
 

 

Understanding Your 
Insurance: How Rates are 
Developed 
By: Trenton Rapp 
Premium Audit Manager 
 
Rates play a key role in our daily lives.  
Whether it‘s the price of gas, a 
watermelon at the grocery store, or a 
ticket to a movie, rates impact us daily.  
Your workers’ compensation policy is no 
different.  You have various options in 
the marketplace to decide how much 
you are willing to pay for the right 
coverage.  But what exactly goes into 
the rates?  Some of the answers are 
complicated; however, our goal is to 
educate you as a business owner to help 
you understand your coverage. 
 
What is a classification code? 
The first thing to understand is that 
each rate-making bureau establishes 
classification codes for all carriers to use 
within their guidelines. Carriers are 
responsible to follow these bureau 
guidelines to assure data is accurate.  
The goal of this is to classify similar 
operations into a uniform code to allow 
for a high-level view of a specific 
business type over time.  Codes can 
sometimes cover a wide range of 
operations or have limitations set upon 
them.  Proper classification is needed to 
make sure that a higher-risk business 
does not end up grouped with 
operations that have lower risk which 
would alter the rate of that classification 
code unfairly.   

How are the rates determined?   
Each bureau starts with what is referred 
to as a “loss cost” which projects out the 
expected losses with the expected 
premium in a given state.  Insurance 
bureaus obtain information on every 
policy from every carrier then compile it 
to be used in developing the loss costs.  
Data is usually obtained from past policy 
terms that have come to a full 
conclusion; typically 2-3 years after the 
expiration.  Bureaus will use multiple 
years of data to help reduce the impact 
of any dramatic activity that might have 
occurred in any one year.  They will also 
look at trends, regulation changes, court 
rulings, benefit changes, and other 
external events that may impact future 
premium or losses. 

Typically as an individual classification 
becomes less risky the rates will fall over 
time, but as negative developments 
occur the rates tend to climb.  Because 
of this, it’s important for each carrier to 
validate every policy to assure proper 
classification.  Failing to do so can 
negatively impact your business due to 
claims being reported in the wrong 
classification or total premium being 
underreported. 
 
What can I do to limit my costs?  
There are thousands of classification 
codes so feel free to ask questions at 
the beginning of your policy to assure 
that the code selected is correct for your 
business.  Even if your policy has been 
in place for years, classifications do 
change over time and there may be 
changes necessary. 
It’s extremely important to complete 
your audit each term as it will assure a 
yearly review of your business 
classification and individual employee 
classification.  This also assures that 
your data will be used for rate-making in 
your state.  Failure to complete an audit 

will remove your policy from loss cost 
considerations.  If you are like many of 
our policyholders, you didn’t experience 
a claim or only had a minor claim last 
year.  Completing your audit will lead to 
a more accurate rate and help offset 
those other business that had multiple 
claims.  
 
Loss Control 
Utilize our expansive library of resource 
tools to help keep you and your 
employees safe while at work. 
Identifying hazards and claim 
contributors will result in fewer and less 
severe claims. This will help make your 
classification safer and lower the rate 
over time. For more information please 
visit our Risk Management Page. You 
may also review NCCI’s rate-making 
webinars for additional details free of 
charge HERE. 
Please note: NCCI is not the rate-making entity in 
all states, but provides educational information 
free to the public.     

 
Audit Dispute? 
We understand how complicated an 
audit can be for a business owner. On 
average less than 3% of our policies 
result in a second review. If something 
doesn’t look right or clarification is 
needed; please feel free to contact us. 
Disputes are handled by our state-
specific audit analyst who is an expert in 
your state and can assist you with any 
questions you may have. They can be 
contacted by phone (888-500-3344), 
email (click the name below), or fax 
(800-319-0697).   
 

