THE WORKERS' COMPENSATION RATING
AND INSPECTION BUREAU OF MASSACHUSETTS

December 12, 2025

CIRCULAR LETTER NO. 2454

To All Members and Subscribers of the WCRIBMA:

REVISIONS TO RULE V - BASIS OF PREMIUM - EQUITY
BASED COMPENSATION PLANS

On December 11, 2025, the Massachusetts Division of Insurance approved the
WCRIBMA's attached Filing Memorandum and Exhibits that revised Rule V - Basis of
Premium in the Massachusetts Workers’ Compensation & Employers Liability
Insurance Manual (MA Manual). The revisions clarify and enhance the rules related
to payroll inclusions and payroll exclusions, as they relate to equity-based
compensation plans. These revised rules are effective for new, renewal and
outstanding policies effective on and after 12:01 a.m. on January 1, 2026.

The Internet-based versions of the affected MA Manual pages, accessible at
www.wcribma.org, will be updated soon.

Please contact Dan Crowley (617-646-7594 or dcrowley@wcribma.org) if you have
any questions.
Attachment

DANIEL M. CROWLEY, CPCU
Vice President — Customer Services

101 ARCH STREET -5™ FLOOR, BOSTON, MASSACHUSETTS 02110-1103
(617) 439-9030, FAX (617) 439-6055, www.wcribma.org
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WCRIBMA

THE WORKERS' COMPENSATION RATING
AND INSPECTION BUREAU OF MASSACHUSETTS

FILING MEMORANDUM

REVISIONS TO RULE V - BASIS OF PREMIUM — EQUITY BASED COMPENSATION PLANS

PURPOSE

Workers’ Compensation Rating & Inspection Bureau of Massachusetts (WCRIBMA) staff
participated in a multi-jurisdictional workgroup, which included National Council on
Compensation Insurance, Inc. (NCCI) and the other independent rating organizations, to review
payroll as a basis of premium for workers’ compensation insurance. As part of this review, the
workgroup performed a comprehensive study of equity-based compensation to help assure
consistency in the remuneration used to calculate workers’ compensation premium.

On April 7, 2023, NCCI filed Item B-1448 - Revisions to Basic Manual Rules Related to Payroll
Inclusions and Payroll Exclusions on behalf of workers’ compensation insurers in NCCI states.
With NCCI’s permission, the WCRIBMA has modified NCCI’s Filing Memorandum (Exhibit I)
and proposes to adopt NCCI’s filing, with amendments. As such, this filing includes copyrighted
material of the NCCI, to which NCCI reserves all rights.

The filing clarifies and enhances Massachusetts Workers’ Compensation & Employers Liability
Insurance Manual (MA Manual) Rule V - Basis of Premium related to payroll inclusions and
payroll exclusions.

The following WCRIBMA manuals are impacted by these rule changes:

e Massachusetts Workers Compensation and Employers Liability Insurance Manual

BACKGROUND

Equity-based compensation is defined by the Internal Revenue Service as any compensation paid
that is based on the value of ownership shares or specified stock, regardless of whether there is an
actual transfer of equity. Examples of equity-based compensation include but are not limited to
Stock Transfers, Stock Options, Stock Warrants, Restricted Stock, Restricted Stock Units,
Phantom Stock Plans and Stock Appreciation Rights (Exhibit 2). Equity-based compensation
plans are an increasingly common form of compensation in certain industries. The MA Manual
currently provides limited information regarding the treatment of equity-based compensation plans
for computing premium.

Although the MA Manual currently references Stock Bonus Plans, Profit Sharing and Incentive
Plans, it does not specifically address other forms of equity-based compensation.
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As a result of Employers increasingly offering additional benefits to employees as part of their
compensation plans, carriers and premium audit groups have expressed concerns about the
difficulty in determining payroll for employees who elect these benefits.

Based on the research and gathering of stakeholder feedback by the multi-jurisdictional workgroup
on the treatment of payroll to fund various compensation plans, it was determined that revisions
to the MA Manual rules related to payroll inclusions and payroll exclusions are needed. These
revisions are intended to provide clarity on the treatment of these unique compensation plans and
support consistent and uniform application of employee remuneration.

PROPOSAL

The following is a summary of the key changes proposed to the MA Manual rules related to
payroll inclusions and payroll exclusions:

1. Revise rules for including wages and salaries in payroll, to remove the reference to
retroactive wages or salaries and add references to newly established rules related to
retroactive wages or salaries

2. Establish additional payroll inclusion rules to address the treatment of

e cmployee-authorized reductions for purchasing stock options or stock purchase plans
e employer contributions to the cashless exercise of stock options

e the value of equity-based compensation plans

e deferred compensation payments to current employees

e employee-authorized reductions to fund deferred compensation plans, and
e retroactive wages or salaries paid to a current employee.

3. Establish additional payroll exclusion rules to address the treatment of
e deferred compensation payments to retired or terminated employees
e employer contributions to stock purchase plans
e cemployer contributions to the exercise of stock options
e employer contributions to deferred compensation plans
e the difference earned from purchasing discounted stocks
e the market value of equity-based compensation plans, and
e retroactive wages or salaries paid to a retired or terminated employee.

It is proposed that this Item become applicable with respect to new and renewal policies effective
on and after 12:01 A.M., January 1, 2026.
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IMPACT

As a result of this filing, an employer may see an increase or decrease in premium dependent on
whether the payroll inclusion or payroll exclusion rules being implemented and/or clarified are
different from how the policy is currently being written.

While the overall statewide impact is not available at this time, the updated rules could have
offsetting impacts due to the addition of payroll inclusions and payroll exclusions.

IMPLEMENTATION

The attached exhibits include the proposed changes necessary to implement this filing. Upon
approval by the DOI, the WCRIBMA will publish new Manual pages.

Exhibit 1: NCCI Filing Item B-1448 - Revisions to Basic Manual Rules Related to Payroll
Inclusions and Payroll Exclusions

Exhibit 2: Examples of Equity Based Compensation Plans
Exhibit 3: Marked up MA Manual Rule V- Basis of Premium
Exhibit 4: Revised- clean MA Manual Rule V-Basis of Premium

Exhibit 5: Current MA Manual Rule V-Basis of Premium

Respectfully submitted,

Daniel Crowley, CPCU
Vice President - Residual Market and Customer Services
WCRIBMA
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National Council on Compensation Insurance, Inc. B-1448

(Applies in: AK, AL, AR, AZ, CO, CT, DC, GA, HI, IA, ID, IL, IN, KS, KY, LA Page 1 of 6
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Filing Memorandum

Item B-1448—Revisions to Basic Manual Rules Related to Payroll Inclusions and Payroll Exclusions

Purpose

This item clarifies and enhances NCClI's Basic Manual for Workers Compensation and Employers Liability Insurance
(Basic Manual) rules related to payroll inclusions and payroll exclusions.

Background
Compensation Plans

Employers are increasingly offering additional benefits to employees as part of their compensation plans. Examples of the
compensation packages and programs offered include deferred wage agreements, restricted stock units, stock purchase
plans, stock options, and other equity-based compensation plans. Carriers and premium audit groups have expressed
concerns about the difficulty in determining payroll for employees who elect these benefits.

NCCI completed research and gathered valuable stakeholder feedback on treating payroll for employee-elected salary
reductions to fund various compensation plans. Based on this research, additional rules are needed in the Basic Manual
related to payroll inclusions and payroll exclusions. These additional rules will clarify how to treat payroll for these unique
compensation plans and support consistent and uniform application of payroll.

Expense Allowances

A review was also completed to address concerns received from carriers related to expense allowances. In 2016, NCCI
filed ltem B-1433—Revisions to Basic Manual Rule 1—Classification Assignment and Rule 2—Premium Basis and
Payroll Allocation to increase the maximum amount for expense reimbursements without verifiable receipts from $30 to
$75 per day. Since the implementation of ltem B-1433, NCCl received inquiries and requests for clarification. Based on
the inquiries and requests received, NCCI recommends revisions to the Basic Manual rules related to payroll inclusions
and payroll exclusions to clarify that:

¢ the employer’s expense receipts must be verifiable, and

* allowable expenses must be paid in addition to, not in lieu of, wages earned by the employee, to exclude such expenses
from payroll.

Additionally, all the rules related to the inclusion or exclusion of expense allowances were revised to ensure clarity and
consistency between the rules.

Proposal

The following is a summary of the key changes proposed to NCClI’s Basic Manual rules related to payroll inclusions
and payroll exclusions:

1. Revise the payroll inclusions rules

* Rules for including wages and salaries in payroll, to remove the reference to retroactive wages or salaries and
add references to newly established rules related to retroactive wages or salaries

* Rules for including employee-authorized reductions from gross pay in payroll, to update the content for consistency
with NCCI's writing standards and add related references, and

* Rules for including expense reimbursements in payroll, to clarify that employer records must be verifiable and
update the content for consistency between the rules.

2. Revise the payroll exclusion rule, Rules for excluding from the audit reimbursed expenses and flat expense allowances,
to clarify that expense allowances must be paid in addition to, and not in lieu of, wages and update the content for

The enclosed materials are copyrighted materials of the National Council on Compensation Insurance, Inc. ("NCCI"). The use of these materials may be governed by a
separate contractual agreement between NCCI and its licensees such as an affiliation agreement between you and NCCI. Unless permitted by NCCI, you may not copy,
create derivative works (by way of example, create or supplement your own works, databases, software, publications, manuals, or other materials), display, perform, or use
the materials, in whole or in part, in any media. Such actions taken by you, or by your direction, may be in violation of federal copyright and other commercial laws. NCCI does
not permit or acquiesce such use of its materials. In the event such use is contemplated or desired, please contact NCCl's Legal Department for permission.

© Copyright 2023 National Council on Compensation Insurance, Inc. All Rights Reserved.
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Filing Memorandum

Item B-1448—Revisions to Basic Manual Rules Related to Payroll Inclusions and Payroll Exclusions

consistency between the rules.

3. Eliminate the rule, Rules for excluding from payroll expense reimbursements, to reduce redundancy and ensure
consistency between the rules.

4. Establish a new rule, Rules for excluding from payroll a maximum daily expense allowance for nonverified expenses
incurred on overnight business, for clarity and consistency between the rules.

