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UPDATED AUDIT GUIDELINES FOR SOLE PROPRIETOR AND PARTNERSHIP
CERTIFICATES OF INSURANCE

In response to inquiries from the Division of Insurance, we have updated the Audit Guidelines that were
issued on October 24, 2007 (Circular Letter No. 2071). These updated Audit Guidelines do not change
the way in which Sole Proprietor and Partnership Certificates of Insurance will be treated at audit.

The updated Audit Guidelines have a new format that is easier to follow, incorporate the instructions for
issuing Certificates of Insurance that were originally announced on February 14, 2007 (Circular Letter
No. 2045) and contain some clarifying language.

As indicated in previous Circular Letter Nos. 2045, 2057 and 2071 (Circular Letter No. 2057), the purpose
of the Audit Guidelines is to provide consistent application of the Independent Contractor Law,

consistent treatment of Certificates of Insurance, and consistent collection of premium at audit. The
Massachusetts Commissioner of Insurance has approved the standard Workers’” Compensation and
Employers Liability Insurance Policy (“Policy”) and the Massachusetts Workers’ Compensation and
Employers Liability Insurance Manual (“MA Manual”). In accordance with the terms of the Policy and the
provisions of the MA Manual, insurers are entitled to collect premium for all persons engaged in work
for the policyholder that could make the insurer liable under the Massachusetts workers’ compensation
law. As set forth in the Audit Guidelines, policyholders need to provide their insurers with proof that
the persons they have hired are independent contractors or that the employers of any persons
performing work for the policyholder have lawfully secured their workers’ compensation coverage
obligations. If such proof is not provided, premium will be collected for any such persons performing
work for the policyholder.

Since the first issuance of the Audit Guidelines in 2007, a proof of coverage application has become
available for policyholders and insurers to verify whether persons hired by the policyholder have met


https://www.wcribma.org/mass/Products/Circulars/2007_Circulars/cl2071.pdf
https://www.wcribma.org/mass/Products/Circulars/2007_Circulars/cl2045.pdf
https://www.wcribma.org/mass/Products/Circulars/2007_Circulars/cl2045.pdf
https://www.wcribma.org/mass/Products/Circulars/2007_Circulars/cl2057.pdf

their workers’ compensation coverage obligations. The Proof of Coverage Application may be accessed
on the Massachusetts Department of Industrial Accidents web site.

These Guidelines are mandatory for all policies issued through the Residual Market and are strongly
recommended for all policies issued through the Voluntary Market.

Any questions regarding the Audit Guidelines may be addressed to Daniel Crowley, Vice President —
Customer Services at 617-646-7594; dcrowley@wcribma.org or Ellen Keefe, Vice President/General
Counsel at 617-646-7553; ekeefe@wcribma.org.

Daniel M. Crowley, CPCU,

Vice President-Customer Services


http://64.73.26.43/Disclaimer.aspx
mailto:dcrowley@wcribma.org
mailto:ekeefe@wcribma.org

WCRIBMA CIRCULAR LETTER NO. 2199
AUDIT GUIDELINES FOR
SOLE PROPRIETOR AND PARTNERSHIP CERTIFICATES OF INSURANCE

The following audit guidelines shall be followed by carriers when a policyholder provides a Certificate
of Insurance for a sole proprietor or partnership to determine whether payments by the policyholder to
the sole proprietor or partnership should be included in the policyholder’s workers’ compensation
insurance premium basis in accordance with Parts One and Five of the standard Workers’ Compensation
and Employers Liability Insurance Policy (“Policy”) and Rule V-A or Rule IX of the Massachusetts Workers’
Compensation and Employers Liability Insurance Manual.

In Massachusetts, the workers’ compensation insurance Policy does not provide coverage for a sole
proprietor or partner(s) unless those individuals elect coverage for themselves in accordance with G.L.
Chapter 152, section 1(4) and 482 CMR 8.07. As announced in Circular Letter No. 2045, before issuing a
Certificate of Insurance, carriers must determine whether any coverage elections are reflected on a Policy
issued to a sole proprietor or partnership. Based on the carrier’s findings, one of the following comments
must be shown in the Description of Operations section of the Certificate of Insurance. See Exhibit A as an
example.!