 Gabby Nero  
Ext. 1047 – AL, CT, GA, KY, MS, NC, NH, RI, SC, TN, 
VA, VT, WV 

 Jason Mickey  
Ext. 1431 – DE, MD, NJ, NV, PA 

 Kirsten Ginger  
Ext. 1024 – FL, LA, TX 

 Nancy Gott  
Ext. 7966 – AK, CA, CO, HI, NM, UT 

 Shawn Malik  
Ext. 1119  AR, IA, IL, IN, KS, MI, MN, MO, NE, OK, 
SD, WI 
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Understanding Workers’ Compensation  

Utilize the Insured Service 
Center Today! 

 

View and make changes to all 

FirstComp* policies: 
 

 Sign up for electronic billing—no 

more paper! 

 Pay your bill online 24 hours a day! 
 

Go easy!  Go green!  Go mobile!   

Click here to register.              

mailto:trapp@markelcorp.com
http://www.markelinsurance.com/risk-management-home
https://www.ncci.com/nccimain/Education/CompleteList/Pages/Workers-Comp-Ratemaking-WOD.aspx
https://www.firstcomp.com/firstcomp/?LinkServID=668F0999-F5D5-291D-69CDF13F4D96394A
mailto:gnero@markelcorp.com
mailto:jmickey@markelcorp.com
mailto:kginger@markelcorp.com
mailto:ngott@markelcorp.com
mailto:smalik@markelcorp.com
https://insured.firstcomp.com/index.cfm?event=publicHome


 

 

 *Insurance products and services written or provided by subsidiaries and affiliates of Markel Corp. including, but not limited to: Markel Service, Incorporated; Markel Insurance Services; Markel Insurance Company; Markel American Insurance Company;  
Deerfield Insurance Company; and FirstComp Insurance Company.  Rev. 1/15  Premium Audit Newsletter (1-2015) 

Frequently Asked Questions 
 
Can the audit result in a refund? If the audit 

creates a premium decrease, any credit due will be 

applied to outstanding balances first. Any additional 

credit will be issued as a refund. If the audit creates 

a premium increase, a bill for the additional premi-

um will be included on the next billing statement.                                      

Do I have to complete all sections on the 

audit documents? Please do so unless the infor-

mation is elsewhere (such as a payroll report that 

gives all the employee info).  If something doesn’t 

apply to you just put “N/A.”    

How does the audit affect my current policy 

term? If the audit results in a 25% premium differ-

ence we will automatically adjust the payroll esti-

mate on your current policy using the audit results.  

If this wouldn’t be an accurate projection for the 

current term, contact your agent or the state as-

signed audit analyst to review it.          

Should I list inactive or unpaid officers under 

Section 2 of the audit documents? Yes. Please 

always provide all officer information regardless of 

inactivity or wages.   

Do I have to fill out Section 5 if I am provid-

ing a payroll report? No. However if you are 

providing a payroll report, please provide all job 

duties along with the payroll.               

For information about any of FirstComp’s audit services, please call (888) 500-3344 or email auditdepartment@firstcomp.com 

 

 

     Questions???  
 

Feel free to touch base with 
you agent or a Markel FirstComp 
representative today!  
 

 
Chat:  Click to Chat (Monday - Friday,                       
 8AM - 5PM CST) 
Call:    888-500-3344 
Fax:    866-338-2667 
Write:  P.O. Box 3009, Omaha, NE, 68103-0009 
Email:  customerservice@firstcomp.com 
 

Helpful Links 
U.S. Department of Labor 
FirstComp Insured Service Center  
Certificate of Noncoverage Bulletin  
Arkansas WCC Q & A 
FirstComp Home 
Workerscompensation.com 
Blank Audit Forms 

Regional Audit Focus:  
Arkansas  
Certificates of Non-Coverage:  
What They Are and Who Can Use 
Them 
By Kenneth Kopperud  
Premium Audit Supervisor 
 
 
What is a Certificate of Non-
Coverage? 
  
   In the state of Arkansas you as a 
business owner are responsible for those 
under your employment when it comes 
to workers’ compensation.  While most 
people just think of a traditional 
employee needing this coverage, it also 
expands to any subcontracted work.  If 
you haven’t intended to cover these 
risks, you may be in for a surprise when 
audited at the end of the policy term.   
 