5. Establish additional payroll inclusion rules to address the treatment of
» employee-authorized reductions for purchasing stock options or stock purchase plans
« employer contributions to the cashless exercise of stock options
» the value of equity-based compensation plans
» deferred compensation payments to current employees
« employee-authorized reductions to fund deferred compensation plans, and
« retroactive wages or salaries paid to a current employee.
6. Establish additional payroll exclusion rules to address the treatment of
« deferred compensation payments to retired or terminated employees
« employer contributions to stock purchase plans
- employer contributions to the exercise of stock options
« employer contributions to deferred compensation plans
« the difference earned from purchasing discounted stocks
» the market value of equity-based compensation plans, and

» retroactive wages or salaries paid to a retired or terminated employee.

Impact

Payroll Inclusions and Payroll Exclusions

An employer may see an increase or decrease in premium dependent on whether the payroll inclusion or payroll exclusion rules
being implemented and/or clarified are different from how the policy is currently being written.

While the overall statewide impact is not available at this time, the updated rules could have offsetting impacts due to the addition of
payroll inclusions and payroll exclusions.

Expense Allowances
An employer may see an increase in premium if the employer’s payroll increases because of the expense allowance revisions.

Statewide premium impact is not quantifiable but is expected to be negligible.

The enclosed materials are copyrighted materials of the National Council on Compensation Insurance, Inc. ("NCCI"). The use of these materials may be governed by a
separate contractual agreement between NCCI and its licensees such as an affiliation agreement between you and NCCI. Unless permitted by NCCI, you may not copy,
create derivative works (by way of example, create or supplement your own works, databases, software, publications, manuals, or other materials), display, perform, or use
the materials, in whole or in part, in any media. Such actions taken by you, or by your direction, may be in violation of federal copyright and other commercial laws. NCCI does
not permit or acquiesce such use of its materials. In the event such use is contemplated or desired, please contact NCCl's Legal Department for permission.

© Copyright 2023 National Council on Compensation Insurance, Inc. All Rights Reserved.
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Item B-1448—Revisions to Basic Manual Rules Related to Payroll Inclusions and Payroll Exclusions

Exhibit Comments and Implementation Summary

Exhibit Exhibit Comments Implementation Summary
Multistate Exhibits
1 Details the revisions to the rule, Rules for including wages » In all states where applicable, except Hawaii,
and salaries in payroll (Rule ID: BM-PAYI-R5CC5), in NCCl's this item is to become effective for new and
Basic Manual. renewal policies with effective dates on and
- Applies in AK, AL, AR, AZ, CO, CT, DC, GA, HI, IA, ID, after 12:01 a.m. on January 1, 2024.
IL. IN. KS. KY. LA. MD. ME. MO. MS. NE. NH. NM. NV. | * In Hawaii, the effective date will be
OK, OR, RI, SC, SD, TN, TX, UT, VA VT. WV determined upon regulatory approval of the
individual carrier's election to adopt this
» Refer to state exhibit for MT change.
2 Details the revisions to the rule, Rules for including

employee-authorized reductions from gross pay in payroll

(Rule ID: BM-PAYI-R6090), in NCCI's Basic Manual.

« Appliesin AK, AL, AR, AZ, CO, CT, DC, GA, HI, IA, ID,
IL, IN, KS, KY, LA, MD, ME, MO, MS, MT, NE, NH, NM,
NV, OR, RI, SC, SD, TN, TX, UT, VA, VT, WV

» Refer to state exhibit for OK

3 Details the revisions to the rule, Rules for including expense
reimbursements in payroll (Rule ID: BM-PAYI-RC30B), in
NCCl’'s Basic Manual.
« Appliesin AK, AL, AR, CO, CT, DC, GA, HI, IA, ID, IL,
IN, KS, KY, LA, MD, ME, MO, NE, NH, NM, NV, OK,
OR, RI, SC, SD, TN, UT, VA, VT, WV

» Refer to state exhibits for AZ, MS, MT, TX

4 Details the revisions to the rule, Rules for excluding from the
audit reimbursed expenses and flat expense allowances
(Rule ID: BM-PAYE-RB65F), in NCCl’'s Basic Manual.

« Appliesin AL, AR, AZ, CO, CT, DC, GA, HI, IA, ID, IL,
IN, KS, KY, LA, MD, ME, MO, MS, MT, NE, NH, NM,
NV, OK, OR, RI, SC, SD, TN, TX, UT, VA, VT, WV

» Refer to state exhibits for AK

5 Details the elimination of the rule, Rules for excluding from
payroll expense reimbursements (Rule ID: BM-PAYE-
R168D), in NCCl's Basic Manual.

« Appliesin AK, AL, AR, AZ, CO, CT, DC, GA, HI, IA, ID,
IL, IN, KS, KY, LA, MD, ME, MO, MS, MT, NE, NH, NM,
NV, OK, RI, SC, SD, TN, TX, UT, VA, VT, WV

» Refer to state exhibits for OR

The enclosed materials are copyrighted materials of the National Council on Compensation Insurance, Inc. ("NCCI"). The use of these materials may be governed by a
separate contractual agreement between NCCI and its licensees such as an affiliation agreement between you and NCCI. Unless permitted by NCCI, you may not copy,
create derivative works (by way of example, create or supplement your own works, databases, software, publications, manuals, or other materials), display, perform, or use
the materials, in whole or in part, in any media. Such actions taken by you, or by your direction, may be in violation of federal copyright and other commercial laws. NCCI does
not permit or acquiesce such use of its materials. In the event such use is contemplated or desired, please contact NCCl's Legal Department for permission.

© Copyright 2023 National Council on Compensation Insurance, Inc. All Rights Reserved.
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Exhibit Exhibit Comments Implementation Summary

6 Details the establishment of the rule, Rules for excluding
from payroll a maximum daily expense allowance for
nonverified expenses incurred on overnight business (Rule
ID: BM-PAYE-AACOF), in NCClI’s Basic Manual.

+ Applies in AK, AL, AR, AZ, CO, CT, DC, GA, HI, IA, ID,
IL, IN, KS, KY, LA, MD, ME, MO, MT, NE, NH, NM, NV,
OK, OR, RI, SC, SD, TN, UT, VA, VT, WV

» Refer to state exhibits for MS, TX

7 Details the establishment of the following payroll inclusion
rules in NCClI’'s Basic Manual-

* Rules for including employee-authorized reductions for
purchasing stock options or stock purchase plans in
payroll (Rule ID: BM-PAYI-EAOE4)

* Rules for including employer contributions to the
cashless exercise of stock options in payroll (Rule ID:
BM-PAYI-EA932)

« Rules for including the value of equity-based
compensation plans in payroll (Rule ID: BM-PAYI-
TCF8E)

* Rules for including deferred compensation payments to
current employees in payroll (Rule ID: BM-PAY]-
DA240)

* Rules for including employee-authorized reductions to
fund deferred compensation plans in payroll (Rule ID:
BM-PAYI-EA9A2)

* Rules for including retroactive wages or salaries paid to
a current employee in payroll (Rule ID: BM-PAYI-
RFD81)

+ Applies in AK, AL, AR, AZ, CO, CT, DC, GA, HlI, IA, ID,
IL, IN, KS, KY, LA, MD, ME, MO, MS, MT, NE, NH, NM,
NV, OK, OR, RI, SC, SD, TN, TX, UT, VA, VT, WV

8 Details the establishment of the following payroll exclusion
rules in NCCI's Basic Manual-

» Rules for excluding from payroll deferred compensation
payments to retired or terminated employees (Rule ID:
BM-PAYE-DA049)

* Rules for excluding from payroll employer contributions
to stock purchase plans (Rule ID: BM-PAYE-EACO0A)

The enclosed materials are copyrighted materials of the National Council on Compensation Insurance, Inc. ("NCCI"). The use of these materials may be governed by a
separate contractual agreement between NCCI and its licensees such as an affiliation agreement between you and NCCI. Unless permitted by NCCI, you may not copy,
create derivative works (by way of example, create or supplement your own works, databases, software, publications, manuals, or other materials), display, perform, or use
the materials, in whole or in part, in any media. Such actions taken by you, or by your direction, may be in violation of federal copyright and other commercial laws. NCCI does
not permit or acquiesce such use of its materials. In the event such use is contemplated or desired, please contact NCCl's Legal Department for permission.

© Copyright 2023 National Council on Compensation Insurance, Inc. All Rights Reserved.
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Exhibit Exhibit Comments Implementation Summary

* Rules for excluding from payroll employer contributions
to the exercise of stock options (Rule ID: BM-PAYE-
EAG04)

* Rules for excluding from payroll employer contributions
to deferred compensation plans (Rule ID: BM-PAYE-
EEBCD)

* Rules for excluding from payroll the difference earned
from purchasing discounted stocks (Rule ID: BM-PAYE-
TAOCB)

« Rules for excluding from payroll the market value of
equity-based compensation plans (Rule ID: BM-PAYE-
TA091)

* Rules for excluding from payroll retroactive wages or
salaries paid to a retired or terminated employee (Rule
ID: BM-PAYE-RA72E)

+ Applies in AK, AL, AR, AZ, CO, CT, DC, GA, HI, IA, ID,
IL, IN, KS, KY, LA, MD, ME, MO, MS, MT, NE, NH, NM,
NV, OK, OR, RI, SC, SD, TN, TX, UT, VA, VT, WV

State Exhibits

9 Details the revisions to the rule, Rules for excluding from the | This item is to become effective for new and
audit reimbursed expenses and flat expense allowances renewal policies with effective dates on and after
(Rule ID: BM-PAYE-RBG65F), in NCClI's Basic Manual for 12:01 a.m. on January 1, 2024.
Alaska.

9 Details the revisions to the rule, Rules for including expense

reimbursements in payroll (Rule ID: BM-PAYI-RC30B), in
NCCI's Basic Manual for Arizona.

9 Details the revisions to the following rules in NCCI's Basic

Manual for Montana:

* Rules for including wages and salaries in payroll (Rule
ID: BM-PAYI-R5CC5), and

* Rules for including expense reimbursements in payroll
(Rule ID: BM-PAYI-RC30B).

9 Details the revisions and establishment of the following rules

in NCCI’'s Basic Manual for Mississippi:

* Rules for including expense reimbursements in payroll
(Rule ID: BM-PAYI-RC30B), and

* Rules for excluding from payroll a maximum daily
expense allowance for nonverified expenses incurred on
overnight business (Rule ID: BM-PAYE-AACOF).

9 Details the revisions to the rule, Rules for including

The enclosed materials are copyrighted materials of the National Council on Compensation Insurance, Inc. ("NCCI"). The use of these materials may be governed by a
separate contractual agreement between NCCI and its licensees such as an affiliation agreement between you and NCCI. Unless permitted by NCCI, you may not copy,
create derivative works (by way of example, create or supplement your own works, databases, software, publications, manuals, or other materials), display, perform, or use
the materials, in whole or in part, in any media. Such actions taken by you, or by your direction, may be in violation of federal copyright and other commercial laws. NCCI does
not permit or acquiesce such use of its materials. In the event such use is contemplated or desired, please contact NCCl's Legal Department for permission.

