
StrategiesStrategies
for Reducingfor Reducing

Workers Compensation Workers Compensation 
ExpensesExpenses



Workers Workers 
Compensation Compensation 
is the Prime is the Prime 
Employee BenefitEmployee Benefit

100% Paid by Employer



Every Employer Every Employer 
Must ProvideMust Provide

100% Paid by Employer



Employee Employee 
Benefits Require Benefits Require 
that you be that you be 
Actively at Work Actively at Work 



Effect of A Workers Effect of A Workers 
Compensation ClaimCompensation Claim
On Future Payments Union On Future Payments Union 
JourneymanJourneyman

Wage     $33.75Wage     $33.75
Welfare      9.94Welfare      9.94
Pension     8.78Pension     8.78
Annuity      2.39Annuity      2.39

Journeyman Out for 2 Weeks Journeyman Out for 2 Weeks 
Lost Wages $2,700Lost Wages $2,700
WC Benefit   $1,260WC Benefit   $1,260



Effect of A Workers Effect of A Workers 
Compensation ClaimCompensation Claim
On Future Payments Union On Future Payments Union 
JourneymanJourneyman

Contributions Not Going Into:Contributions Not Going Into:

Welfare   $         795.20Welfare   $         795.20
Pension             702.40Pension             702.40
Annuity              191.20Annuity              191.20
Apprenticeship   53.60Apprenticeship   53.60



In Twenty YearsIn Twenty Years
$702.40 @ 6% = $2,253 $702.40 @ 6% = $2,253 

The Pension Fund Will Not HaveThe Pension Fund Will Not Have



Workers Workers 
Compensation IsnCompensation Isn’’t t 
InsuranceInsurance

It is a Program Where It is a Program Where 
the Employer Finances the Employer Finances 
the Lossesthe Losses



It is the Only It is the Only 
Benefit the Benefit the 
Employer Can Employer Can 
Control, butControl, but……..



……less than 5% of Employers are less than 5% of Employers are 
Trying to Control their Workers Trying to Control their Workers 
Compensation CostsCompensation Costs



It is More Than Asking It is More Than Asking 
Your AgentYour Agent
to Lower the #*@! to Lower the #*@! 
Premiums!Premiums!



It is Complicated and It is Complicated and 
Requires EffortRequires Effort



Here are some of the Factors and Tasks:Here are some of the Factors and Tasks:

OSHAOSHA
Payroll Audits
HR ManagementHR Management
Wellness Wellness 
ProgramsPrograms
Employee BenefitsEmployee Benefits
Retrospective Retrospective 
Rating PlansRating Plans
Assigned RiskAssigned Risk
Short & Long Term Short & Long Term 
DisabilityDisability

State Mandated State Mandated 
ProgramsPrograms
FMLAFMLA--ADAADA--HIPAAHIPAA
WrapWrap--UpsUps
Claim Reserve Claim Reserve 
AnalysisAnalysis
Payroll ServicesPayroll Services
Experience 
Modification
Evidence Based Evidence Based 
TreatmentsTreatments
Use of Use of 
Subcontractors Subcontractors 

This is just a partial list!This is just a partial list!



Experience ModificationExperience Modification

Payroll AuditsPayroll Audits



Estimated 60%Estimated 60%
of All Experience of All Experience 
ModificationsModifications
Are OverstatedAre Overstated



Purpose and Theory of Purpose and Theory of 
Experience RatingExperience Rating

Designed to Designed to measure whether 
losses are better or worse than 
expected



If WorseIf Worse……..

PUNISHED!PUNISHED!

( You have to pay more )( You have to pay more )



If BetterIf Better……

REWARDED!REWARDED!

( You pay less )( You pay less )



Important to Get CorrectImportant to Get Correct

It May be the Competitive Edge



Thinking a MOD of 1.0 is Thinking a MOD of 1.0 is 
good is a common good is a common 
misunderstandingmisunderstanding

This This is like saying a “C” is a 
good average



To lower a modification, To lower a modification, 
you must first understand you must first understand 
the MOD formulathe MOD formula



“Fairness” & “Responsibility”

The Experience Rating The Experience Rating 
Process is a job of Process is a job of 
balancingbalancing……



We have a complex formula 
that takes into consideration…

Size of CompanySize of Company
Possibility of Unexpected Accidents
Differences Between Loss 
Frequency and  Loss Severity



What Drives Formula?What Drives Formula?

