Strategies
for Reducing
Workers Compensation
EXxpenses




Workers

Compensation
IS the Prime

Employee Benefit

100% Paid by Employer




Every Employer
Must Provide

100% Paid by Employer




Employee
Benefits Require
that you be
Actively at Work




Effect of A Workers
Compensation Claim

On Future Payments Union
Journeyman

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

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



Effect of A Workers
Compensation Claim

On Future Payments Union
Journeyman

Contributions Not Going Into:

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



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



Workers

Compensation Isn'’t
Insurance

It is a Program Where

the Employer Finances
the Losses




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




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




It Is More Than Asking
Your Agent

to Lower the #*@!
Premiums!




It 1Is Complicated and
Requires Effort




Here are some of the Factors and Tasks:

= OSHA = State Mandated
= Payroll Audits Programs
= HR Management = FMLA-ADA-HIPAA
= Wellness = Wrap-Ups
Programs = Claim Reserve
= Employee Benefits Analysis
= Retrospective = Payroll Services
Rating Plans m Experience
m Assigned Risk Modification
= Short & Long Term = Evidence Based
Disability Treatments
= Use of
Subcontractors

This is just a partial list!




Experience Modification

Payroll Audits




Estimated 60%
of All Experience
Modifications
Are Overstated




Purpose and Theory of
Experience Rating

Designed to measure whether
losses are better or worse than
expected




If Worse....

PUNISHED!

(You have to paY more )




If Better...

REWARDED!

(You pay less )




Important to Get Correct

= [t May be the Competitive Edge




Thinking a MOD of 1.0 Is
good IS a common
misunderstanding

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




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




The Experience Rating
Process Is a Job of
balancing...

“Fairness” & “Responsibility”




We have a complex formula
that takes into consideration...

m Size of Company
m Possibility of Unexpected Accidents

m Differences Between Loss
Frequency and Loss Severity




What Drives Formula?

m Loss Freguency
m Loss Severity
m Allocation of Payroll




Experience Modification Model

Weighting Value 1- Weighting Value
Actual Ballast JITHIY ( JITHNY )
Primary +  Value + X + X
Losses
Actual Excess Expected Excess Losses
Losses
Expected Weighting Value (1- Weighting Value)
Primary Ballast
Losses + Value X T X
Expected Excess Expected Excess Losses

Losses



In Simpler Terms

Actual Losses

Expected Losses




In Simpler Terms...

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



Rating Bureau Prepares
Experience Modification

m The most Prevalent NCCI

= Methodology used in 42
Jurisdictions




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

Why??7?




Since 1919 an insured has a right to
challenge open reserved

m But must be done within the 6th
month

m Later than 6th month the
experience modification is
established




Needs Help, Inc.

Workers Compensation
Experience Rating and Modification Factor
Analysis

The McLaughlin Company
1725 Desales Street, NW
Suite 700
Washington, DC 20036
Phone: 2022935566, Fax: 2028578355




Payroll & Expected Loss Analysis Meeds Help, Inc.

Expected Dis count E=zpected
State Code Total Payroll Loss Ratio Ratio Expected Loss  Excess Loss
AT 5755 399 486 0.160 0.280 PE35 $461
AF 8755 $112 015 0.160 0.280 $179 $129
1 8755 545 060 0160 0250 51 357 %1018
B 8755 $126 466 0.160 0.250 202 1451
e 5810 $72 152 0.140 0.320 101 1t
CE 5810 $15 824 0.140 0.320 $22 $15
cT 8755 106 46 0.150 0.220 203 $158
ET 8755 $27 275 1588 0220 52 b1
D 5755 $2 245 484 0.250 0.200 | 5 542 | P 534
D 8755 13 B19 455 0.2590 0.200 39 4596 31,596
D 5810 33 37% 609 0.080 0.240 26 701 20,294
§7 402 761 : . 550922 | :
OC 9015 556 451 1.330 0210 $5 5999
O 8015 222 825 1.330 0.210 $2 BBS $2 342
FL 8755 $183 350 0.2s80 0.150 513 5416
FL 8755 965 063 0.280 0.150 $2 702 52,188
FL 8510 397 5RO 0.160 0.230 $156 119

FL 5510 19 335 0160 0.230 b3 24




Payroll & Expected Loss Analysis Needs Help, Inc.

Expected Discount Expected
State Code Total Payroll Loss Ratio Ratio Expected Loss Excess Loss
DC 8755 $13 619 489 0.290 0.200 $39 496 $31,596

DC 8810 $33 377 509 0.080 0.240 $26 701 $20,294




State Summary

Meeds Help, Inc.

