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Massachusetts Assigned Risk Pool Plan of Operation 

APPENDIX TO THE 
MASSACHUSETTS ASSIGNED RISK POOL PLAN OF OPERATION 

MASSACHUSETTS WORKERS' COMPENSATION ASSIGNED RISK POOL 
PAID LOSS RATIO INCENTIVE PROGRAM 

The following incentive program for servicing carriers in Massachusetts has been developed 
based on paid loss ratio relativities. For each servicing carrier. paid loss ratio relativities will be 
calculated by policy year for Massachusetts assigned risks by dividing the servicing carriers' paid 
loss ratio (to written minus uncollectible premium) by the average paid loss ratio for all servicing 
carriers in the Massachusetts Poo\. 

Program Applicability 

A servicing carrier with premium less than $2.5 million in the Massachusetts Pool is not 
subject to any incentive or disincentive in this state. This is meant to reduce the administration 
cost in dealing with a relatively small servicing carrier. 

This program will be effective beginning with policy year 1993. In other words, the first year 
of paid loss ratios evaluated will be policy year 1993. 

Calculation of Incentives and Disincentives 

There is an aggregate limit on incentives/disincentives of 9 % of premium subject to 
the program. The formulas for calculating the incentives and disincentives are in Exhibit 1. 

Annual Evaluation of Paid Loss Ratios 

Each policy year will have five annual evaluations. The flfst evaluation will be at the 
completion of the policy year (POlicy year 1993 at 12/31194. etc.). The final evaluation for 
policy year 1993 will be based on experience reported as of 12/31/98. 

Incentives/disincentives will be calculated on an annual basis in accordance with the 
page entitled "Determining the Servicing Carrier Fee.· To avoid the back and forth transfer 
of funds and to consider the fact that more immature data is less reliable. not all of the 
calculated incentive/disincentive will be dispensedlbilled for preliminary adjustments. The 
portion of the incentive/disincentive dispensed will depend upon the evaluation number. See 
the chart below as an example for policy year 1993. 
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Evaluation 
Number 

I 
2 
3 
4 
S (Final) 

Massachusetts Assigned Risk Pool Plan of Operation 

pate 

December 31, 1994 
December 31, 1995 
December 31, 1996 
December 31, 1997 
December 31, 1998 

Portion of Incentivel 
Disincentive Pispensed 

20% 
40% 
60% 
80% 

100% 

Each evaluation for a policy year considers losses paid since the beginning of the 
policy year. Because of this, the incentive/disincentive calculated on a subsequent evaluation 
will net out any payments made or received from earlier evaluations. 

Experience Used 

The experience data referred to is the assigned risk portion of business for servicing 
carriers. The data used for calculating incentives will be servicing carrier paid losses, 
written premium, and uncollectible premium as reported quarterly. 

Written premium and paid losses for USL&H and Maritime will be excluded because 
these coverages are not written by all servicing carriers. This experience is not currently 
reported separately. Servicing carriers will be required to report it quarterly by policy year. 
Reporting forms and instructions are being developed and will be distributed to servicing 
carriers as soon as available. 

Loss ratios will be calculated to written premium minus uncollectible premium. 
However, to the extent that Massachusetts Pool rules for a given policy year allow appeals, 
any uncollectible premium which the servicing carrier appeals to obtain servicing carrier 
allowance and wins, will be included. 

Medical Cost Containment Expenses/Allocated Loss Adjustment Expense 

To the extent Massachusetts pool rules for a given policy year provide for 
reimbursements of servicing carriers for medical cost containment, allocated loss adjustment 
expenses, etc., reimbursed expenses will be added to paid losses to calculate the relativities. 
Since such expenses should serve to lower losses, the addition of any such reimbursed 
expenses should not adversely impact a servicing carrier. The average pool paid loss ratios 
would also be adjusted to include any such reimbursed expenses. The purpose of including 
reimbursed expenses would be to discourage servicing carriers from requesting 
reimbursement of costs which are not effective in reducing losses. The statewide average 
servicing carrier fee will be adjusted to the extent that any reimbursements are made for such 
expenses. [See items 1 and 2 on the page entitled "Determining the Servicing Carrier Fee. "] 
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Capping of Losses 

In order to limit the impact of very large losses, paid losses will be capped at 
S250,000 per claiml$500,OOO per occurrence. Losses will be capped at $100,000 per 
claim/$200,OOO per occurrence for preliminary adjustments at the first and second 
evaluations . 