© Copyright 2023 National Council on Compensation Insurance, Inc. All Rights Reserved.
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Exhibit

Exhibit Comments

Implementation Summary

employee-authorized reductions from gross pay in payroll
(Rule ID: BM-PAYI1-R6090), in NCCI's Basic Manual for
Oklahoma.

Details the elimination of the rule, Rules for excluding from
payroll expense reimbursements (Rule ID: BM-PAYE-
R168D), in NCCI's Basic Manual for Oregon.

Details the revisions and establishment of the following rules

in NCClI's Basic Manual for Texas:

* Rules for including expense reimbursements in payroll
(Rule ID: BM-PAYI-RC30B), and

« Rules for excluding from payroll a maximum daily

expense allowance for nonverified expenses incurred on
overnight business (Rule ID: BM-PAYE-AACOF).

The enclosed materials are copyrighted materials of the National Council on Compensation Insurance, Inc. ("NCCI"). The use of these materials may be governed by a
separate contractual agreement between NCCI and its licensees such as an affiliation agreement between you and NCCI. Unless permitted by NCCI, you may not copy,
create derivative works (by way of example, create or supplement your own works, databases, software, publications, manuals, or other materials), display, perform, or use
the materials, in whole or in part, in any media. Such actions taken by you, or by your direction, may be in violation of federal copyright and other commercial laws. NCCI does
not permit or acquiesce such use of its materials. In the event such use is contemplated or desired, please contact NCCl's Legal Department for permission.

© Copyright 2023 National Council on Compensation Insurance, Inc. All Rights Reserved.
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Item B-1448—Revisions to Basic Manual Rules Related to Payroll Inclusions and Payroll Exclusions

Exhibit 1
Basic Manual—Effective 2021
(Applies in: AK, AL, AR, AZ, CO, CT, DC, GA, HI, IA, ID, IL,
IN, KS, KY, LA, MD, ME, MO, MS, NE, NH,
NM, NV, OK, OR, RI, SC, SD, TN, TX, UT, VA, VT, WV)

Rules for including wages and salaries in payroll
Rule ID: BM-PAYI-R5CC5
Effective Date: Nevermber-1,-2021 January 1, 2024

Include current wages or salaries,-andretreactive-wages-ersalaries; paid during the current policy period in payroll.
References
Refer to

e Rules for including retroactive wages or salaries paid to a current employee in payroll, and
e Rules for excluding from payroll retroactive wages or salaries paid to a retired or terminated employee.

© Copyright 2023 National Council on Compensation Insurance, Inc. All Rights Reserved.
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Exhibit 2
Basic Manual—Effective 2021
(Applies in: AK, AL, AR, AZ, CO, CT, DC, GA, HI, IA, ID, IL,
IN, KS, KY, LA, MD, ME, MO, MS, MT, NE, NH,
NM, NV, OR, RI, SC, SD, TN, TX, UT, VA, VT, WV)

Rules for including employee-authorized reductions from gross pay in payroll
Rule ID: BM-PAYI-R6090
Effective Date: Nevermber-1,-2021 January 1, 2024

Include payments for employee-authorized reductions from gross pay in payroll.

Employee-authorized reductions from gross pay
Examples of paymentsPayments for employee-authorized reductions from gross pay includeare-asfelows:

e salary reductions

*  health savings accounts (HSAs)

e flexible spending accounts (FSAs)
*  employee savings plans

* retirement plans, erand

e cafeteria plans, including IRC 125 plans.

References
Refer to

. Rules for including employee-authorized reductions for purchasing stock options or stock purchase plans in payroll
. Rules for including employee-authorized reductions to fund deferred compensation plans in payroll, and
o NCCl's Basic Manual User's Guide for an example of cafeteria plans.

© Copyright 2023 National Council on Compensation Insurance, Inc. All Rights Reserved.
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Exhibit 3
Basic Manual—Effective 2021
(Applies in: AK, AL, AR, CO, CT, DC, GA, HI, IA, ID, IL, IN,
KS, KY, LA, MD, ME, MO, NE, NH,
NM, NV, OK, OR, RI, SC, SD, TN, UT, VA, VT, WV)

Rules for including nonverified expense reimbursements and flat expense allowances in payroll
Rule ID: BM-PAYI-RC30B
Effective Date: Nevember1-2021 January 1, 2024

Include expense reimbursements and flat expense allowances paid to employees in payroll whenif the employer's verifiable records do not

verifyyconfirm that the employee expense or allowance was incurred as a valid business expense.

© Copyright 2023 National Council on Compensation Insurance, Inc. All Rights Reserved.
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Exhibit 4
Basic Manual—Effective 2021
(Applies in: AL, AR, AZ, CO, CT, DC, GA, HI, IA, ID, IL, IN,
KS, KY, LA, MD, ME, MO, MS, MT, NE, NH,
NM, NV, OK, OR, RI, SC, SD, TN, TX, UT, VA, VT, WV)

Rules for excluding from the-auditpayroll verified expense reimbursements reimbursed-expenses and flat expense
allowances

Rule ID: BM-PAYE-RB65F

Effective Date: Nevember1,-2021 January 1, 2024

Exclude from the-auditpayroll reimbursement-expensesexpense reimbursements and flat expense allowances paid to employees only when all of these
following-conditions are met:

*  The employer's verifiable records confirm that the expenses or allowances are incurred_as a valid-ferthe business expense-efthe-employer.
*  The amount of each employee's expense or allowance is shown separately in the employer records.
*  The amount of the expense or allowance approximates the actual expense incurred by the employee in the conduct of their work.

*  The expense reimbursements and/or flat expense allowances paid to the employee must be in addition to, not in lieu of, the wages earned by the

employee.

© Copyright 2023 National Council on Compensation Insurance, Inc. All Rights Reserved.
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Exhibit 5
Basic Manual—Effective 2021
(Applies in: AK, AL, AR, AZ, CO, CT, DC, GA, HL, IA, ID, IL, IN,
KS, KY, LA, MD, ME, MO, MS, MT, NE, NH,
NM, NV, OK, RI, SC, SD, TN, TX, UT, VA, VT, WV)

© Copyright 2023 National Council on Compensation Insurance, Inc. All Rights Reserved.
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Item B-1448—Revisions to Basic Manual Rules Related to Payroll Inclusions and Payroll Exclusions

Exhibit 6
Basic Manual—Effective 2021
(Applies in: AK, AL, AR, AZ, CO, CT, DC, GA, HL, IA, ID, IL, IN,
KS, KY, LA, MD, ME, MO, MT, NE, NH,
NM, NV, OK, OR, RI, SC, SD, TN, UT, VA, VT, WV)

Rules for excluding from payroll a maximum daily expense allowance for nonverified expenses incurred on overnight

business
Rule ID: BM-PAYE-AACOF
Effective Date: January 1, 2024

Exclude from payroll a maximum expense allowance of up to $75 per day when

* it can be verified that the employee was away from home overnight on business for the employer

* the employer did not maintain verifiable records for the employee’s daily incurred business expenses, and

* the daily expense allowance paid to the employee is in addition to, not in lieu of, the wages earned by the employee.

Include the remaining nonverified daily business expenses in excess of $75 per day in payroll.

References
Refer to Rules for excluding from payroll allowable travel expenses for information about contractual allowable travel expenses.
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Item B-1448—Revisions to Basic Manual Rules Related to Payroll Inclusions and Payroll Exclusions

Exhibit 7
Basic Manual—Effective 2021
(Applies in: AK, AL, AR, AZ, CO, CT, DC, GA, HI, IA, ID, IL, IN,
KS, KY, LA, MD, ME, MO, MS, MT, NE, NH,
NM, NV, OK, OR, RI, SC, SD, TN, TX, UT, VA, VT, WV)

Rules for including employee-authorized reductions for purchasing stock options or stock purchase plans in payroll
Rule ID: BM-PAYI-EAQOE4
Effective Date: January 1, 2024

Include employee-authorized reductions from an employee’s gross pay for purchasing stock options or qualified or nonqualified employee stock
purchase plans (ESPP) in payroll. The salary reduction amounts are included in payroll for the policy year in effect when the salary reduction was made,
even when the plan is a portion of a cafeteria plan.

References
Refer to

. Rules for including employee-authorized reductions from gross pay in payroll
. Rules for including employee-authorized reductions to fund deferred compensation plans in payroll, and
. Rules for excluding from payroll employer contributions to stock purchase plans.

Rules for including employer contributions to the cashless exercise of stock options in payroll
Rule ID: BM-PAYI-EA932
Effective Date: January 1, 2024

Include employer contributions to an employee's cashless exercise of stock options in payroll.

Payment exceptions
Exclude from payroll employer contributions to the exercise of stock options except for employer contributions to an employee’s cashless exercise of
stock options.

References
Refer to Rules for excluding from payroll employer contributions to the exercise of stock options.

Rules for including the value of equity-based compensation plans in payroll
Rule ID: BM-PAYI-TCFSE
Effective Date: January 1, 2024

Include the value of equity-based compensation plans, other than stock options and stock purchase plans, at the time of vesting in payroll. This applies
when vesting is on a scheduled or annual basis, such as

¢ graded vesting

e scheduled cliff vesting

e  performance goals vesting, and

. milestone anniversaries vesting.

Equity-based compensation plans other than stock options and stock purchase plans
Equity-based compensation plans, other than stock options and stock purchase plans, include

e stocktransfers

e  stockwarrants

. restricted stock

. restricted stock units
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Item B-1448—Revisions to Basic Manual Rules Related to Payroll Inclusions and Payroll Exclusions

Exhibit 7 (Cont’d)
Basic Manual—Effective 2021
(Applies in: AK, AL, AR, AZ, CO, CT, DC, GA, HI, IA, ID, IL, IN,
KS, KY, LA, MD, ME, MO, MS, MT, NE, NH,
NM, NV, OK, OR, RI, SC, SD, TN, TX, UT, VA, VT, WV)

. phantom stock plans, and
e  stock appreciation rights.

References
Refer to

. Rules for including employee-authorized reductions for purchasing stock options or stock purchase plans in payroll
. Rules for including employer contributions to the cashless exercise of stock options in payroll

. Rules for excluding from payroll employer contributions to stock purchase plans

. Rules for excluding from payroll employer contributions to the exercise of stock options, and

. Rules for excluding from payroll the market value of equity-based compensation plans.