E=pected E=pected Expected Actual Actual Actual
State Loss Primary Loss E=xcesslLoss Limited Loss Primarny Loss Excess Loss Ballast Wweight
A 518 P28 s550 0 50 0 2aRXs 028
0 31,682 $430 $1.252 50 §0 0 26100 018
T F255 Gt o] H1593 $0 &0 1] 2 a00 121
LD BOo5 017 b20 451 574 566 F415,528 B20 046 $359 852 2500 0.8
FL s A2 T R T 0 N 2B 0E0 021
(S, F557 5135 ha52 50 §0 0 25500 018
HI b2 549 5315 2034 50 0 0 32780 018
IL B, 782 $311 $1.471 1 251 $1.551 0 2500 018
I 31 651 L $1.1149 B0 50 0 21 b7 031
[ A 51,029 F285 B4 hE4 54 0 263525 018
' 23126 it W 32248 50 0 0 24000 D28
LA, 270 554 216 B0 50 0 3000 014
i B 3419 5791 P2 628 50 &0 0 20425 021
Pl B4,165 31 082 2033 B0 0 0 IMEO00 013
P 31,333 $=50 $953 510 445 5,000 5 449 24050 025
it B4 597 $1 251 32,346 B11 774 §5.000 P 774 27500 015
M E 5476 5114 B35/ 0 0 0 24500 026
[ 1,760 53587 31373 %0 0 0 2200 023
M H 512 6 510 B0 50 18| 25800 023
M4l b §370 F11B h254 S0 0 0 24500 018
[y B17 72 33 067 $14 BBO B B0 BB 821 G I ISTs 012
M =) 31 5 B0 ] 0 24800 024
)24 BESE 132 hob 4 B0 50 1K 28750 020
DR 5348 R105 $240 H0 0 0 25 EYS 0189
TH b at=] 214 ba4 0 0 0 200 023
Tx 32,508 e85 31 830 0 '0 0 20853 025
T §E57 5131 5556 G0 £0 0 27000 023
hA o i TEIE T1 Asq T T T FAEOMN A




Modification Calculation Summary

MNeeds Help, Inc.

(1 - Weighting Value)
A

Expected Excess Losses

The Experience Modification Formula
I ighti |
pﬁ,;',::;?}., + Ballast + Wreig IEQ Yl
Losses Value Actual Excess Losses
Expected Weighting Yalue
er?mary + Ballast ; X
Losses Value Expected Excess Losses

¥l oditication
31 381

+0.18 X $405[092

$45277 +

{1 - Weighting Value)
X

Expected Excess Losses

H(1-018) X $120783
$33703 + 31381 +018 X $120753 +(1-048) X $120753

! iiication Fai Moo with N | 05585

0  + 3138 +018 X 0 +(1-018)X 10788
§$33703 + 31381 +018 X $120753 +(1-0.48) X $120753 )




Experience Mod 1.34
Zero Loss Mod 70
Controllable Mod .64




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

\@/ﬁ Additional Income $ 60,000

N

'

-




Original Premise

m 60% of Experience
Modifications OVERSTATED




Where Do You Start?




Be Prepared to Challenge Your
Experience Modification
Worksheet




You Only Have 30 Days
To Challenge




It Begins With the
Payroll Audit




1/1 Effective Date of Policy
2/1 Policy Audited
6/1 Experience Modification Worksheet Promulgated
30 Days to Challenge Inaccuracies

8/1 Unit Statistical Plan Filing Date

(Not challenged — it is Final)



Prior to July

m |s the payroll allocated
correctly?

m Are they the right classification?

m Are the losses and loss reserves
correct?




hat Is an Incurred Loss?

Open Reserves
+

Amount Paid

Incurred Loss




Why should you be concerned
about Class Codes?




Effect of Misclassification

Glaziers Painters
Class Rate Class Rate
5462 17.96 5037 50.72
4130 5. 77 5474 9.25

Additional 12.19 41.47

$100,000 12,190 41,470

$200,000 24,380 82,940



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




Review claims investigation
procedures , including subrogation
and 2"4 injury fund




Review attending physicians
reports and independent medical
reports




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

vocational rehabilitation




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




Request activity checks and
survelillance by insurance
company or 3 party administrator
If appropriate




Determine whether the insurance
company has requested.:

= Appropriate hearings, including
discontinuance

Earning capacity
Vocational rehabllitation
Fraudulent claims
Impartial physicians
Non-compensable claims




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




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

status reports




Your Insurance Company or
Third Party Administrator

Does This For You




Guess What Else

m They Don't Know the
Unit Statistical Plan Filing Date

m They Process Paper. They don't
know how it affects YOU.




Are You Prepared
For your Audit?