For several reasons, the limit on large losses used in the calculation is lower for earlier 
evaluations of a policy year. Very large losses are not considered in earlier evaluations to 
avoid discouraging servicing carriers from making lump sum payments. Additionally, a very 
large paid loss could have a bigger impact on a servicing carrier's paid loss ratio when the 
policy year is immature. 

Since cumulative paid loss amounts are not reported by claim, this would require 
~ervicing carriers to report losses which should be capped. The loss cap was selected large 
enough so that the administrative burden of reporting individual large paid loss amounts is 
not burdensome. 

Carriers 

This program will be applied on a group basis. The defInition of a group is to be 
found in the Pool Plan of Operation. 
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MassachU5ells Assigned Risk Pool 
Exhibit 1 
Corrected 

FORMULA FOR CALCULATING INCENTIVES AND DISINCENTIVES 

Definition of 
Varigbles 

MR 

!DR 

= 

= 

Maximum Relativity Factor 

Minimum Relativity Factor 

P 

SLR 

= 

= 

Carrier Written Premium Minus Uncollected Premium 

State Average Paid Plus Case Loss Ratio 

Carrier ReI - Carrier Paid Loss Relativity 
= Carrier Paid Loss RatiolState Average Paid Loss Ratio 

Disincentive 

If MR < Carrier ReI, 

= P x SLR x (Carrier ReI - MR) 

Incentive 

If mR > Carrier ReI, 

= P x SLR x (mR - Carrier ReI) 

Premium MiDItnum Maxi_ 
Size 

~ 
~vity Relativity 

Group Paetor l'altar 

Less than $2.5m None None 

$2.5m - $10m .900 1.100 

>$10m - $30m .925 1.075 

>$3Om - $SOm .950 1.050 

Over$SOm .975 1.025 

Note: The maximum Inct:ntivelDlsillct:ntlve Is capped at 9% of premium s"bjed to 
this program. 
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3. ENDORSEMENTS 

a. When requested by the insured, endorsement will be issued within 30 calendar days 
after receipt of request. 

b. When it is determined, based on prior and current audit information, that an 
endorsement is necessary, the carrier must issue such endorsement within 45 
calendar days of making the determination. The carrier must have procedures in 
place to compare fmal audit reports with renewal payrolls and other information to 
determine if any additional endorsements are necessary. 

4. CANCELLATIONS 

a. Cancellations requested by insureds will be processed and Notice of Cancellation 
issued within five working days after receipt of request. 

b. Cancellation and notification pr~ures will be initiated by the carrier in 
accordance with M.G.L., Chapter 152, Sections 63 and 65B, if the insured fails to: 

(1) Pay an Undisputed outstanding premium obligation on a present or prior 
workers' compensation insurance policy. The former carrier, if different 
than the current carrier of record, shall notify the Pool Administrator of 
such undisputed outstanding premium obligation for the prior policy. 

(2) Afford access to its operations for inspection and auditing purposes, after 
the carrier has made at least two good faith attempts to contact the insured, 
one of which has been by certified mail - return receipt requested. 

(3) Demonstrate, in writing, that it has, within 90 calendar days, substantially 
complied, or intends to so comply within a reasonable time, with the 
carrier's reasonable recommendations aimed at reducing a substantial 
increase in the hazard insured against (i.e., those recommendations 
addressing exposures of imminent danger or directed towards preventing 
losses which are expected to increase substantially). 

c. A failure by an insured to comply with b.(I), b.(2}, or b.(3} above shall be deemed 
reasons permitting the mid-term cancellation of a policy pursuant to M.G.L., 
Chapter 152, Section 55A. 
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Massachuseus Assigned Risk Pool Plan of Opcralion 

5. REINSTATEMENTS 

Request for reinstatement must be accepted or denied and communicated to the insured 
within five working days after receipt of request: 

6. CERTIFICATES OF INSURANCE 

Will be issued within five working days after receipt of request. 

Should a policy described in a Certificate of Insurance be canceled before the expiration 
date of such policy, the issuing company will endeavor to give ten (10) days written notice 
to the certificateholder named in the Certificate. 