Rules for including deferred compensation payments to current employees in payroll
Rule ID: BM-PAYI-DA240
Effective Date: January 1, 2024

Include deferred compensation distribution payments made to current employees from an employer's contributions to previously deferred wages in
payroll. This applies to amounts paid during the policy period.

References
Refer to Rules for excluding from payroll deferred compensation payments to retired or terminated employees.

Rules for including employee-authorized reductions to fund deferred compensation plans in payroll
Rule ID: BM-PAYI-EA9A2
Effective Date: January 1, 2024

Include the amount by which an employee's salary is reduced from gross pay to fund an employee-authorized deferred compensation plan in payroll.
The salary reduction amounts are included in payroll for the policy year in effect when the salary reduction was made, even when the planiis a
portion of a cafeteria plan.

Employee-authorized deferred compensation plans
Employee-authorized deferred compensation plans include

*  pension plans

*  equity-based compensation plans, and

¢  otherdeferral plans.

References
Refer to

. Rules for including employee-authorized reductions from gross pay in payroll

. Rules for including employee-authorized reductions for purchasing stock options or stock purchase plans in payroll, and

. Rules for excluding from payroll employer contributions to stock purchase plans.
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Item B-1448—Revisions to Basic Manual Rules Related to Payroll Inclusions and Payroll Exclusions

Exhibit 7 (Cont’d)
Basic Manual—Effective 2021
(Applies in: AK, AL, AR, AZ, CO, CT, DC, GA, HI, IA, ID, IL, IN,
KS, KY, LA, MD, ME, MO, MS, MT, NE, NH,
NM, NV, OK, OR, RI, SC, SD, TN, TX, UT, VA, VT, WV)

Rules for including retroactive wages or salaries paid to acurrent employee in payroll
Rule ID: BM-PAYI-RFD81
Effective Date: January 1, 2024

Include in payroll retroactive wages or salaries paid to a current employee when
*  the payment is within the three-year audit period of the policy, and
*  the employee was actively employed by the employer

. at the time wages or salaries were paid, or

o during any portion of the current policy period.

References
Refer to Rules for excluding from payroll retroactive wages or salaries paid to a retired or terminated employee.
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Item B-1448—Revisions to Basic Manual Rules Related to Payroll Inclusions and Payroll Exclusions

Exhibit 8
Basic Manual—Effective 2021
(Appliesin: AK, AL, AR, AZ, CO, CT, DC, GA, HI, IA, ID, IL, IN,
KS, KY, LA, MD, ME, MO, MS, MT, NE, NH,
NM, NV, OK, OR, RI, SC, SD, TN, TX, UT, VA, VT, WV)

Rules for excluding from payroll deferred compensation payments to retired or terminated employees
Rule ID: BM-PAYE-DA049
Effective Date: January 1, 2024

Exclude from payroll deferred compensation payments to retired or terminated employees during the current policy period, when

* the employee is not employed at the time of the distribution, and

° records are maintained to separate these payments.

References
Refer to Rules for including deferred compensation payments to current employees in payroll.

Rules for excluding from payroll employer contributions to stock purchase plans
Rule ID: BM-PAYE-EACOA
Effective Date: January 1, 2024

Exclude from payroll employer contributions to qualified or nonqualified employee stock purchase plans.

References
Refer to Rules for including employee-authorized reductions for purchasing stock options or stock purchase plans in payroll.

Rules for excluding from payroll employer contributions to the exercise of stock options
Rule ID: BM-PAYE-EA604
Effective Date: January 1, 2024

Exclude from payroll employer contributions to the exercise of stock options except for employer contributions to an employee’s cashless exercise of stock

options.

Payment exceptions
Include employer contributions to the cashless exercise of stock options in payroll.

References
Refer to Rules for including employer contributions to the cashless exercise of stock options in payroll.

Rules for excluding from payroll employer contributions to deferred compensation plans
Rule ID: BM-PAYE-EEBCD
Effective Date: January 1, 2024

Exclude from payroll employer contributions to deferred compensation plans.

Rules for excluding from payroll the difference earned from purchasing discounted stocks

Rule ID: BM-PAYE-TAOCB
Effective Date: January 1, 2024

Exclude from payroll the difference between the market price of stock and any discounted price paid by the employee to purchase the stock.

© Copyright 2023 National Council on Compensation Insurance, Inc. All Rights Reserved.



National Council on Compensation Insurance, Inc. B-1448

Item B-1448—Revisions to Basic Manual Rules Related to Payroll Inclusions and Payroll Exclusions

Exhibit 8 (Cont'd)
Basic Manual—Effective 2021
(Applies in: AK, AL, AR, AZ, CO, CT, DC, GA, HI, IA, ID, IL, IN,
KS, KY, LA, MD, ME, MO, MS, MT, NE, NH,
NM, NV, OK, OR, RI, SC, SD, TN, TX, UT, VA, VT, WV)

Rules for excluding from payroll the market value of equity-based compensation plans
Rule ID: BM-PAYE-TA091
Effective Date: January 1, 2024

Exclude from payroll the market value of equity-based compensation plans. This applies when accelerated cliff vesting is triggered by
*  anlnitial Public Offering (IPO) of stock, or
* achange in majority ownership where the owner or owners before the change own less than one-half interest after the change.

References
Refer to Rules for including the value of equity-based compensation plans in payroll.

Rules for excluding from payroll retroactive wages or salaries paid to a retired or terminated employee
Rule ID: BM-PAYE-RA72E
Effective Date: January 1, 2024

Exclude from payroll retroactive wages or salaries paid to a retired or terminated employee when
*  the payment is within the three-year audit period of the policy
*  the employee was retired or terminated at the time wages or salaries were paid, and

*  the employer maintains records that separate such payments.

References
Refer to Rules for including retroactive wages or salaries paid to a current employee in payroll.
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Item B-1448—Revisions to Basic Manual Rules Related to Payroll Inclusions and Payroll Exclusions

Exhibit 9
Basic Manual—Effective 2021—Alaska

Rules for excluding from the-auditpayroll verified expense reimbursementsreimbursed-expenses and flat expense

allowances
Rule ID: BM-PAYE-RB65F
Effective Date: Nevember1-2021January 1, 2024

expense—-Exclude from the-auditreimbursed-expensespayroll expense reimbursements and flat expense allowances paid to employees only when all of
these-fellewing conditions are met:

*  The employer's verifiable records confirm that the expenses or allowances are incurred as a valid ferthe-business_expense-ef-the-employer.

*  The amount of each employee's expense-payments or allowances-areis shown separately in the employer records.

*  The amount of theeach-empleyee's expense reimbursementor allowance is-a-fairestimate-efapproximates the actual expense incurred by the
employee in the conduct of their work.

e The expense reimbursements and/or flat expense allowances paid to the employee must be in addition to, not in lieu of, the wages earned by the
employee.

Hand tools and hand-held power tool expenses
Denotexclude-from-theauditinclude expense reimbursements and flat expense allowances paid to employees for hand tools and hand-held power
tools frem-the-auditin payroll.

References
Refer to NCCl's Basic Manual User's Guide for an example.
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Item B-1448—Revisions to Basic Manual Rules Related to Payroll Inclusions and Payroll Exclusions

Exhibit 9
Basic Manual—Effective 2021—Arizona

Rules for including nonverified expense reimbursements and flat expense allowances in payroll
Rule ID: BM-PAYI-RC30B
Effective Date: Nevember1-2021January 1, 2024

Include expense reimbursements and flat expense allowances paid to employees in payroll whenif the employer's verifiable records do not
verifyconfirm that the employee expense_or allowance was incurred as a valid business expense.

. Use records to approximate expenses incurred.

*  Use receipts or other evidence of meals or other incidental expenses as records.

*  Use documentation provided by the employer to confirm the number of miles traveled noted in records.

*  Apply industry-wide allowances for generally accepted meal and incidental expense allowances to records.

Refer to Rules for excluding from payroll a maximum daily expense allowance for nonverified expenses incurred on overnight business.

© Copyright 2023 National Council on Compensation Insurance, Inc. All Rights Reserved.



National Council on Compensation Insurance, Inc. B-1448

Item B-1448—Revisions to Basic Manual Rules Related to Payroll Inclusions and Payroll Exclusions

Exhibit 9
Basic Manual—Effective 2021—Mississippi

Rules for including nonverified expense reimbursements and flat expense allowances in payroll
Rule ID: BM-PAYI-RC30B
Effective Date: Nevember1-2021January 1, 2024

Include expense reimbursements and flat expense allowances paid to employees in payroll whenif the employer's verifiable records do not
verifyconfirm that the employee expense or allowance was incurred as a valid business expense.

References
Refer to Rules for excluding from payroll a maximum daily expense allowance for nonverified expenses incurred on overnight businessexpense

Rules for excluding from payroll a maximum daily expense allowance for nonverified expenses incurred on overnight

business
Rule ID: BM-PAYE-XXXXX
Effective Date: January 1, 2024

Exclude from payroll a maximum expense allowance of up to the IRS allowable amount per day when

. it can be verified that the employee was away from home overnight on business for the employer

* the employer did not maintain verifiable records for the employee’s daily incurred business expenses, and

e the daily expense allowance paid to the employee is in addition to, not in lieu of, the wages earned by the employee.

Include the remaining nonverified daily business expenses in excess of the IRS allowable amount per day in payroll.

References
Refer to Rules for excluding from payroll allowable travel expenses for information about contractual allowable travel expenses.
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Item B-1448—Revisions to Basic Manual Rules Related to Payroll Inclusions and Payroll Exclusions

Exhibit 9
Basic Manual—Effective 2021—Montana

Rules for including wages and salaries in payroll
Rule ID: BM-PAYI-R5CC5

Effective Date: Nevember1-2021January 1, 2024

Include the following in payroll:

* current wages or salaries_paid during the current policy period, and
. . ies,

* tips or other gratuities received by an employee and reported to the employer for tax purposes.

References

Refer to NCCls-Basic Manual User's Guide foran-example

e Rules for including retroactive wages or salaries paid to a current employee in payroll, and
e Rules for excluding from payroll retroactive wages or salaries paid to a retired or terminated employee.

Rules for including nonverified expense reimbursements and flat expense allowances in payroll
Rule ID: BM-PAYI-RC30B
Effective Date: Nevember1-2021January 1, 2024

Include expense reimbursements and flat expense allowances paid to employees in payroll whenif the employer's verifiable records do not confirm that
the employee expense or allowance was incurred as a valid business expense.