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




If the Answer is “YES”....

...| Can Guarantee Your
Experience Modification
Worksheet Is Qverstated




Modification Calculation Summary Needs Help, Inc.

Total Expected Losses 5154 456

P ERTEDR
LOSSES Total Expected Primary Losses $33 703
Total Expected Excess Losses $120 753
Total Unlimited Losses Ta46 371
ACTUAL Total Limited/djusted Losses 450 365
L EEs Total Actual Primary Losses b5 277
Total Actual Excess Losses $405 092
Computed Ballast Walue 31381
COMPUTED
FACTORS Computed Weighting Yalue 0.18
Modification Factor 1.4

ARAF Factor (if applicable) T3



Loss Analysis Meeds Help, Inc.

A # of Limited or
State Date Code Losses Actualloss Adjusted Loss Primary Loss Excess Loss

Itemized/Large Losses

ODC 1022001 1 1 P94 156 94 156 $5.000 P59 156
DC 11152001 5 1 99 B2 99 521 5,000 94 521
DC 10292002 4 1 $53 BOS P53 BOS $5.000 P48 BOS
DC 103202002 4 1 $255,181 $162 500 $5 000 $157 500
Pt 1/2/2002 4 1 F10 4459 $10 445 #5000 55 449
il 152002 4 1 11774 $11.774 5 000 6774
R 242002 B 1 B Ba7 57 2a7 5 000 2987
Minor/Small Losses

DC 112000 & 1 $3 393 53 393 $3 393 H0
Dc 112000 B 1 $1 704 511 $511 0o "
Dc 1712001 =) 2 B2 555 sEE7 soE7 0 "
Dc 112002 4 1 $1 155 $1 155 $1.1585 S0

L 1412001 =] 1 $54 $54 F54 S0

IL 1512001 4 1 51 551 51 551 51,551 S0
M 112000 & 1 sE0S B0 sB0S S0
R 1512001 =) 1 51 212 B1 212 1,212 S0
W] 14172001 5 1 soES FEES HoES 0

W 11/2002 B 1 ke $26 526 G

Grand totals $546,371 $450,369 $45.277 $405,092



Cause of Loss Analysis

Meeds Help, Inc.

Cause
of Loss State Date

Loss Amount

Loss
Identifier Injury Type

Impact on
mod factor

AUTO ACCIDENT

Fall

Getting up from Table

Hepetive Motion Injury

O 104222001 594 156 [unspecified] Fatality 0.1133
Injured Erployes: Darlos Obena
DZ 114152001 599 B21 [unspecified] Back 01186
Infured Employes-Hope Floats, College
Fark, MO sruck buarag inord
mA 152002 511,774 [unspecified] Multiple Body Parts 0.0335
Inured Employes: Fatty Jones vehick
shicl o loe, veh-rolled owver
Group totals $205 551 0.2654
O 10292002 o3 505 [unspecified] Head,L/Shoulder L/Hand 0.07 40
Injured Employes; John Brown, fell on
sidewalk
Group totals $53 605 0.07 40
Pl 122002 510,449  [unspecified] Left kKnee 0.0322
Injured Empployes: Michae! Mann,
twisted khee while getting up fromr table
Group totals $10 449 0.0322
RS 2542002 37987 [unspecified] “WWrist 0.0295
Tnjured Employes; Bunny Bea, due to
repaetitve motiah, iury to whsts
Group totals $7.987 0.0Z298

Slippery Floor



Cause of Loss Analysis Meeds Help, Inc.

Top Causes of Loss

.IJ.IJTQI DCCIDENT

I Fall

_ Setingup from Table
Fepetive hlotion Injury

g g = £ s & s
Total Total impacton
Cause of Loss Loss Amount mod factor
Slippery Floor $255 181 0.1795
AUTO ACCIDENT $205 551 0.2654
Fall 553 (05 0.0740
Getting up from Tahble F10 449 0.0322
Fepetive Motion Injury 57 987 0.0295

Grand totals $5932 773 0.5809



Mod Snapshot MNMeeds Help, Inc.

