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Managing your WC  
Experience Modification

For many businesses workers compensation is the 
largest single property or liability insurance policy 
they buy. Because of the experience rating component 
that goes into workers compensation premium cal-
culations, it has two other unique characteristics: it’s 
the most volatile policy, in terms of possible premium 
fluctuations from one year to the next, and it is, by far, 
the policy over which policyholders can exercise the 
most control over their cost, if they choose.

Workers compensation laws differ in every state and 
jurisdiction, but all have an experience rating com-
ponent by which premiums for the current policy pe-
riod will be modified, either up or down, to reflect an 
employer’s actual past loss experience. Thirty four 
states subscribe to the National Council on Compen-
sation Insurance (NCCI), and follow NCCI rules for 
promulgating experience modifications; the rest have 
their own independent rating bureaus, which do the 
same thing. In broad general terms, an experience 
modification of 1.00 could best be thought of as the 
theoretical average for all employers in that classifi-
cation. A modification of 1.21 (a twenty one percent 
debit) could be interpreted to indicate claim experi-
ence twenty one percent worse than average, while a 
modification of .92 would suggest experience eight 
percent better than average. 

There are certain common denominators between 
the NCCI experience rating format and that of all 
the other states:  1) Any employer who generates a 
workers compensation premium over a certain low 

minimum threshold will be subject to experience 
modification. 2) The modification will be based on 
a rolling three year experience period, not includ-
ing the most recent (or just expired) year. 3) Claims 
for each of the three years in the experience period 
will be valued at a specific point in time (usually six 
months from the expiration of the prior policy) for 
experience rating purposes; later changes in the val-
ues of claims will not impact the modification until 
a year later. 4) There are weighting factors in the 
rating formula so that smaller employers have their 
experience leavened by statewide averages and don’t 
get disproportionately hit by a bad claim year, while 
larger employers will have their modification based 
to a greater extent on their  own experience. 5) And 
the rating formula is also structured to give more 
weight in the modification to frequency of claims, 
rather than the size of claims. 

An experience modification is essentially a compari-
son of what total claims you should have had, com-
pared to what you did have. If you understand how 
experience rating works, you can use that knowledge 
to better manage and predict your workers compen-
sation costs. Here are some things you should know.

Timing Issues: Your modification is based on a roll-
ing three year period, not including the most recent 
year. For example, if your workers compensation 
policy renews on October 1st, 2009, the period that 
determines the modification that will apply for 2009 
are the policies that were effective October 1st, 2005, 
2006, and 2007. In 2010 the 2005 year will drop out 
of the rating formula, and experience from 2008 will 
come in. 

The  information, suggestions and techniques contained in this newsletter are believed to be accurate but are offered as information only.  This firm makes 
no warranty of any kind, whether expressed or implied, as to the accuracy of the information or its fitness for a particular purpose.

New claims made policy applications always ask if 
the prospective insured has knowledge of any events 
that might lead to a claim. It’s very important that 
this question be answered carefully; you are war-
ranting the accuracy of your answer to this and other 
questions on the application. If you answer yes, you 
can expect that the underwriter will exclude claims 
arising from any known occurrences. If you answer 
no, and later present a claim, you can expect a pretty 
quick declination of coverage from the claim ad-
juster, on the grounds that you knew, or should have 
known, about the occurrence that led to the claim, 
and should have disclosed it. It will then be up to you 
to prove that you didn’t know about it, couldn’t have 
known about it, and didn’t lie on the application. 
Good luck with that conversation.

What to do after an auto accident

Most people do have a basic understanding of what 
to do after an accident, but here are few additional 

pointers that could be useful, but might not spring 
immediately to mind. 

1) Take pictures. Most everybody these days carries a 
cell phone, and most of these now have cameras. Try 
to get shots of the vehicles involved, people, the gen-
eral area where the accident occurred, and anything 
else that seems pertinent.

2) Don’t admit or discuss liability with anyone at 
the scene of the accident. People tend to get a little 
shaken up, even by relatively minor accidents, often 
leading to volubility. Save those  conversations for 
the staff at our office or your insurance company.
 