References
Refer to Rules for excluding from payroll a maximum daily expense allowance for nonverified expenses incurred on overnight businessexpense
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Item B-1448—Revisions to Basic Manual Rules Related to Payroll Inclusions and Payroll Exclusions

Exhibit 9
Basic Manual—Effective 2021—Oklahoma

Rules for including employee-authorized reductions from gross pay in payroll

Rule ID: BM-PAYI-R6090
Effective Date: Nevember-1,-2021 January 1, 2024

Include payments for employee-authorized reductions from gross pay in payroll.

Employee-authorized reductions from gross payroll
Examples of paymentsPayments for employee-authorized reductions from gross pay includeare-asfollows:

*  salary reductions

*  health savings accounts (HSAs)

* flexible spending accounts (FSAs)
* retirement plans, erand

e cafeteria plans, including IRC 125 plans.

Exception for State Employees Flexible Benefits Act salary adjustment agreements

In accordance with 74 OK ST 1344(C), exclude from payroll the amount by which an employee's salary is adjusted pursuant to a salary-adjustment
agreement for state employees participating in a flexible benefit plan under the State Employees Flexible Benefits Act.

References
Refer to

. Rules for including employee-authorized reductions for purchasing stock options or stock purchase plans in payroll
. Rules for including employee-authorized reductions to fund deferred compensation plans in payroll, and
e NCCl's Basic Manual User's Guide for an example of cafeteria plans.
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Exhibit 9
Basic Manual—Effective 2021—Oregon
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Item B-1448—Revisions to Basic Manual Rules Related to Payroll Inclusions and Payroll Exclusions

Exhibit 9
Basic Manual—Effective 2021—Texas

Rules for including nonverified expense reimbursements and flat expense allowances in payroll
Rule ID: BM-PAYI-RC30B
Effective Date: April-1,-2022January 1, 2024

Include expense reimbursements and flat expense allowances paid to employees in payroll whenif the employer's verifiable records do not verifiyconfirm

that the employee expense or allowance was incurred as a valid business expense.

References
Refer to Rules for excluding from payroll a maximum daily expense allowance for nonverified expenses incurred on overnight businessexpense

Rules for excluding from payroll a maximum daily expense allowance for nonverified expenses incurred on overnight
business

Rule ID: BM-PAYE-AACOF

Effective Date: January 1, 2024

Exclude from payroll a maximum expense allowance of up to the IRS allowable amount per day when

* it can be verified that the employee was away from home overnight on business for the employer

e the employer did not maintain verifiable records for the employee’s daily incurred business expenses, and

e the daily expense allowance paid to the employee is in addition to, not in lieu of, the wages earned by the employee.

Include the remaining nonverified daily business expenses in excess of the IRS allowable amount per day in payroll.

References
Refer to Rules for excluding from payroll allowable travel expenses for information about contractual allowable travel expenses.
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Types of Equity-Based Compensation

Examples of equity-based compensation include Stock Options, Stock Transfers, Stock Warrants, Restricted
Stock, Restricted Stock Units, Phantom Stock Plans, Stock Appreciation Rights, and other awards whose
value is based on the value of specified stock.

Stock Options
Contracts between a company and its employees that give employees the right to buy a specific number of

the company's shares at a fixed price within a certain period of time. The fixed price is often called the grant or
exercise price. Employees who are granted stock options hope to profit by exercising their options to buy
shares at the exercise price when the shares are trading at a price that is higher than the exercise price.

Employee Stock Purchase Plan (ESPP)
An employer-sponsored program that allows employees to make planned, periodic purchases of company
stock through payroll deductions.

Stock Transfers

The transfer of compensatory stock options using programs instituted by the employer that permit employees
the opportunity to transfer any outstanding forms of equity compensation to a financial institution or other
person or entity approved by the employer.

Stock Warrants

Similar to stock options, they are certificates that allow the owner to purchase a specified number of shares, at
a specified time, for a specific price. Stock options are normally granted to employees and other service
providers, whereas warrants are typically granted to non-employees (including out-side investors). They are
typically options to purchase stock over a long period and are freely transferable instruments.

Restricted Stock

Stock that has been granted to an executive that is nontransferable and subject to forfeiture under certain
conditions, such as termination of employment or failure to meet either corporate or personal performance
benchmarks. Restricted stock also generally becomes available to the recipient under a graded vesting
schedule that lasts for several years.

Restricted Stock Units

Unsecured1 unfunded promises to pay cash or stock in the future that are considered nonqualified deferred
compensation subject to IRC §§ 3121(v)(2), 451 and 409A. Typically, one Restricted Stock Unit represents
one share of actual stock. Restricted Stock Units generally are not taxable at grant if they meet the
requirements of, or otherwise are exempt from, IRC §§ 451 and 409A. Generally, a taxable event does not
take place until the vesting of the Restricted Stock Unit. In addition, Restricted Stock Units are not considered
property for purposes of IRC §83 since no actual property has been transferred, and therefore an IRC §83(b)
election cannot be made with respect to the grant of a Restricted Stock Unit.

Restricted Stock Units Settled with Stock

Restricted Stock Unit payable in stock is similar to a Restricted Stock Award; except that the
employer does not transfer the stock to the employee until the Restricted Stock Unit vests. Restricted
Stock Units settled in stock are subject to IRC §§ 451 and 409A (unless they satisfy an exception) but
are not subject to IRC §83 at grant. Restricted Stock Units settled in stock are subject to IRC §83 only
when the stock is actually transferred to the employee. Typically, the value of the stock transferred is
includable in the income of the service provider and a corresponding deduction allowed to the service
recipient.

Restricted Stock Units Settled with Cash

A Restricted Stock Unit payable in cash is an arrangement under which the employee has the right to
receive the value of the unit on the date the unit vests. Restricted Stock Units payable in cash are
never subject to IRC §83 because no property is ever transferred. The amount of cash received upon
vesting of the Restricted Stock Unit is includible in income of the service provider and a
corresponding deduction is allowed to the service recipient.
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Phantom Stock Plans

An arrangement under which deferred amounts are determined by reference to hypothetical "phantom"
shares of the employer's stock without ever issuing the actual shares to the employee. Depending on the
terms of the arrangement, the employee may be entitled to receive only the growth in the value of the stock
between the time the employer awards the phantom shares and the time the employee cashes out the
shares. Alternatively, the employee may be entitled to receive the entire value of the stock as well as any
dividends paid from the time the employer grants the phantom shares. The employer does not hold actual
shares of stock for the employee, but depending on the terms of the plan, the employee may be paid in actual
shares or in cash at the time of the cash-out.

Stock Appreciation Rights (SAR)

An arrangement, during a specified period, wherein the employee has the right to receive the increased value
of the employer's stock by cashing out or exercising the SAR. The employee can only benefit from the
appreciation in the value of the stock; therefore, a taxable event does not take place until the exercise of a
SAR. The amount received upon exercise of the SAR is includible in the employee's income, constitutes
wages, and creates a deduction to the employer at that time. Stock appreciation rights are not deferred
compensation subject to the special timing rule under IRC §3121(v)(2). See Treas. Reg. §31.3121(v)(2)-
1(b)(4)(ii) and Notice 2005-1. However, if the terms of the SAR limit the amount that an employee may receive
upon exercise, the IRS has ruled income has been constructively received in the tax year in which the
maximum limit has been attained.
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PART ONE
RULE V

MASSACHUSETTS WORKERS COMPENSATION
AND EMPLOYERS LIABILITY INSURANCE MANUAL

Page R-20 Effective March 1, 2013 1st Reprint

RULE V - PREMIUM BASIS
Item 4. of the Information Page

A. BASIS OF PREMIUM - TOTAL REMUNERATION

Premium shall be computed on the basis of the total remuneration paid or payable by the insured
for services of employees or other individuals who could receive workers compensation benefits
pursuant to M. G. L. Chapter 152, as amended, for work-related injuries as provided for by the
policy.

Exception

Some classifications have a different premium basis. For example, premium for domestic worker
classifications is computed on a per capita basis. Refer to Rule XIV.

B. REMUNERATION - PAYROLL

1. Definition

Remuneration means money or substitutes for money. /

/7
17
Vi

2. Inclusions

Remuneration includes:

YA
/
4 4
a. g—Current wWages or salaries paid in the current policy period; Jnchudingretroactive wagesorsataries; L7
pug /

Retroactive wages or salaries paid to a current employee when the employee was actively employed by the employer at the /oy

/oy
time wages or salaries were paid, or during any portion of the current policy period. /),

<
Payments for employee-authorized reductions from gross pay. Examples of payments for employee-authorized reductions*//
from gross pay include:
(1) health savings accounts (HSAs)
2) flexible spending accounts (FSAs)
(3)
(4)
(5)
(6)
@)
(8)

-«

employee savings plans

qualified or non-qualified employee stock purchase plans (ESPP).

purchasing stock options

deferred compensation plans

/1
Iy

retirement plans, and

cafeteria plans, including IRC 125 plans.

Employer contributions to an employee's cashless exercise of stock options.