Loss FrequencyLoss Frequency
Loss SeverityLoss Severity
Allocation of PayrollAllocation of Payroll



Actual 
Primary 
Losses

+
Ballast 
Value

Weighting Value

X

Actual Excess 
Losses

Expected 
Primary
Losses

Ballast 
Value+

+

+

(1- Weighting Value)

X

Expected Excess Losses

+

Weighting Value

X

Expected Excess 
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+
(1- Weighting Value)

X

Expected Excess Losses

Experience Modification ModelExperience Modification Model



In Simpler TermsIn Simpler Terms

Actual LossesActual Losses
______________________________________

Expected LossesExpected Losses



Experience Modifier  =   Total Incurred Losses (Open 
Reserves, Actual Paid) divided by  Expected Losses

2.00/1.0 = 2.00 1.0/1.0 = 1.00          .50/1.0= .50

A mod of 1.0 is average
A mod greater than 1.0 (debit mod) pay more
A mod less than 1.0 (credit mod) pay less

In Simpler TermsIn Simpler Terms……



Rating Bureau Prepares Rating Bureau Prepares 
Experience ModificationExperience Modification

The most Prevalent NCCI The most Prevalent NCCI 
Methodology used in 42 Methodology used in 42 
Jurisdictions Jurisdictions 



The Experience Modification The Experience Modification 
Worksheet is sent to you 18 Worksheet is sent to you 18 
months after your policy is months after your policy is 
effective.effective.

Why???



Since 1919 an insured has a right to Since 1919 an insured has a right to 
challenge open reservedchallenge open reserved

But must be done within the 6th 
month
Later than 6th month the 
experience modification is 
established













Experience Mod  1.34Experience Mod  1.34
Zero Loss Mod      .70Zero Loss Mod      .70
Controllable Mod   .64Controllable Mod   .64



If Unmodified premium  $200,000If Unmodified premium  $200,000
Zero Loss Premium       $140,000Zero Loss Premium       $140,000

Additional Income         $  60,000Additional Income         $  60,000



Original PremiseOriginal Premise

60% of Experience 
Modifications OVERSTATED



Where Do You Start?Where Do You Start?



Be Prepared to Challenge YourBe Prepared to Challenge Your
Experience ModificationExperience Modification

WorksheetWorksheet



You Only Have 30 DaysYou Only Have 30 Days
To ChallengeTo Challenge



It Begins With theIt Begins With the
Payroll AuditPayroll Audit



1/1  Effective Date of Policy1/1  Effective Date of Policy

2/1  Policy Audited2/1  Policy Audited

6/1  Experience Modification Worksheet Promulgated6/1  Experience Modification Worksheet Promulgated

30 Days to Challenge Inaccuracies30 Days to Challenge Inaccuracies

8/1  Unit Statistical Plan Filing Date8/1  Unit Statistical Plan Filing Date

(Not challenged (Not challenged –– it is Final)it is Final)



Prior to JulyPrior to July

Is the Is the payroll allocated 
correctly?
Are they the right classification?
Are the losses and loss reserves 
correct?



What is an Incurred Loss?What is an Incurred Loss?

Open Reserves

Amount Paid

Incurred Loss

+



Why should you be concerned Why should you be concerned 
about Class Codes?about Class Codes?



Effect of Misclassification

Class

5462

4130

Additional

$100,000

$200,000

Rate

17.96

5.77

12.19

12,190

24,380

Class

5037

5474

Rate

50.72

9.25

41.47

41,470

82,940

GlaziersGlaziers PaintersPainters



Verify accuracy of Verify accuracy of 
reserves and review the reserves and review the 
circumstances that lead circumstances that lead 
to injury.to injury.