3) Report the accident to us immediately. And while 
the details are still fresh in your mind, write your 
own account of what happened. Be sure to make note 
of anything the other involved parties said about their 
injuries or as to how they may have contributed to or 
avoided the accident.
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What is the Smart Comp Advantage?

Forrest Sherer Insurance utilizes a software program called “Smart Comp” to help manage our 
client’s experience modification factors.  This program allows us to verify the client’s current 
experience modification, and forecast future experience modifications.  This information is extremely 
important to our customers with regard to budgeting workers compensation costs, managing workers 
compensation exposures, and, most importantly an opportunity to discuss “open claims”.

Forrest Sherer’s desire to deliver “value added” services to you our client is our focus.  The 
Smart Comp software provides our team of professionals another valuable tool to help manage your 
business in this very competitive environment. 	 
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Your actual audited workers compensation payroll 
for those years is reported to the rating bureau, along 
with claims valued at the six month mark, in this 
example April 1st, 2009. Since claim values reported 
include not only actual payments for claims incurred 
during each policy year, but adjusters estimates of 
future payments (reserves), too, claim values for each 
year can go up or down for the three years they are 
in your rating formula, impacting your experience 
modification. 

You can use this information to your advantage. 
Suppose you had a claim for an injury that initially 
looked serious; the claim adjuster sets a reserve at 
several thousand dollars to cover anticipated costs. 
The injury proves to be minor, the employee is back 
to work quickly, and the amount actually spent is 
small. Eventually the adjuster will revisit the file, 
remove the reserve, and close the claim for the small 
amount paid. If this is done on April 15th, your next 
experience modification will still reflect the higher 
claim value as of April 1st. If the adjuster closes the 
file on March 31st, it won’t. 

Larger employers should be constantly monitoring 
their open claims; that scrutiny should be especially 
sharp in the ninety days prior to the claim valuation 
date. But even smaller employers can benefit from 
taking a close look at their open claims a month prior 
to the experience modification valuation date.   

You can also predict your experience modification 
(and your premium costs) months in advance of the 
policy renewal. With your current experience modi-
fication worksheet, your final payroll audit for the 
new year going into the rating period, and the losses 
for those years on the valuation date, you have the 
information needed to project what the experience 
modification will be six months down the road. State 
promulgated workers compensation rates may change 
during that time, but you’ll still be close enough to 
know what to expect, and avoid any unpleasant sur-
prises.

Frequency vs. Severity Issues: Claim values affect 
your experience modification. You should keep an 
eye on both the size and frequency of claims. 

Most rating formulas cap the size of a claim for rat-
ing purposes; the typical NCCI maximum value is 

$5,000. All claims below that count in full toward 
your modification; above that, only $5,000 goes into 
the primary rating formula no matter how large the 
claim grows. 

This means two things. Smaller employers, in par-
ticular, need not worry that one very large claim will 
drive their modification (and premium) through the 
roof; there will be some impact, but it is limited by 
the cap. However, any employer who shows a fre-
quency of claims, even smaller ones, will be penal-
ized. Put another way, one $50,000 claim has far less 
effect on your modification than ten $5,000 claims.

Management Issues: The experience modification 
formula directly ties your workers compensation pre-
mium costs to your actual claims experience. Here’s 
the bottom line: if you want lower workers compen-
sation premiums, you want to create a safe workplace 
that results in fewer claims, and you want to manage 
claims that do occur to the lowest possible cost. 

Risks from Home Based Employees

It is becoming more and more common for business-
es to allow (or require) some of their employees to 
work at home. In these days of relatively inexpensive 
and powerful computers and reliable high speed in-
ternet and phone connections, there is no productivity 
penalty, and potentially some gains, from home based 
employment. Many business prognosticators have 
noted that there is no longer the same need or advan-
tage to gathering large numbers of employees in one 
place to work, and predict that within twenty years as 
much of thirty percent of work that is currently done 
in an office setting will be done at home.