7. BILLINGS 

Additional and return premium adjustments will be mailed within ten (10) working days of 
recording on company records. 

If additional premium adjustments are not received within 45 calendar days from date of 
mailing, cancellation procedures shall be implemented in accordance with the provisions of 
M.G.L., Chapter 152, Sections 55A, 63 and 65B. 

Billing procedures, where all or a portion of the amount due is disputed, shall include 
prompt redetermination of the amount due and reasonable explanation of the basis for the · 
billing, as necessary; as well as information on how the employer may appeal the billing 
determination. 

Any return premium checks shall be made payable to the insured, unless a valid power of 
attorney is on fIle from the producer of record or a premium finance company; the check 
shall be made on the gross amount of the return premium and a bill for the unearned 
commission shall be sent to the producer of record or an offset may be made against other 
commissions due to the same producer from the carrier on other assigned risk business. 
The check shall be mailed to the payee. 

8. PRODUCER FEES 

The producer will be paid by the carrier as premium is collected. The carrier is required to 
process and mail fee payments within thirty (30) days from the date the policy is issued or 
thirty (30) days from the receipt of premium, whichever is later. The fee payment may 
also be applied to commissions which the producer owes to the carrier from other assigned 
risk policies. 
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minimum frequencies for aU risks except domestic servants. AU 
preliminary physical audits must be completed within 120 calendar days'" of 
the policy effective date. 

1) New Policies: 

(i) Premium range $50;000 and over: A preliminary physical 
audit and a final physical audit must be completed on all risks 
regardless of governing class code. 

(ii) $49,999 to $10,000: A preliminary physical audit and a final 
physical audit must be completed on all risks with the 
following special category governing class codes. All other 
risks must receive a ftnal physical audit. 

Special Catcl:OlY 

Amusements 
Auto Sales/Service 
ConstructionlCarpentrylMasonry 
Farm Rela!Cd 

Food ServicelRestaunnt 
Fuel RelatedlOil/GaslEnergy 
Health Care 
Janitorial 
I ;mdscaping 
Lumbering 
Millwright Work 
Salesperson-Outside 
Security Services 
Sheebnei.al Work 
Stores - Wholesale 
Trucking 

Awlicable 
Class Codes 
9016 
8380,8393 
All Classes 
0016,0036, 
0037,0050 
9079 
All Classes 
8829 
All Classes 
0042 
All Classes 
3724 
8742,8745 
All Classes 
5538 
S018 
AIl Classes 

(iii) $9,999 to $5,000: A preliminary physical audit and a 
final physical audit must be completed on all risks 

with the following special category governing class codes: 
All other risks must receive a final physical audit. 

"'Commonwealth of Massachusetts Regulation 211 CMR 111.00 requires that carriers audit policies issued 
to employee leasing companies within 90 days of the policy effective date. 
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Massachusetts Assigned Risk Pool Plan of Operation 

Special Category 

Carpentry. Detached Dwellings 
Carpentry. Installation of Cabinet 
Work 
Carpentry. 3 stories Or less 
Carpentry NOC 
Concrete or Cement Work 
Concrete Construction 
Contractor-Executive Supervisor 
Insulation Work 
MasonryNOC 
Painting or Paperhanging 
Plumbing 
Roofmg 
Sheet Metal Work 
Trucking NOC 
Wallboard Installation 

Applicable 
Class Codes 

5645 
5437 

5651 
5403 
5221 
5213 
5606 
5479 
5022 
5474 
5183 
554515547 
5538 
7219 
5445 

(iv) $4,999 to $1: A final physical audit must be 
completed on all risks with a construction, carpentIy, 
masonry or trucking governing class code. A final mail or 
telephone audit must be completed for all other risks. 

(v) All premium ranges: A preliminary physical audit and 
a final physical audit must be completed on all risks engaged 
in leasing emplorees to olbers. 

2) Renewal Policies: 

(i) Premium $10,000 and over: A final physical audit must be 
completed on all risks. 

(ii) $9,999 to $1: A fmal physical audit must be completed at 
least once every three years for all risks. A. fmal mail or 
telephone audit must be completed on all risks which are not 
receiving a physical audit 

(iii) All premium ranges: A fmal physical audit must be 
completed on all risks engaged in leasing employees to 
others. 
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