The value of equity-based compensation plans, other than stock options and stock purchase plans, at the time of vesting. , /
This applies when vesting is on a scheduled or annual basis, such as ) /)

2) scheduled cliff vesting

3 erformance goals vesting, and y
(4) pmilestone anniversaries vesting. 1{,/ /
/ﬁ ’
Equity-based compensation plans, other than stock options and stock purchase plans, include <
P

1) stock transfers

I
/1
/
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2) stock warrants
3) restricted stock
4) restricted stock units

/
/
17

1
(5) phantom stock plans, and /
(6) stock appreciation rights. / /
A « 1 /
7777777777777777777777777777777777777777777777777777 ,
f. Deferred compensation distribution payments made to current employees from an employer's contributions to previously "
. . . . . . 1
deferred wages. This applies to amounts paid during the policy period. ,,/
/
{ !
I X
g b. Totaleashreceived by employeesfor Ccommissions and draws against commissions; “
/"
/
f /
h. e—Bonuses, incentive plan or profit-sharing distributionsineluding stockbonusplans; o
/17
Va
//
L g@—Extra pay for overtime work except as provided inRulev-¢;, ... '
/
/-
VG
L__ge——Payfor holidays, vacations or periods of sickness; .. “1

| g—Payment to employees on any basis other than time worked, such as piecework;—profitsharingorincentive plans; <~ ~
m. _j——Payment or allowance for hand tools or power tools used-by-hand-providedby-employeeseither directly-or throughat . -
) U oot : ;
n._j——"The rental value of an apartment or a house provided for an employee based on comparable accommodations; _ _ _ .
0. _j——Thevalue of lodging, other than an apartment or house, received by employees as part of their pay, to the extent shown<\
in the insured’s records; ?\
. J~—The value of meals received by employees as part of their pay to the extent shown in the insured’s records; hN
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3. Exclusions
Remuneration excludes:

a. Tips and other gratuities received by employees;

o

Payments by an employer to group insurance or group pension plans for employees, other than payments covered by Rule
V-B. 2. C(8)f. and Rule V-B. 2. k#n.;

c. _ Payout of deferred compensation to retired or terminated employees who are not employed during the current policy

period, provided the employer maintains records that segregate such payments.
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e. The difference between the market price of a stock and the price paid by the employee when exercising the stock option.

f.  Employer contributions in connection with:

(1) Qualified or Non-Qualified Employee Stock Purchase Plans (ESPP)

(2) stock options, other than the cashless exercise of stock options

(3) deferred compensation plans

g. The market value of equity-based compensation plans when accelerated cliff vesting is triggered by:

(1) an Initial Public Offering (IPO) of stock, or

(2) a change in majority ownership where the owner(s) prior to the change own less than one-half interest after— — -~ | Formatted: List Paragraph, Indent: Left: 0.63", Numbered
the change. + Level: 3 + Numbering Style: 1, 2, 3, ... + Start at: 1 +

Alignment: Left + Aligned at: 1.38" + Indent at: 1.63"

b:h. That portion of Davis-Bacon wages, or similar prevailing wage law, that the employer proves was actually paid before the
audit into a separate and distinct third—party employee benefit plan the administration of which neither the employer, nor
any of its officers, directors, or owners, directs or controls.

&i. The value of special rewards for individual invention or discovery;



&-j. Dismissal or severance payments except for time worked or accrued vacation;

e-k. Payments for active military duty;

£1.__Employee discount on goods purchased from their-empleyee’s employer;

&m. Expense reimbursements to employees to the extent that an employer’s records substantiate that the expense was incurred
as a valid business expense;
NOTE: Reimbursed expense and flat expense allowances, except for hand or power tools, paid to employees may be
excluded from the audit, provided that all three of the following conditions are met:
(1) The reimbursed expenses or expenses for which allowances were paid were incurred upon the business of the
employer, and
(2) the amount of each employee’s expense payments or allowances is shown separately in the records of the
employer, and
(3) the amount of each expense reimbursement or allowance payment approximates the actual expenses incurred
by the employee in the conduct of the employee’s work.

h:n. Dinner Supper money for late work;

0. _Work uniform allowances;

}p._Sick pay paid to an employee by a third party such as an insured’s group insurance carrier that is paying disability income
benefits to a disabled employee;

k-q. Employer provided perquisites (perks) such as:

(1) Anautomobile;

(2) An airplane flight;

(3) An incentive vacation (e.g., contest winner);

(4) Adiscount on property or services;

(5) Club memberships;

(6) Tickets to entertainment events.

4. Payroll
Payroll means remuneration.

C. ESTIMATED PAYROLLS

1. Estimated Payrolls by Classification
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For each classification shown on the Information Page, the total estimated annual payroll shall
be stated in the column headed “Premium Basis Total Estimated Annual Remuneration.”

Determination of Estimated Payrolls

Estimated payrolls shown on the Information Page shall reflect actual remuneration anticipated
by the insured during the policy period. Such estimates shall be subject to substantiation by
the carrier through evaluation of records or inspections.

Approval of Estimated Payrolls
Adequacy of estimated payrolls is subject to approval by the MA Bureau or other licensed rating
organization.

D. WHOLE DOLLARS - PAYROLLS

All payrolls shall be shown to the nearest dollar. A remainder of $.50 or more shall be rounded to
the next higher dollar.

E. OVERTIME

1.

Definition

Overtime means those hours worked for which there is an increase in the rate of pay:

a. For work in any day or in any week in excess of the number of hours normally worked, or
b. For hours worked in excess of 8 hours in any day or 40 hours in any week, or

c. For work on Saturdays, Sundays or holidays.

NOTE: Forms of incentive pay commonly referred to as “shift differential” or “premium pay”

associated with working other than normal day shift hours during the standard workweek are
not to be considered overtime.

In the case of guaranteed wage agreements, overtime means only those hours worked in excess
of the number specified in such agreement

2. Exclusion of Overtime Payroll

a. Payroll Records
The extra pay for overtime shall be excluded from the payroll on which premium is computed
as indicated in (1) or (2) below, provided the insured’s books and records are
maintained to show overtime pay separately by employee and in summary by classification.

(1) If the records show separately the extra pay earned for overtime, the entire extra pay
shall be excluded.

(2) If the records show the total pay earned for overtime (regular pay plus overtime pay)
in one combined amount, and time and one-half is paid for overtime, 1/3 of this total
pay shall be excluded. If double time is paid for overtime and the total pay for such
overtime is recorded separately, 1/2 of the total pay for double time shall be excluded.

Exception to 2.a. above
Exclusion of overtime pay does not apply to payroll assigned to any classification under the
caption “Stevedoring” with a code number followed by the letter “F.”

b. Hours Worked
Except as otherwise provided herein, it is the intent of this rule that overtime remuneration
shall be deductible only if the number of hours actually worked in the day or week exceeds
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the number of hours normal and usual to the particular risk or industry; however, regardless
of the normal workday or workweek, overtime remuneration shall be deductible for the
number of hours actually worked in excess of 8 hours per day or 40 hours per week. Only
that portion of the overtime remuneration that is in excess of the wages which would have
applied if such overtime were compensated at the regular rate of pay shall be deductible

Some businesses may have overtime wage agreements with employees under which the
employee receives an hourly rate of pay for hours worked in excess of 40 hours per week,
which is less than the hourly rate of pay for hours worked up to 40 hours per week. As
there is no portion of this overtime rate which exceeds the regular hourly rate of pay, no
deduction is permitted for any portion of these overtime wages.

c. Guaranteed Wages

In some industries guaranteed wage contracts or agreements exist under which the
employee receives a guaranteed wage for work up to a specified number of hours per week,
such as 50. The guaranteed wage, for example, is computed on the basis of 40 hours at
straight time and 10 hours at 1 1/2 times the basic hourly wage. Under guaranteed wage
plans of this general type, the full guaranteed wage shall be included in the premium
computation for any hours that an employee works up to the maximum number of hours
covered by the guaranteed wage, regardless of how such wage is computed. The overtime
rule is applicable in the case of guaranteed wages only to earnings in excess of the
guaranteed wages.

d. Premium Pay

It is also the intent of this rule that the basis of premium shall include all premium pay.
Premium pay involves higher rates of pay generally because of night work, weekend work,
or work under special conditions or at unusual hours and is the normal basic rate of
remuneration for such work. There is no element of deductible overtime remuneration in
premium pay since such higher rate of pay is the regular pay rather than overtime pay.
However, in situations of this nature, when the employee has worked in excess of the
number of hours required by the normal working period, or in any event in excess of 8 hours
per day or 40 hours per week, the overtime rule is applicable.

Exception to 2.d. above
An exception to the basic principle stated above is that this rule applies with respect to
higher rates of pay that are paid at the traditional overtime hourly rate of pay for work on
Saturdays, Sundays or holidays, even though the employee has not worked the normal
workweek, because work on such days had been regarded traditionally as overtime and
not as part of the normal workweek.
The following examples have been developed to indicate how the foregoing principles shall be
applied in specific circumstances and to illustrate the proper application of this rule in accordance
with its basic intent.

Examples of E.2. above

(1) The hourly rate of pay for a night-shift worker is $15 while the hourly rate for the day shift is
$10.

The increase over the daytime rate of pay is premium pay. It should not be considered overtime
and excluded.

(2) A “swing shift” worker is paid at a premium rate for hours worked during odd hours although
the total hours worked is within normal limits. Is there any deductible overtime?

There is no deductible overtime since premium pay is not overtime pay.

(3) A night-shift worker works longer hours than usual and consequently receives an increase in
rate of pay above the regular night shift rate for extra hours.
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Provided such increase is paid at the traditional overtime rate of pay, the increased rate of pay
over the regular night-shift rate for the extra hours is deductible.

For the first 4 hours of overtime the rate is time-and-a-half; thereafter, it is double time. If an
employee continues to work after 12 hours total time, the employee is paid for an extra half
hour as “supper money.”

The extra remuneration earned for overtime, including the supper money, is deductible.

Work on Saturdays, Sundays and holidays is paid at increased rates of pay. The total hours
worked in the week are (a) more than the normal workweek; (b) less than the normal
workweek?

In each case, provided the employee was paid at the traditional overtime rate of pay, the
increased rate of pay is treated as overtime. If the employee was paid only a “shift differential,”
the entire remuneration shall be audited as payroll.

An employee works during the employee’s paid vacation period or on a paid holiday and receives
straight time pay in addition to the employee’s regular vacation or holiday pay.

No deduction is permissible because, under the basis of premium rule, unworked vacation pay
or holiday pay must always be included in remuneration. In this case, only the actual pay during
the worked vacation period, none of which constitutes overtime, is a factor

An employee is normally not required to work on a holiday but is paid for the holiday at the
regular rate. If the employee does work on the holiday, the employee receives additional pay at
time-and-a-half, the employee’s total pay then being 2 %> times regular pay.

One-fifth of the employee’s total remuneration (being the “1/2” of the “2 1/2") is deductible.
The basis of premium rule includes as remuneration any wages paid for unworked holidays.
Also, that portion of the time-and-a-half pay that represents straight time contains no element
of deductible overtime. The balance of this pay, however, is deductible because it falls within
the scope of the exception to the basic principle pertaining to work performed on Saturdays,
Sundays and holidays.

(8) The normal working day is 7 hours. The hourly wage is $10.00 for the first 6 hours and $20.00

for the 7th hour. If any employee works more than 7 hours, that employee receives
$20.00 per extra hour.

(@) An employee works 7 hours and receives $80.00.
There is no deductible overtime.
(b) An employee works 8 hours and receives $100.00.

The deductible overtime is $10.00, being the increment over the basic hourly wage of $10.00
which is included in the wage paid for the 8th hour.

(9) A guaranteed wage agreement provides for a normal work week of 50 hours, the guaranteed

wage for which is $550.00, computed on the basis of an hourly wage of $10.00 per hour for the
first 40 hours and $15.00 per hour for the remaining 10 hours. Any work in excess of 50 hours
is compensated at $15.00 per hour.