There are insurance implications to this, of course. 
For the most part current insurance policies can be 
adapted  to reflect the additional exposures from 
home based employment, but employers need to keep 
a few things in mind. Some examples to think about:

Workers Compensation: An employee who is injured 
while working for you at home is every bit as entitled 
to workers compensation benefits as one who sits 
at the desk outside your office door. But if a home 
based employee goes downstairs for a glass of water 
and slips on a wet spot on the kitchen floor, is that 
a compensable injury? How about the carpal tunnel 

injury the home based employee develops from a 
non-ergonomic work setup at home? There are many 
questions about how much control can you actually 
exert over a workspace in your employee’s home to 
avoid these types of claims.

Liability: The FedEx driver dropping off a package 
of business documents trips on some kids toys on the 
front porch steps. He sues, you as the employer, pos-
sibly, but your employee, the homeowner, definitely. 
Just as definitely, the homeowner’s policy claim ad-
juster looks at the business pursuits exclusion in the 
unendorsed homeowner’s policy and denies coverage 
to the employee. 

Questions to ask: Does your home based employee 
have liability coverage in their homeowners (or rent-
ers) policy? What limits? Are those policies endorsed 
to cover business pursuits? Does your liability policy 
provide coverage for your home based employees? 
Are their homes scheduled locations? These prob-
lems can all be fixed, but we need to know if there is 
a problem, first. 

Autos: Your home based employee runs out of toner for 
their printer and jumps in their car to run to the store to 
buy more; on the way home, they cause an accident. 

Where is their coverage for liability from that claim? 
That is business use of the auto; in some states, that 
might not be covered under the employee’s personal 
auto policy. Does your employee even have an auto 
policy? What limits? Do you have non-owned auto 
coverage to protect you? Can (or should) your auto 
policy extend to cover your employee in this situa-
tion? And what about the collision damage? Again, 
talk to us about this.

Property and EDP equipment: Are you furnishing the 
computer and other equipment your employees use at 
home? How much is there, and how is it insured? An 
unendorsed homeowners policy usually won’t cover 
property used for business purposes; does your policy 
cover property while off your premises? 

Your employee leaves their laptop and PDA in their 
car to run into Starbucks for a cup of coffee; they are 
stolen. Besides the equipment, what information is 
on that laptop, and how secure is the data? Your em-

ployee at home is logged onto your system through 
their desktop computer, runs out for an errand, and 
their teenager sits down at the keyboard and rambles 
through your system. Or the employee accesses the 
internet through an unsecured home wi-fi network; 
the connection is hacked by someone three doors 
down. As we have noted in earlier issues, you prob-
ably have no insurance coverage for any of these 
losses; prevention is your goal. 

Warrantied Insurance Policies

In the early days of insurance it was common to find 
insurance policies that contained warranties,  certain 
conditions that the policyholder must comply with, 
else coverage would be voided. 

Anyone who owns and insures a boat knows these 
conditions are still found in marine policies. Such 
policies might warrant that a vessel won’t sail be-
yond certain geographical boundaries (coastal waters, 
the Great Lakes, etc.); policies in northern climates 
will typically require a yacht be removed from the 
water during winter months. Aircraft policies always 
have warranties; they will stipulate the qualifications 
of the pilot, the number of passengers, etc. 

While failure to comply with warranties will void 
coverage in these policies, such penalties are rare in 
general insurance. Notable exceptions would be the 
protective safeguards endorsement to a property pol-
icy (if you have a sprinkler system you have to keep 
it turned on and operational). And, most all policies 
have general policy conditions related to conceal-
ment or misrepresentation of material facts. 

Beyond those, a major area where warrantees are still 
commonly found today is in claims made liability 
policies. This, like much of insurance when distilled 
to its essence, is common sense. Occurrence poli-
cies cover claims arising from occurrences taking 
place in the future and during the policy term. Claims 
made policies, on the other hand, cover claims that 
are made during a policy period, but quite possibly 
arising from occurrences that may already have taken 
place, and of which the insured may already have 
knowledge. Common sense: underwriters are not 
going to willingly issue a policy that will cover likely 
claims, from known occurrences, that have not yet 
been filed.
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