COVERAGE ELECTIONS

LEGAL ELECTION COMMENT FOR

STATUS REFLECTED ON POLICY CERTIFICATE OF INSURANCE

Sole Sole proprietor (“SP”) has elected coverage “<SP NAME> is covered by the

Proprietor workers’ compensation policy.”
Sole proprietor (“SP”) has not “The workers’ compensation
elected coverage policy does not provide coverage

for <SP NAME>.”

Partnership All partners have elected coverage “All partners are covered by the
workers’ compensation policy.”

Some but not all partners have “<P NAMES> are covered by the
elected coverage workers’ compensation policy.”

AND“ <P NAMES> are not covered

by the workers’ compensation policy.”

No partners (“P”) have elected coverage “No partners are covered by the
workers’ compensation policy.”

'The ACORD Certificate of Insurance is used countrywide and contains the following question: “Any
Proprietor/Partner/Executive Office/Member Excluded?” It should be noted that In Massachusetts, sole
proprietors, partners (and members of LLCs per the Department of Industrial Accidents) are excluded from
coverage unless they specifically elect to be deemed employees in accordance with G.L. Chapter 152, section 1 (4)
and 452 CMR, sec. 8.07. Corporate/Executive officers are covered as employees unless they qualify for an
exemption in accordance with G.L. Chapter 152, section 1(4) and 452 CMR sec. 8.06. Therefore, it is important to
include a comment on the Certificate of Insurance that specifically states the coverage election of any sole
proprietor or partner, rather than just checking the Y/N box on the ACORD form.



If during an audit, the carrier determines from review of the Certificate of Insurance, that their
policyholder has hired a sole proprietor that has selected coverage for himself or a partnership of which
one or more of the partners have elected coverage for themselves, (<NAME(s)> is covered by the
workers ‘compensation policy is shown on the Certificate of Insurance), then no additional payroll should
be picked up on the policyholder’s policy.

If during an audit, the carrier determines from review of the Certificate of Insurance, that their
policyholder has hired a sole proprietor who has not elected coverage for himself or a partnership of
which none of the partners have elected coverage for themselves, then all payments made to the sole
proprietor or partnership shall be picked up on the policyholder’s policy in accordance with the Policy
and Massachusetts Workers” Compensation and Employers Liability Insurance Manual, Rule IX. The only
possible exceptions are:

A. The policyholder can present satisfactory evidence to the auditor that the sole proprietor or
partnership is a bona fide employer whose employees are covered by the policy identified on
the Certificate of Insurance.’

B. The sole proprietor or partnership cannot prove they have employees, but the policyholder can
prove that the sole proprietor or partnership meets the following three-part test set forth in G.L.
c. 149, section 148B that distinguishes independent contractors from employees:

1. The individual is free from control and direction in connection with the performance of the
service, both under his contract for the performance of service and in fact; and

2. The service is performed outside the usual course of the business of the employer; and

3. The individual is customarily engaged in an independently established trade, occupation,
profession or business of the same nature as that involved in the service performed.

NOTE: In those situations where the Certificate of Insurance is silent on coverage elections for the sole
proprietor or partnership (or when no Certificate of Insurance has been presented), the auditor shall ask
additional questions and obtain additional documentation from the policyholder to determine:

e Whether the sole proprietor or partnership is a bona fide employer as described in footnote 2, or

e Whether the sole proprietor or partnership is an independent contractor or an employee of the
policyholder in accordance with the three-part test referenced above.

%Evidence to establish whether a sole proprietor or partnership is a bona fide employer could include, but is not
limited to, the following types of documents that show the existence of employees: contracts providing size and
scope of work between the policyholder and the sole proprietor or partnership; invoices itemizing work and
materials from a sub-contractor to the general contractor; Employer Identification Numbers (EINs); state and
federal tax forms listing employee and wage information, such as: W2 Forms: Wage and Tax Statements; 940
Forms: Employer’s Annual Federal Unemployment (FUTA) Tax Returns; and/or 941 Forms: Employer’s Quarterly
Federal Tax Returns.
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CERTIFICATE OF LIABILITY INSURANCE

EXHIBIT A

DATE (MIDDIYYYY)

BELOW,
REPRESENTATIVE OR PRODUCER, AND THE CERTIFICATE HOLDER.

