
theesyear period beginning four yoars and nine months prior toyour
anniversary reting date and terminating one year and nine menths prior to the
anniversary rating dsto. With fow exceptions, the payroll and [6sses arising
from i policies incapling within the experience psriod are usedin the
caleulation of your experiencs modification.

The payroll and loss infermation used in the experi ence rating calculation are
reported by your insurer to the WCORB on unil statisticsl reports in accordance
with the USRP. Factors used in the experience rating saloulation, such as
Expecied Loss Rates, D-Ratios, and “B” and “VW* Values are doveloped by the
YWCIRB and approved by the Insurance Commission er based on snadysis of
statewide dita and aro part of the ERP.

Experience Bating Form

The Experience Rating Form provides detaited informstion about the
cateulation of your experience modification including the payroll reported by
yourinsurer for each applicable classification and shows the clam experience
reported by your insurer and used in the experience modification cafeulation.
Your company name, address and other business names that are included
under your insurance policy are eaptured from the policy information page.
Some inform alich may not be shown due to space [imitations.

Torms Used on the Form {In Order of Appearanca)

Bureau Numbor — A unique file number assigned by the WCIRB to your
company.

Effective Data -~ The date your experience modification applies te your
policy,

Cardlar and fssning Office — The name of your insurer and the office from
which the policy was issued.

Issua Data — The date this Experionce Bating Form was released.

Classification Codes (Form Headar] — Classification codes that apply to
your California operations according to WCIRB records may be displayed;
however, in some tases, theclassification codes may not be shown or may
not be completo due to space constraints,

your ¢xperience modification, the amount of a single loss is limited to $175,000
in the cxpecience rating caculation.

Pdmary Actual Losses — The exporishos modifiestion calculation splits each
claim into twe com pon ents — a primary amount and an excess amount. Primeary
lassos represent the more predittable and sontrollafie portion of aclaim, white
the excess amount represents the loss predictable and loss controllable podtion.
Primary Actual Eosses sre the reported incurred cost of the daim limited to a
maximum of $7,000, In other words, for a large clsim, the first$7,000 of the claim
vadus is considered primnary and the remainder is considered excess.

Actual Excoss {Yotal) — The total amount of all d&ms on the form thatis
beyond the $7,000 primary limit per claim, if any. Labeded a3 “{o} = {a} - (b}" on
tha form.

Actual Iteurred Losses {Total} — The sum of the Actud Incurred Losses
arising from policiesincepting during the Bxperience Period. Labsled as “{8}” on
the form,

Pirimary Actual Losses {Total] — The sum of Primary Actusl Losses aising
from policies incopting during the Experience Period. Labeled as “{b}” on the
form.

“B” Value — A standard actuarial adjustment used to stabilize the uxperience
motification for smeflor ezapleyers by difuting the impact of Actual Lesses onthe
experience modification. The “B” valuss are found in Table Ill of the ERP.

“W” Value — A standard actuarial adjustment used to adjust for the reliability of
the historical experience of employers of different sizes as a predictor of future
claim experience. The “W” values are found in Table ll] of the ERP.

Loss.Free Rating — What your exporience medification would have beenif no
losses were incurred during the experience period. This hypothetical rating
oalculation is previded For informstiond purposes only.
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