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Vice President

Hilb Rogal & Hobbs of Colorado

Most contractors know that their workers compensation experience modifier can
make or break them in terms of qualifying to bid on a project and being competitive
in their pricing. What many contractors do not understand is that errors are com-
mon, and it is up to them to monitor the accuracy of this critical calculation. This
workshop uses sample work sheets to demonstrate how the experience modifier is
calculated and provide tools for ensuring its accuracy.

➢ Reviews the calculation of an experience modifier and the impact of
large or frequent losses. 

➢ Demonstrates the importance of systematically reviewing work sheets
and how to identify errors that impact premiums.

➢ Shows how the same loss experience produces different modifiers across
states, and the implications for using modifiers as a prequalification tool. 
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Sonja J. Guenther, ALCM, ARM, CIC, CRM
Vice President

Hilb, Rogal & Hobbs of Colorado

Ms. Guenther, who is presenting Workshop W13, “Making ‘Cents’ Out of Experience Modification,” on
Wednesday afternoon, has more than 25 years’ experience in the insurance industry, including proper-
ty/casualty, workers compensation, reinsurance, and excess lines. She has facilitated numerous work-
shops and seminars on topics from basic insurance to statutory issues. In addition to more than 10
years with Hilb, Rogal & Hobbs as Workers’ Compensation Specialist, her experience includes 2 years
with the National Council on Compensation Insurance, where she counseled policyholders, carriers, and
agents on workers compensation issues and worked closely with the Appellate Board and regulatory
agencies on specific cases. She is certified by the Colorado Division of Insurance as a continuing educa-
tion instructor on workers’ compensation topics.

She holds a B.S., cum laude, in Criminal Justice from Regis University in Denver (1992), and the profes-
sional Insurance Institute designations Associate in Risk Management (ARM), Associate in Loss Control
Management (ALCM), Certified Insurance Counselor (CIC), and Certified Risk Manager (CRM).

Her recent industry-related presentations include: American Subcontractors Assn. Safety Awards Pre-
sentation Monitor, December 2005; Associated General Contractors (AGC) Safety Awards Presentation
on “Understanding Experience Mod Factors” and 2005 Legislative update, May 2005; and Rocky Moun-
tain Masonry Institute, “Understanding Experience Modifiers,” May 2004. She is author of Offering Mod-
ified Duty to Your Injured Workers in Colorado, 2nd ed., Jan. 2003 (a complete guide to offering light-
duty within Colorado statutes). Her recent Legislative activities include testimony before Senate Busi-
ness Affairs Committee SB225 in April 2005 and before House Bus. Affairs & Labor Committee,
HB1018, in January 2005. She is a Professionals in Workers’ Compensation member and past president
and also served as Workers’ Compensation Coalition board member and American Subcontractors Asso-
ciation Government Relations Committee member.
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MAKING “CENTS” OF EXPERIENCE MODIFICATION

Sonja J. Guenther
Hilb Rogal & Hobbs of Colorado

I. History behind the Experience Modifier

A. National Council on Compensation Insurance (NCCI)

1. Administrator 39 states/600 insurers

2. Collects claims/payroll data

3. Formulates rates

4. Production of experience modification factors

5. Classification audits/Administration of classification system

B. Monopolistic and non-NCCI states

II. Purpose of the Experience Modification Factor

A. Comparing experience of employers in the same industry

B. Application of appropriate insurance rates based on injury experience

III. Credit Modifiers vs. Debit Modifiers

A. Less than 1.00 vs. Greater than 1.00

B. Debit mod could jeopardize bidding on construction projects

C. Debit-mod employers may be viewed as less than safety-oriented

D. Debit mod factors in which safety plays no part

E. Influences perception/underwriter/pricing of premiums

F. Control areas to help achieve a credit experience mod factor

1. Net-reporting states (use of deductible programs)

2. Auditing experience mod. work sheet for common errors

3. Offering light-duty to injured workers

4. Relationship with designated medical provider
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IV. Timing for the Experience Modifier/Work Sheet

A. Annual production

1. Insurer reports data to rate making authority (NCCI) 6 months before policy re-
newal 

2. Experience mod work sheet released 90 days prior to policy renewal

3. Claims must be reviewed 7 mos. (min.) before policy renewal

V. Reading the Experience Modifier Work Sheet

A. Includes (min.) 3 years of historical injury and payroll data

B. Left to right—reviewing the work sheet and its contents

1. Classification codes and deductible codes

2. ELR and D ratios and their impact to the mod factor

3. Payrolls and how an employer’s size impact the experience mod factor assigned 
them

4. Frequency and severity claims

5. Actual versus Expected losses

6. Catastrophic loss caps

C. Work sheet examples—finding errors

1. Identifying and correcting the most common errors

a. Deductibles/Net reporting

b. Payrolls—Estimated versus Audited

c. Wrap-Up: OCIP, CCIP, PCIP data reporting

D. Preliminary modification factors

1. Rate change is pending in the state

E. Contingent modification factors

1. Rate making authority is missing data
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VI. Business decisions that affect the experience modifier

A. Employer wishes to change to a lower-priced class. code

B. When an employer wants to change their policy renewal date

C. Purchasing/Merging/Selling companies and mod factors used in negotiations

VII. Controllable/Noncontrollable Issues that Impact the Experience Modifier

A. Third-party subrogation on experience mod factors

B. Rate changes in each state/Expected loss rate factors 

C. Using deductibles in net reporting states

D. Offering light-duty with lost-time injuries

E. Legal expenses/Settlement of cases

1. Stay involved in your claim

VIII. Conclusions

A. Roles of employer/Loss control

B. Role of insurance agent

C. Role of the underwriter/insurer
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Making “Cents” of
Experience Modification