THIS CERTIFICATE IS ISSUED AS A MATTER OF INFORMATION ONLY AND CONFERS NO RIGHTS UPON THE CERTIFICATE HOLDER. THIS
CERTIFICATE COES NOT AFFIRMATIVELY OR NEGATIVELY AMEND, EXTEND OR ALTER THE COVERAGE AFFORDED BY THE POLICIES
THIS CERTIFICATE OF INSURANCE DOES NOT CONSTITUTE A CONTRACT BETWEEN THE ISSUING INSURER(S), AUTHQRIZED

certificate halder in lisu of such endorsemeant(s).

IMPORTANT: If the certificate holder is an ADDITIONAL INSURED, the pollcy(les) must be sndorsed. It SUBROGATION IS WAIVED, subject to the
tarms and conditions of the policy, certain policles may require an endorsement. A statement on this ceriificate does not confer rights to the

PRODUGER

"CONTACT
NABIE:

| FAX
iH {AIG, Noj:

-MAIL
DD

INSURER!S) AFFORDING COVERAGE NAIC#

INSURERA :

INSURED

MSURER C:

INSURER F t

COVERAGES

CERTIFICATE NUMBER:

REVISION NUMBER:

THIS IS TO CERTIFY THAT THE POLICIES OF INSURANCE LISTED BELOW HAVE BEEN SSUED TO THE INSURED NAMED ABOVE FOR THE POLICY PERIOD
INDICATED. NOTWITHSTANDING ANY REQUIREMENT, TERM OR CONDITION OF ANY CONTRAGCT OR OTHER DOCUMENT WITH RESPECT TO WHICH THIS
CERTIFICATE MAY BE ISSUED OR MAY PERTAIN, THE INSURANCE AFFORDED BY THE POLICIES DESCRIBED HEREIN /S SUBJECT TO ALL THE TERMS,
EXCLUSIONS AND CONDITIONS OF S8UCH POLICIES. LIMITS SHOWN MAY HAVE BEEN REDUCED BY PAID CLAIMS

AL
R TYPE OF INSURANCE ey POLICY NUMBER | BN TV | MO YYY) LTS
GENERAL LIABLLITY EACH OCCURRENGE [
— FDAWAGE TO RERTED
COMMERCIAL GENERAL LIABILITY I—— l—— PREMISES {Ea occurrence) | §
| cLamis-mace D OOCUR . MED EXP {Any one person) | §
B PERSONAL & ADV INJURY | §
] GENERAL AGGREGATE 3
GEN'L AGGREGATE LIMIT APPLIES PER: PRODUGTS - COMPIOP AGG | §
poucy| |B% [ tioc $
AUTOMOBILE LIABILITY [ | [ R RGLE L1
ANY AUTD BODILY INJURY (Per person} | §
H gl-u'-TgéWED ﬁggmiz BODILY INJURY (Por accldenty| §
HIRED AUTCS Noroanm (e e B
]
[ vBReELLA UAe OCCUR | | EACH GOCURRENCE [
EXCESS LIAB CLAIMS-MADE AGGREGATE 3
DED_, | RETENTIONS [
WORKERS CCWPENSATION IWCQ EES: TA[!TUEI!I-E IWEB.
AND EMPLOYERS LIABILITY YIR
ANY PROPRIETORIPARTHER/EXECUTIVE [— E.L. EACH ACCIDENT s
OF FOUM e EXCUDERT? . E.L DISEASE - EA EMPLOYER §
[Wandatory n NH) X -
1 , daserine
1yes, e, EL DVSEASE- POLICY LMIT | §

Shew Coveraye Electon here e y "John Smitt 5
covered by this workets' sompensation policy ™

DESCRPTION OF OPERATIDI;I.S FLOCAYIONS / VEHICLES {Attach ACORD 104, Additional Remarks Schadule, if more space Is requined)

CERTIFICATE HCLDER

CANCELLATION

SHOULD ANY OF THE ABOVE DESCRIBED POLICIES BE CANCELLED BEFORE
THE EXPIRATION DATE THEREOF, NOTICE WILL BE DELNERED IN
AGCORDANCE WITH THE POLICY PROVISIONS.

AUTHORIZED REPRESENTATIVE

ACORD 25 (2010/05)
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