(a) An employee works 50 hours and receives a guaranteed wage of $550.00.
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There is no deductible overtime
(b) An employee works only 40 hours but still receives a guaranteed wage of $550.00.
There is no deductible overtime.
(c) An employee works 55 hours and receives a total wage of $625.00.
The deductible overtime is $25.00, being the $5.00 increment over the basic hourly wage
of $10.00, which is included in the wage paid for the hours worked in excess of those covered
by the guaranteed wage.
(10) An electric-meter reader is paid an hourly wage but also receives a bonus for reading a certain
number of meters above a standard number. If the employee works overtime, the employee

receives 1 1/2 times the employee’s hourly rate and 1 1/2 times the regular bonus.

The extra half-time and extra portion of the bonus paid for work during the overtime hours is
deductible.

(11) In alternate weeks, an employee is available for emergency work, receiving an extra day’s
pay. If called upon for such work, the employee receives in addition time-and-a-half for the
hours worked, with a minimum of 4 hours straight time even though the emergency work
should take only 1/2 hour.

(a) During one week, the employee performed no emergency work.

No deduction, because the extra pay for standby is part of the employee’s regular
remuneration.

(b) During another week, 1/2 hour of emergency work was performed.
No deduction, because the 4 hours straight time received is a guaranteed wage.
(c) During yet another week, 3 hours of emergency work was performed.
The excess over 4 hours at straight time is deductible; that is, 1/2 hour straight time.
(12) An employee is paid on a piecework basis.

If the rate of pay per piece is increased after the employee works the normal number of hours,
the excess portion above the regular piece rate, earned during the extra hours

worked, should be treated as overtime. An increase in the piece rate for increased production
within the normal working hours should not be treated as overtime.

(13) An employee is paid an hourly wage, which is increased if the employee’s production in normal
work hours exceeds a specified standard.

The increase is not deductible as overtime.

F. PAYROLL LIMITATION

1. When Payroll Limitation Applies
Payroll limitation applies after any deductions of extra pay for overtime.

2. How Payroll Limitation Applies
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For executive officers and classifications with notes which indicate payroll limitation, the payroll
on which premium is based shall exclude that part of the employee’s average weekly pay in
excess of the applicable weekly limitation, provided:

a. Books and records are maintained to show separately the total payroll earned by each
employee whose average weekly pay for the total time employed during the policy period
exceeds the weekly payroll limitation, and

b. Separate records are maintained in summary by classification for such employees.

3. Partial Week
A part of a week shall be treated as a full week in determining average weekly pay.

4. Executive Officer’s Payroll

a. The remuneration of an executive officer shall not be included with the payroll of the risk
for premium computation purposes, provided:

(1) That such officer is elected for the value of the officer's name or because of stock
holdings, has no duties and does not come on the premises, except perhaps to attend
directors’ meeting, or

(2) That such officer ceases to perform any duties and does not come on the premises,
except perhaps to attend directors’ meetings.

(3) That such qualifying corporate officer or director has elected to be excluded from
coverage. See Rule IX-A.2.

b. The remuneration of an executive officer shall be included with the payroll of the risk for
premium computation purposes, subject to the minimum and maximum limitations shown
in Rule IX-A.3., provided:

(1) That such executive ceases to perform any duties, but, nevertheless, frequently visits
the premises of the risk, or

(2) That such officer frequently visits the premises of the risk for business conference,
directors’ meetings or similar duties, although also an officer or employee of another
risk in the operations of which an active interest is taken.
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c. Under the following conditions, the amount of remuneration of executive officers that shall
be included with the payroll of the risk for premium computation purposes, subject to the
minimum and maximum limitations shown in Rule IX-A.3, shall be as indicated below:

(1) Where the officer draws no salary in fact, but a regular salary is credited to the officer
on the books, the amount so credited shall be included in the payroll of the risk as that
officer’s remuneration.

(2

-

Where the officer draws no salary in fact, but a regular salary is credited to the officer
on the books and subsequently charged back to such officer, the amount so credited
shall be included in the payroll of the risk as that officer’s remuneration regardless of
such charge-off.

(3

=

Where the officer draws no regular salary but draws such various sums as the officer
needs or the conditions of the business dictate, the actual amount drawn shall be
included in the payroll of the risk as that officer’s remuneration.

(4

~

Where the officer receives no salary in fact, either drawn or credited, or where the
records presented to the auditor fail to disclose the salary, the amount to be included in
the payroll of the risk shall be the applicable manual minimum per week.

5. Bonuses

For the purpose of applying this rule, bonuses paid during the policy term shall be considered
as earned during the policy term and prorated for the period of employment during the policy
term.

Example of F.5.:

Policy Period - 9/1/96 - 9/1/97

Period of Employment - 52 weeks

Amount of annual bonus declared in December, 1995 = $1,560

Average weekly bonus to be added to average weekly wage = $30

Period of Employment:

For the purpose of applying this rule, “total time employed during the policy period” of any

employee shall be construed as the sum of the portions of all contracts of employment of such
employee falling within the policy period.

G. WAGES FOR TIME NOT WORKED

1.

Some employers pay employees for extra time not worked. No deduction shall be made for such
amounts since no overtime work is involved.

Example of G.1. above
An insured’s employees regularly work seven hours per day, five days a week. However, they
are paid for an extra hour each day at the regular rate of pay.

The entire amount of wages paid for idle time shall be included as payroll.

Wages paid for idle time due to the following causes shall be assigned in their entirety to the
classification that applied to the work normally performed by the employee involved.

a. Suspension or delay of work on account of weather conditions.
b. Delays while waiting for materials.

c. Delays while waiting for another contractor to complete certain work.
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d. Delays arising from breakdown of equipment.

e. “Stand-by” time where employees such as operators of cranes, hoists, or other equipment
are on the job but their active services are not required continuously.

f. Special union requirements or agreements between employer and employees calling for pay
for idle time under specified circumstances.

g. Time spent traveling to or from the job.
h. Other causes of similar nature.

4. Wages paid to key employees of construction, erection or stevedoring risks, such as
superintendents, foremen, or engineers, for periods during which no jobs are in progress, shall
be assigned to the classification applicable to the work that each employee actually performs
during such period. If such work consists exclusively of drafting or other office work, or if such
employee is completely idle, that employee’s wages shall be assigned to Code 8810.

Code 8810, however, is not available for office time of an executive supervisor who qualifies for
Code 5606, since it is normally expected that such an employee will spend a considerable portion
of that employee’s time in office work.

5. The entire amount of wages paid for idle time to an employee engaged in work other than
construction, erection or stevedoring must be assigned without division to the classification that
normally applied to that employee.

6. Wages paid to employees who are not on strike but who are unable to perform their normal
duties because of a strike shall be assigned to the classification applicable to the work usually
performed by such employees, except that if any such employees perform absolutely no work
for their employer and are not present on their employer’s premises during such period, such
wages shall be assigned to Code 8810 - Clerical Office Employees NOC, provided the facts are
clearly disclosed by the employer’s records.
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RULE V - PREMIUM BASIS
Item 4. of the Information Page

A. BASIS OF PREMIUM - TOTAL REMUNERATION

Premium shall be computed on the basis of the total remuneration paid or payable by the insured
for services of employees or other individuals who could receive workers compensation benefits
pursuant to M. G. L. Chapter 152, as amended, for work-related injuries as provided for by the

policy.

Exception
Some classifications have a different premium basis. For example, premium for domestic worker

classifications is computed on a per capita basis. Refer to Rule XIV.

B. REMUNERATION - PAYROLL

1. Definition
Remuneration means money or substitutes for money.

2. Inclusions
Remuneration includes:

a. Current wages or salaries paid in the current policy period;

b. Retroactive wages or salaries paid to a current employee when the employee was actively
employed by the employer at the time wages or salaries were paid, or during any portion of
the current policy period.

c. Payments for employee-authorized reductions from gross pay. Examples of payments for
employee-authorized reductions from gross pay include:

(1) health savings accounts (HSASs)

(2) flexible spending accounts (FSASs)

(3) employee savings plans

(4) qualified or non-qualified employee stock purchase plans (ESPP).
(5) purchasing stock options

(6) deferred compensation plans

(7) retirement plans, and

(8) cafeteria plans, including IRC 125 plans.

d. Employer contributions to an employee's cashless exercise of stock options.

e. The value of equity-based compensation plans, other than stock options and stock purchase
plans, at the time of vesting. This applies when vesting is on a scheduled or annual basis,
such as
(1) graded vesting

(2) scheduled cliff vesting
(3) performance goals vesting, and

(4) milestone anniversaries vesting.
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Equity-based compensation plans, other than stock options and stock purchase plans,
include

(1) stock transfers

(2) stock warrants

(3) restricted stock

(4) restricted stock units

(5) phantom stock plans, and
(6) stock appreciation rights.

f. Deferred compensation distribution payments made to current employees from an
employer's contributions to previously deferred wages. This applies to amounts paid during
the policy period.

g. Commissions and draws against commissions;

h. Bonuses, incentive plan or profit-sharing distributions;

i. Extra pay for overtime work except as provided in Rule V-E;
j. Pay for holidays, vacations or periods of sickness;

k. Payment by an employer of amounts otherwise required by law to be paid by employees to
statutory insurance or pension plans, such as the Federal Social Security Act;

I.  Payment to employees on any basis other than time worked, such as piecework;
m. Payment or allowance for hand tools or power tools

n. The rental value of an apartment or a house provided for an employee based on comparable
accommodations;

0. The value of lodging, other than an apartment or house, received by employees as part of
their pay, to the extent shown in the insured’s records;

p. The value of meals received by employees as part of their pay to the extent shown in the
insured’s records;

g. The value of store certificates, merchandise, credits or any other substitute for money
received by employees as part of their pay (refer to exclusions below for certain fringe
benefits [substitutes for money] not considered to be remuneration);

r. Davis-Bacon wages or wages from a similar prevailing wage law paid directly to an
employee;

s. Annuity plans;

t. Expense reimbursements to employees to the extent that an employer’s records do not
substantiate that the expense was incurred as a valid business expense;
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u. Payment for filming of commercials excluding subsequent residuals which are earned by the
commercial’s participant(s) each time the commercial appears in print or is broadcast.