Sonja J. Guenther, ALCM, ARM, CIC, CRM
Vice-President, HRH of Colorado

NCCI
• The National Council on Compensation Insurance

– Administrator for 39 States/600 insurers
– Collects claims  and payroll data
– Formulates rates for assigned states
– Produces experience modification factors for each 

employer who meets qualifications
– Performs classification audits 
– Houses the classification system (Scopes Manual)
– Files rules/regulations per state direction:

• ownership
• experience rating
• premium audit rules

2
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Experience Mod Factors (EMRs)
• Compare each employer’s experience to 

that of other employers in the same 
industry
– Debit mod factors

• Greater than 1.00 (“unity mod”/average)
• May jeopardize bidding on jobs
• May be viewed as less than safety-oriented

– Associations
– General Contractors/Owners
– Underwriters/Impact workers’ comp.  premiums

Agencies see an average of 35% error ratio on these 
factor work sheets

3

Situations that Create Debit Mods in 
Which Safety Plays No Role

• Errors /Contingent EMR/Preliminary EMR
• Changing policy periods
• State administrators/NAIC

– Average Mod < or > 1.00
– NCCI adjusts ELR factors to raise mods, 

statewide
• Economic environment

– Layoffs=Lower Payrolls=Higher Mod Factor
– Growth Period=Higher Payrolls=Lower EMR

4
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Experience Mods (continued)
• Credit mods

– Credit on workers’ comp. premiums
– Less than 1.00 (i.e., .75 =25% credit)
– Downside to .50 mod factor

• Fewer markets/lower profit margins
– Impression of a “safe” company

• Underwriters/Premium savings
• Associations
• Peer groups
• General contractors/Owners

5

Ways to Achieve a Credit EMR
SAFETY,  SAFETY, SAFETY
NCCI Net Reporting States:

Alabama Maine
Colorado Maryland
Georgia Missouri
Hawaii New Mexico
Idaho Oklahoma
Iowa Oregon
Kansas South Carolina
Kentucky South Dakota

Source:   NCCI URE Data Reporting, 2002

6
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Achieving a Credit EMR (cont.)
Have insurer/agent/independent firm check accuracy

-200 work sheets annually=35% error ratio

Work with insurer/agent to check classifications 

Designated medical provider/Primary care provider

Claims management
Communication:  Insurer/Agent/Injured Worker

Designated med provider
Adjust reserves (7 mos. pre-renl)

Invoke statutes:  Positive drug test, failure to return to work
Return to work: Temporary 

Progressive
Be committed!

Frequency vs. Severity Claims

7

Reading the NCCI Work Sheet
• Produces annually 90 days prior to policy 

renewal
– Insurers report claims/payroll data to NCCI 6 mos. 

prior to renewal date. 
• Employers/agents must review claims 7 mos. prior to ren’l

– Includes 3 years of historical data
• Situations when mod factor has less/more than 3 years of 

data
– Preliminary mod factors

• Rate changes are pending 
– Contingent mod factors 

• Data is missing
• Employer and agent/insurer should be helping to audit and 

correct any errors  
• Agent should project impact of missing data on the mod factor

8
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Reading the NCCI Work Sheet (cont.)
Codes 9940/41/42, etc. are deductible codes

Claims column has numerous small claims – could be 
an error

ELR expected loss rate factor
• ELR factor times payroll=expected or “allowable” losses
D Ratio – developed loss factors

(Exp. x D=Expected primary losses/under $5k)
Payrolls on the left, by class code
Payrolls should match employer’s final audit, but there are common 
errors:
• payrolls are estimated
• payroll data missing completely
• payrolls reported for  audits in dispute
• payrolls for incorrect  class code
Agent/Insurer should correct errors

Classification Appeals Board
Errors can impact livelihood  – Construction Industry

9

#

10
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NOTE: Deductible codes include

9940 $500 9943 $2000

9941 $1000 9944 $2500

9942 $1500 9945 $5000

12
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Reading the NCCI Work Sheet (cont.)
• Claims data on the right side of page, by 

claim # from the insurer
– Frequency vs. severity claims
– Actual vs. expected claims
– Maximum caps on claim dollars, per state
– Common errors:

• Not the employee of the policyholder
• Not net of deductibles – common error in net states 
• Claims reported into the wrong state data
• Dollars never credited for 3rd-pty. recovery
• Data is for another employer – not combinable

13

Items That Will Affect the
Mod Factor:

• The greater the payrolls, the more deflating effect upon the 
mod factor

• Changing policy periods can result in data not reporting in 
the mod factor (90-day rule)

• Policyholder wants to change class codes for lower rate 
– lower rates likely = lower ELR factors – makes mod factor rise
– lower rate on one class for work. comp. can mean higher rate 

on General Liability policy
• Purchasing/merging co.’s affects the mod 

– client should use it in their negotiations
• Injuries by 3rd parties require subrogation

14



17

W
o

rk
sh

o
p

 W
1

3

More Things That Will Affect the Mod
• Rate changes - ELR factors also change 

• Construction wrap-up projects; OCIPs, CCIPs, ROCIPs

• Offering light duty to injured workers

• Deductibles in net reporting states

• Legal expenses - excluded from mod calculation
» Reserves/settlement dollars are 

included 

15
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