Review claims investigation Review claims investigation 
procedures , including subrogation procedures , including subrogation 
and 2and 2ndnd injury fundinjury fund



Review attending physicians Review attending physicians 
reports and independent medical reports and independent medical 
reportsreports



Review the potential for returning Review the potential for returning 
the claimant to either full or light the claimant to either full or light 
duties, medical rehabilitation and duties, medical rehabilitation and 
vocational rehabilitationvocational rehabilitation



If you utilize medical or vocational If you utilize medical or vocational 
rehabilitation, review the rehabilitation, review the 
appropriateness of this serviceappropriateness of this service



Request activity checks and Request activity checks and 
surveillance by insurance surveillance by insurance 
company or 3company or 3rdrd party administrator party administrator 
if appropriateif appropriate



Determine whether the insurance Determine whether the insurance 
company has requested:company has requested:

Appropriate hearings, including Appropriate hearings, including 
discontinuancediscontinuance
Earning capacityEarning capacity
Vocational rehabilitationVocational rehabilitation
Fraudulent claimsFraudulent claims
Impartial physiciansImpartial physicians
NonNon--compensable claimscompensable claims



Review the lump sum demand Review the lump sum demand 
and advise on the and advise on the 
appropriateness of a settlementappropriateness of a settlement



Review status and appropriate Review status and appropriate 
direction of the claims by direction of the claims by 
familiarizing yourself with claim familiarizing yourself with claim 
status reportsstatus reports



Your Insurance Company orYour Insurance Company or

Third Party Administrator Third Party Administrator 

Does This For YouDoes This For You



They DonThey Don’’t Know the t Know the 
Unit Statistical Plan Filing DateUnit Statistical Plan Filing Date

They Process Paper. They donThey Process Paper. They don’’t t 
know how it affects know how it affects YOUYOU. . 

Guess What Else



Are You PreparedAre You Prepared
For your Audit?For your Audit?



Are You a SubcontractorAre You a Subcontractor
On a WrapOn a Wrap--up Insurance up Insurance 
Plan?Plan?



……I Can Guarantee YourI Can Guarantee Your
Experience ModificationExperience Modification
Worksheet is OverstatedWorksheet is Overstated

If the Answer is “YES”….















Working on existing claims is only Working on existing claims is only 
half of the solutionhalf of the solution

Safety and Loss Control is the 
other half



What is Your Program for:What is Your Program for:

Return to WorkReturn to Work
WellnessWellness
Evidence Based Medical Evidence Based Medical 
TreatmentsTreatments
Light DutyLight Duty



Experience Rating AdjustmentExperience Rating Adjustment

ERA in 31 JurisdictionsERA in 31 Jurisdictions
Change in Formula in 1998Change in Formula in 1998
Medical only Claims Reduced Medical only Claims Reduced 
70%70%





What to look for in 2010What to look for in 2010

Investment Income continues to be weakInvestment Income continues to be weak
Premium is shrinkingPremium is shrinking
California Improvements drove most of California Improvements drove most of 
National Performance Combined Ratios: National Performance Combined Ratios: 
2006 2006 -- .93, 2007 .93, 2007 -- .99, (without .99, (without CalifCalif–– 1.04) 1.04) 
2001 2001 –– 1.221.22
Medical cost continue to accelerate Medical cost continue to accelerate 
medical costs now 60% of all claim medical costs now 60% of all claim 
expendituresexpenditures



What to look for in 2010What to look for in 2010

Combined ratio heading up  Combined ratio heading up  -- 2007 2007 
increase to .99 was first uptick in 5 yearsincrease to .99 was first uptick in 5 years
Insurance Company ratings & financial Insurance Company ratings & financial 
strengthstrength
State Guarantee FundsState Guarantee Funds
Reinsurance Market Reinsurance Market 



Wellness Programs Wellness Programs 

Will this reduce your costs?Will this reduce your costs?
Are they worth the effort?Are they worth the effort?
Are those the right questions?Are those the right questions?



For a More Detailed Explanation 
of Experience Modification . . . .

www.mclaughlin-online.com

WorkersCompensation_DirtyLittleSecrets.pdf



Any Questions?

info@mclaughlin-online.com



Presented byPresented by
The McLaughlin CompanyThe McLaughlin Company

1725 DeSales Street, NW1725 DeSales Street, NW
Washington, DC     20036Washington, DC     20036

202202--293293--55665566
www.mclaughlinwww.mclaughlin--online.comonline.com