Effective Date: 142003

The Hey Humbers Mod Breakd own
Total Expected Losses 5154 455
Total Expected Prirmary Losses 533 703 T
Total Expected Excess Losses 5120 723 =50 ra
Total Unlimited Losses 5545 371 1.00 T T
Total Limiteddtdjusted Losses 5450 359 p— A |
Total Actual Prirmmary Losses 545 277 = |
Total Actual Excess Losses $405 092 0.00 - - - T .
CDr‘r‘lputed Ballast “alue 31381 I erai e Current hdod fdiniraurm Cartrallzkble
Computed “Weighting “alue o.18 o] futord Fatered
Modification Factor 1.34
ARAF Factor 1.31
Impact of Specific Losses Actual vs. Expected Losses
Top Large L osse=:
Impact Mo oo Losses by Policy Period
State D ate Actual Loss on Mod Lo
Oz 12052002 F255,181 o.1795 1.1582 $300, 000
Do 1151552001 %99, 521 01186  1.2191 $200,000
BC  Foichuss  senee  coudio Aioter e
E i i - ,
il 1/6/2002 $11,774 0.0335 1.2042 0 o - T -_'
2000 2001 2002
Iﬂn(:tual Limited Losses EExpected Losses I
The Mod Formula
The experience mod formmelac
Actual Primary + Ballast walue +  Wweighting Addusl Excess +|: 1 - Wwesighting :, T Expeded Excess
Los=ses walue Los=es “walue Losses

Expeded Primary S Ballast “Walue + Weighting . Expeded Excess +|: 1 - Weighting :| e Expeded Excess
Los=es Walue Los=es alue

Losses
=The Mod
The experience mod caloculation with yvour datac
$45 277 + 31 381 + a1s = $405 092 +01 - a.1s 1= 120,753
33,703 + 31,381 + 015 = 120,753 +1 - 018 1 x $120,753

= 1.34




Aggregate Loss Sensitivity Analysis

MNeeds Help, Inc.

Change in Aggregate Loss Amount

Estimated Mod

Estimated Premiums

A0% Loss Increase
20% Loss Increase
15% Loss Increase
10% Loss Increase

5% Loss Increase

= NO CHANGE =

5% Loss Decrease
10% Loss Decrease
18% Loss Decrease
20% Loss Decrease

S50% Logs Decrease

1
1

BB
B
A3
A0
37

34

A1
27
24
21
02

Estimated premiums can be shown on this report if vou enter & Manual Premium on the Company Setup page. Your current

Manual Premium is 0 or blank.



Working on existing claims is only
half of the solution

m Safety and Loss Control is the
other half




What Is Your Program for:

m Return to Work
m Wellhess

m Evidence Based Medical
Treatments

m Light Duty




Experience Rating Adjustment

= ERA In 31 Jurisdictions
m Change Iin Formula in 1998

= Medical only Claims Reduced
70%




T
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THE COMPENSATION SITE
WAS ESTABLISHED AS A COLLABORATION
BETWEEN
CREATIVE RISK MANA GEMENT, INC.
&
THE MCLAUGHIIN COMPANY

Our work with our clients demonstrates how
complicated business arrangements have become.

Risk managers, insurance companies, governmental
agencies, lending institutions, any number of
enterprises and individuals have learned that somebody
else is responszible. Solutions are not easily discerned
and those who do not look at all options will find they
are paying a digproportional amount.

We felt one place was needed to accumulate
interrelated information and place links to information
we found useful We hope you find it helpful.

When we find something useful we send a blog to our
clients. If you wish to receive a copy, we will be happy
to add you to our list.

We picked the Devil’s Tower as our logo because it
reminds us that in all contracts the devil is in the
details.

—— el

Home

What We Do

Fees

Wrap-Ups

cCIP

MSHA

Admiralty

Workers Compensation
Claim Reserve Analysis
Payroll Audits

State Mandated

HR Management
Wellnhess Programs
PEO

Certificates

Payroll Services

Solve All Your Payrollfand

Statement of Purpose
How We Work
Speakers Bureau
ocCIP

OSHA

USL&H

Working Outside U.S.
Experience Mods
Evidence Based Medical
FMLA/ADA/HIPAA
Terrorism

Employee Benefits
Union Employees

Use of Subcontractors
Monitoring Certificates

Review



What to look for in 2010

m [nvestment Income continues to be weak
= Premium is shrinking

m California Improvements drove most of
National Performance Combined Ratios:
2006 - .93, 2007 - .99, (without Calif- 1.04)
2001 -1.22

m Medical cost continue to accelerate
medical costs now 60% of all claim
expenditures



What to look for in 2010

= Combined ratio heading up - 2007
Increase to .99 was first uptick in 5 years

= Insurance Company ratings & financial
strength

m State Guarantee Funds
m Reinsurance Market




Wellness Programs

= WIll this reduce your costs?
m Are they worth the effort?
m Are those the right questions?




For a More Detalled Explanation
‘L of Experience Modification . . . .

www.mclaughlin-online.com

WorkersCompensation_DirtyLittleSecrets.pdf



Any Questions?

Info@mclaughlin-online.com




Presented by
The McLaughlin Company

1725 DeSales Street, NW
Washington, DC 20036

202-293-5566
www.mclaughlin-online.com