In most states the only remediation to 
subcontractor exposure is to have them 
carry their own workers’ compensation 
policy.  Arkansas, however, has drafted 
an additional option dating back to 
2005.  The state established Certificates 
of Non-Coverage (CNCs) that can be 
utilized by specific individuals that wish 
to exclude themselves from workers’ 
compensation coverage.  This option 
was created due to the number of 
independent business owners that had 
no use for a traditional workers’ 
compensation policy as they had no 
employees and were paying for unused 
coverage. 
 
Who is eligible to obtain a CNC? 
 
Sole Proprietors, Partners, and LLC 
Members are eligible to obtain a CNC for 
each individual owner.  Each owner is 
eligible to file their own; along with a 
$50 payment, to exclude themselves for 
a two year period.  Effective dates are 
determined by the Arkansas Workers 
Compensation Commission once they 
have deemed the individual eligible for 
the CNC.  Please note that there may be 
situations where an individual has a CNC 
yet it still may not apply.   

 
Who is not eligible to obtain a CNC? 
 
CNCs are not intended to be used for 
contract laborers that are vital to your 
business operations and meet the state’s 
definition of an “employee”.  Only 
operations with a valid stand-alone 
business should apply for a CNC.      
 
If a subcontractor that has provided a 
CNC and has employees or laborers, 
those persons must be covered under a 
workers’ compensation policy.  If you 
are utilizing a subcontractor who has 
only presented a CNC, any individual 
person they bring on to the job site may 
become your responsibility in case of a 
claim.   
 
How do I confirm if my 
subcontractor has coverage? 
 
The state of Arkansas has provided two 
look-up options.  One for workers’ 
compensation coverage and the other 
for approved CNCs.  Both searches can 
be found at following website:  http://
www.awcc.state.ar.us/electron.html 
 
You can also request a paper copy of 
either document from the subcontractor 
directly.  This can be validated against 
the search if there are any questions to 
the validity of the document. 
 
Please be sure to review the dates of 
coverage as any lapse may result in 
premium charges to your policy.  Lapses 
in coverage tend not to be realized until 
it is too late. Please make sure to update 
your records appropriately, especially if 
you utilize the same subcontractors over 
multiple projects.   
 
What will I be required to provide 
at audit? 
 
If you are utilizing any subcontractors, 
please be sure to report them on the 
yearly audit.  Keeping records of 
workers’ compensation insurance or filed 
CNCs will assist the auditor in reviewing 
your file and make sure you are not 

charged for anyone with the proper 
documentation to be excluded.  
 
Certificates of Non-Coverage need to be 
filed and approved by the State of 
Arkansas. Once issued, they are valid for 
two years after the approval date, at 
which time the sole proprietor, partner, 
or LLC member must re-apply.  
 
For more information about the 
requirements of Arkansas workers’ 
compensation law, who is eligible for a 
CNC, and for an application, please visit 
the Arkansas Workers’ Compensation 
Commission Website by clicking the 
graphic below. 

 

https://c.velaro.com/visitor/requestchat.aspx?siteid=9553&showwhen=inqueue&deptid=26291&secure=yes
https://c.velaro.com/visitor/requestchat.aspx?siteid=9553&showwhen=inqueue&deptid=26291&secure=yes
mailto:customerservice@firstcomp.com
http://www.dol.gov/dol/topic/workcomp/
https://insured.firstcomp.com
http://www.awcc.state.ar.us/cncnotice.html
http://www.awcc.state.ar.us/joint_bulletin_cnc.pdf
https://www.firstcomp.com/firstcomp/
http://www.workerscompensation.com/
https://agency.firstcomp.com/Documents/Audit%20Form%20%28non-CA%29%20-%20Save%20Before%20Attaching.pdf
mailto:kkopperud@markelcorp.com
http://www.awcc.state.ar.us/revisedforms/forma_with_aff.pdf
http://www.awcc.state.ar.us/revisedforms/forma_with_aff.pdf
http://www.awcc.state.ar.us/electron.html
http://www.awcc.state.ar.us/electron.html
http://www.awcc.state.ar.us/index.html

