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Basic BWC
iRate Making

Presented by

BWC Performance Support and Training

Objectives

o Explain ratemaking basics

Basic Ratemaking

o Explain the elements of ratemaking

o Explain experience period

o Identify base rated vs. experience rated 
employers

o Interpret how rates are modified 

Basic Ratemaking
o Insurance entity

A t i l tio Actuarial section

o Premium payment

Basic Ratemaking

Debit 
Rated

Basis for Rate Making

Base 
Rated

Credit 
Rated

Average 
Expected 
Losses

Premium rates are in effect for one year 
for each employer.

o Private employers

The Policy Year

July 1 – June 30

o Public employers

January 1 – December 31
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A snapshot of the employer’s 
account occurs on the 
following dates.
o Private employers

The Snapshot

o Private employers

December 31

o Public employers

June 30

Dec. 31, 2010
For Rates

07/11 thru 06/11

Dec. 31, 2011
For Rates

07/12 thru 06/12
Green year aging

Private employers

The Experience Period

2010

2009

2008

2007

2006

2011

2010

2009

2008

2007

Green year - aging 
the claim

The oldest four 
years are the 
employer’s 

experience period

June 30, 2010
For Rates

01/11 thru 12/11

June 30, 2011
For Rates

01/12 thru 12/12
Green year aging

Public employers

The Experience Period

2010

2009

2008

2007

2006

2011

2010

2009

2008

2007

Green year - aging 
the claim

The oldest four 
years are the 
employer’s 

experience period

CLAIMS

What are the rating factors used in setting rates?

Rate Making Elements

PAYROLL
NCCI

MANUALS

Employers are assigned 
manual classifications 
that best describe theirNCCI

Manual Classifications

that best describe their 
industrial pursuit.

NCCI
MANUALS

PAYROLL

Payroll is the best measure of 
exposure to a hazard. The larger 
the payroll, the greater the 

Payroll

PAYROLLp y , g
exposure to loss.
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CLAIMS

Claim Costs

MEDICAL COMPENSATION

RESERVE

Base rated
o Average – unmodified rate 

o Recalculated every year

o New employers

Rating Plans 

o New employers

o 64% of employers are base rated

o Experience modifier of 1.0 - average

No capNo cap

The Base Rate

Base rate x EM%Base rate x EM%

Base rateBase rate1.00

AverageAverage

Credit MaxCredit Max

o Average claim costs

o 4 year payroll x expected loss rate

$2 000  E i t d

Employer’s Expected Losses 

o $2,000  = Experience rated

o  $2,000 = Base rated

Merit Rated

o Mandatory - $2,000 or more in 
expected losses

Rating Plans 

expected losses

o Experience modification = EM %

o Rate is driven by claims experience

All “actual” claim costs modified by:

o Reserve amounts at the time
of the snapshot;

Actual Modified Losses

p

o Subrogation;

o Adjustment for max claim                             
value – capped;

o Adjustment for HC%.
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Maximum Claim Value
o Employer’s experience for a single claim

o More is not used in premium calculation

Credibility 
Group

Expected 
Losses Credibility % Maximum 

Claim Value

1 $2,000 6% $12,500

Expected vs. Actual Losses 

o What were the expected losses… 

Compared to what the employer had

o More or less than BWC expected?

o Claims costs > Average losses = Debit rated

Debit Rated  

Base rate X Debit rate = EM 1.01 

• Claims costs < Average losses = Credit rated

Credit Rated  

Below Base Rate = EM 0.99 

Rating Formula  
o Actual costs – Expected Costs / Expected Costs 

= Ratio X Credibility = Modification Rate + 1 = 
Experience Modifier

o Example:   Payroll = $75,000     1 Claim = $5,000p y $ , $ ,

o 1.0333 = Experience Modifier Rate

$5,000 - $3,000
= .667 X .05 = .0333 + 1

$3,000

Base Rate (Average) 2010

o #1430 – smelting, sintering and 
refining – lead and drivers

Average Rates  

refining lead and drivers

= $81.90 per $100 of payroll

o #8901 - telephone or telegraph 
office employees

= $0.13 per $100 of payroll
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•Base rate calculation

D bit t l l ti

How Rates Can Change  

•Debit rate calculation

•Credit rate calculation

Rate Reserving Analysis
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Why Reserve  
To have enough money set aside so that…

o Cost are distributed equitably;

o Protects the state fund;o Protects the state fund;

o No “surprises”;

o Case management;

o It aids actuarial calculations.

Rating Methodology

o The reserving process provides the
ultimate cost of a claim at a specific

MIRA II

ultimate cost of a claim at a specific 
point in time with the information 
available for the claim.

Predicts the
Total Incurred Cost  
of the claim

MIRA II

Rating Methodology
Payments 
made to date MIRA II

Rating Methodology

Reserves
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Direct 
costs  

vs. 
Indirect costsIndirect costs

Direct vs. Indirect costs

Direct vs. Indirect Costs

Medical costs Hiring replacements

Training replacementsCompensation or 
insured costs

Overtime (lost work)O e e ( os o )
BWC claim reserves

Legal expenses

Product /tool damage

Production delays

Loss of business/customer 
goodwill

Components

Each injury has it own prediction logic to:

Start reserving (Buckets)o Start reserving (Buckets)

o Stop reserving (Stop Logic)

o Change the prediction

Type 1Type 1
DeathDeath

Type 2Type 2
PTDPTD

RR
ee
ss
ee

Injury
type

Models
(Buckets)(Buckets) Death Reserve

 Funeral Benefit
 Medical

 PTD Reserve
 Medical

 TT Reserve
 TP Reserve (86)
 LM Reserve
 LMWL Reserve

Final LSS

Claim Status –
active to inactive

Death claim –
No spouse or 
dependent –

DOD not related to

Data Elements

C t

Stop Logic

Type 5
TT

Type 6
Med

Type 9Type 9
PPPP

ee
rr
vv
ee

 LMWL Reserve
 Medical

 Medical
 Medical Reserve

 TT Reserve
 Medical
 TP Reserve (86)
 WL
 PP %PP
 Disfigurement
 Change of 
Occupation
 LM Reserve
 LMWL Reserve

DOD not related to 
claim – no apps

Changeover from 
LT to MO

90 days since 
ARTW date (TT Res 
only)

No comp or med 
paid for 395 days

Cost

Drivers
30 days since PP 
or  % PP paid

Reserves Online Reserves Online
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Reserves Online

Reserves Online
Excel Spreadsheet  for Reserves

Generic Employer 

Online Scenarios

Online Scenarios

Questions?
General Information:
o 1 (800) OHIOBWC or 1 (800) 644-6292

www.ohiobwc.com

T d ’ P t tiToday’s Presentation:
o Debra Riley – 1 (614) 752-4911

Deb.R.1@bwc.state.oh.us
o Sheri Dimmerman – 1 (513) 583-4589

Sheri.D.1@bwc.state.oh.us

BWC Programs

Looking to reduce costs and protect your work 
force? 

Learn more about BWC's incentive programs 
and safety services by visiting us online at 

ohiobwc.com.
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