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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).   
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Understanding Workers’ Compensation: How Rates are Developed  

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! 

Click here to register.  

 

Contact Us! 
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 

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