3. Exclusions
Remuneration excludes:

a. Tips and other gratuities received by employees;

b. Payments by an employer to group insurance or group pension plans for employees, other
than payments covered by Rule V-B. 2. C(8). and Rule V-B. 2. k.;

c. Payout of deferred compensation to retired or terminated employees who are not employed
during the current policy period, provided the employer maintains records that segregate
such payments.

d. Retroactive wages paid to employees who were retired or terminated at the time the wages
were paid, within a particular policy’s three-year audit period. The employer must maintain
records that segregate these payments.

e. The difference between the market price of a stock and the price paid by the employee when
exercising the stock option.

f.  Employer contributions in connection with:

(1) Qualified or Non-Qualified Employee Stock Purchase Plans (ESPP)
(2) stock options, other than the cashless exercise of stock options

(3) deferred compensation plans

g. The market value of equity-based compensation plans when accelerated cliff vesting is
triggered by:

(1) an Initial Public Offering (IPO) of stock, or
(2) a change in majority ownership where the owner(s) prior to the change own less

than one-half interest after the change.

h. That portion of Davis-Bacon wages, or similar prevailing wage law, that the employer proves
was actually paid before the audit into a separate and distinct third—party employee benefit
plan the administration of which neither the employer, nor any of its officers, directors, or
owners, directs or controls.

i. The value of special rewards for individual invention or discovery;

j. Dismissal or severance payments except for time worked or accrued vacation;
k. Payment for active military duty;

I.  Employee discount on goods purchased from their employer;

m. Expense reimbursements to employees to the extent that an employer’s records
substantiate that the expense was incurred as a valid business expense;
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NOTE: Reimbursed expense and flat expense allowances, except for hand or power tools,
paid to employees may be excluded from the audit, provided that all three of the following
conditions are met:

(1) The reimbursed expenses or expenses for which allowances were paid were
incurred upon the business of the employer, and

(2) the amount of each employee’s expense payments or allowances is shown
separately in the records of the employer, and

(3) the amount of each expense reimbursement or allowance payment approximates
the actual expenses incurred by the employee in the conduct of the employee’s
work.

n. Dinner money for late work;

0. Work uniform allowances;

p. Sick pay paid to an employee by a third party such as an insured’s group insurance carrier
that is paying disability income benefits to a disabled employee;

g. Employer provided perquisites (perks) such as:

(1) An automobile;

(2) An airplane flight;

(3) An incentive vacation (e.g., contest winner);
(4) A discount on property or services;

(5) Club memberships;

(6) Tickets to entertainment events.

4. Payroll
Payroll means remuneration.

C. ESTIMATED PAYROLLS

1. Estimated Payrolls by Classification
For each classification shown on the Information Page, the total estimated annual payroll shall
be stated in the column headed “Premium Basis Total Estimated Annual Remuneration.”

2. Determination of Estimated Payrolls
Estimated payrolls shown on the Information Page shall reflect actual remuneration anticipated
by the insured during the policy period. Such estimates shall be subject to substantiation by
the carrier through evaluation of records or inspections.

3. Approval of Estimated Payrolls
Adequacy of estimated payrolls is subject to approval by the MA Bureau or other licensed rating
organization.

D. WHOLE DOLLARS - PAYROLLS

All payrolls shall be shown to the nearest dollar. A remainder of $.50 or more shall be rounded to
the next higher dollar.
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E. OVERTIME

1. Definition
Overtime means those hours worked for which there is an increase in the rate of pay:

a.
b.

C.

NOTE: Forms of incentive pay commonly referred to as “shift differential” or “premium pay

For work in any day or in any week in excess of the humber of hours normally worked, or
For hours worked in excess of 8 hours in any day or 40 hours in any week, or

For work on Saturdays, Sundays or holidays.

"

associated with working other than normal day shift hours during the standard workweek are
not to be considered overtime.

In the case of guaranteed wage agreements, overtime means only those hours worked in excess
of the number specified in such agreement

2. Exclusion of Overtime Payroll

Payroll Records

The extra pay for overtime shall be excluded from the payroll on which premium is computed
as indicated in (1) or (2) below, provided the insured’s books and records are maintained
to show overtime pay separately by employee and in summary by classification.

(1) If the records show separately the extra pay earned for overtime, the entire extra pay
shall be excluded.

(2) If the records show the total pay earned for overtime (regular pay plus overtime pay)
in one combined amount, and time and one-half is paid for overtime, 1/3 of this total
pay shall be excluded. If double time is paid for overtime and the total pay for such
overtime is recorded separately, 1/2 of the total pay for double time shall be excluded.

Exception to 2.a. above
Exclusion of overtime pay does not apply to payroll assigned to any classification under the
caption “Stevedoring” with a code number followed by the letter “F.”

Hours Worked

Except as otherwise provided herein, it is the intent of this rule that overtime remuneration
shall be deductible only if the number of hours actually worked in the day or week exceeds
the number of hours normal and usual to the particular risk or industry; however, regardless
of the normal workday or workweek, overtime remuneration shall be deductible for the
number of hours actually worked in excess of 8 hours per day or 40 hours per week. Only
that portion of the overtime remuneration that is in excess of the wages which would have
applied if such overtime were compensated at the regular rate of pay shall be deductible

Some businesses may have overtime wage agreements with employees under which the
employee receives an hourly rate of pay for hours worked in excess of 40 hours per week,
which is less than the hourly rate of pay for hours worked up to 40 hours per week. As
there is no portion of this overtime rate which exceeds the regular hourly rate of pay, no
deduction is permitted for any portion of these overtime wages.

Guaranteed Wages

In some industries guaranteed wage contracts or agreements exist under which the
employee receives a guaranteed wage for work up to a specified number of hours per week,
such as 50. The guaranteed wage, for example, is computed on the basis of 40 hours at
straight time and 10 hours at 1 1/2 times the basic hourly wage. Under guaranteed wage
plans of this general type, the full guaranteed wage shall be included in the premium
computation for any hours that an employee works up to the maximum number of hours
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covered by the guaranteed wage, regardless of how such wage is computed. The overtime
rule is applicable in the case of guaranteed wages only to earnings in excess of the
guaranteed wages.

d. Premium Pay

It is also the intent of this rule that the basis of premium shall include all premium pay.
Premium pay involves higher rates of pay generally because of night work, weekend work,
or work under special conditions or at unusual hours and is the normal basic rate of
remuneration for such work. There is no element of deductible overtime remuneration in
premium pay since such higher rate of pay is the regular pay rather than overtime pay.
However, in situations of this nature, when the employee has worked in excess of the
number of hours required by the normal working period, or in any event in excess of 8 hours
per day or 40 hours per week, the overtime rule is applicable.

Exception to 2.d. above

An exception to the basic principle stated above is that this rule applies with respect to
higher rates of pay that are paid at the traditional overtime hourly rate of pay for work on
Saturdays, Sundays or holidays, even though the employee has not worked the normal
workweek, because work on such days had been regarded traditionally as overtime and
not as part of the normal workweek. The following examples have been developed to
indicate how the foregoing principles shall be applied in specific circumstances and to
illustrate the proper application of this rule in accordance with its basic intent.

Examples of E.2. above

(1)

(2)

(3)

(4)

(3)

(6)

The hourly rate of pay for a night-shift worker is $15 while the hourly rate for the day shift is
$10.

The increase over the daytime rate of pay is premium pay. It should not be considered overtime
and excluded.

A “swing shift” worker is paid at a premium rate for hours worked during odd hours although
the total hours worked is within normal limits. Is there any deductible overtime?

There is no deductible overtime since premium pay is not overtime pay.

A night-shift worker works longer hours than usual and consequently receives an increase in
rate of pay above the regular night shift rate for extra hours.

Provided such increase is paid at the traditional overtime rate of pay, the increased rate of pay
over the regular night-shift rate for the extra hours is deductible.

For the first 4 hours of overtime the rate is time-and-a-half; thereafter, it is double time. If an
employee continues to work after 12 hours total time, the employee is paid for an extra half
hour as “supper money.”

The extra remuneration earned for overtime, including the supper money, is deductible.

Work on Saturdays, Sundays and holidays is paid at increased rates of pay. The total hours
worked in the week are (a) more than the normal workweek; (b) less than the normal
workweek?

In each case, provided the employee was paid at the traditional overtime rate of pay, the
increased rate of pay is treated as overtime. If the employee was paid only a “shift differential,”
the entire remuneration shall be audited as payroll.

An employee works during the employee’s paid vacation period or on a paid holiday and receives
straight time pay in addition to the employee’s regular vacation or holiday pay.
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(7)

(8)

(9)

No deduction is permissible because, under the basis of premium rule, unworked vacation pay
or holiday pay must always be included in remuneration. In this case, only the actual pay during
the worked vacation period, none of which constitutes overtime, is a factor

An employee is normally not required to work on a holiday but is paid for the holiday at the
regular rate. If the employee does work on the holiday, the employee receives additional pay at
time-and-a-half, the employee’s total pay then being 2 %2 times regular pay.

One-fifth of the employee’s total remuneration (being the “1/2"” of the “2 1/2") is deductible.
The basis of premium rule includes as remuneration any wages paid for unworked holidays.
Also, that portion of the time-and-a-half pay that represents straight time contains no element
of deductible overtime. The balance of this pay, however, is deductible because it falls within
the scope of the exception to the basic principle pertaining to work performed on Saturdays,
Sundays and holidays.
The normal working day is 7 hours. The hourly wage is $10.00 for the first 6 hours and $20.00
for the 7th hour. If any employee works more than 7 hours, that employee receives
$20.00 per extra hour.
(a) An employee works 7 hours and receives $80.00.

There is no deductible overtime.
(b) An employee works 8 hours and receives $100.00.

The deductible overtime is $10.00, being the increment over the basic hourly wage of $10.00
which is included in the wage paid for the 8th hour.

A guaranteed wage agreement provides for a normal work week of 50 hours, the guaranteed
wage for which is $550.00, computed on the basis of an hourly wage of $10.00 per hour for the
first 40 hours and $15.00 per hour for the remaining 10 hours. Any work in excess of 50 hours
is compensated at $15.00 per hour.
(a) An employee works 50 hours and receives a guaranteed wage of $550.00.

There is no deductible overtime
(b) An employee works only 40 hours but still receives a guaranteed wage of $550.00.

There is no deductible overtime.
(c) An employee works 55 hours and receives a total wage of $625.00.

The deductible overtime is $25.00, being the $5.00 increment over the basic hourly wage

of $10.00, which is included in the wage paid for the hours worked in excess of those covered
by the guaranteed wage.

(10) An electric-meter reader is paid an hourly wage but also receives a bonus for reading a certain

number of meters above a standard number. If the employee works overtime, the employee
receives 1 1/2 times the employee’s hourly rate and 1 1/2 times the regular bonus.

The extra half-time and extra portion of the bonus paid for work during the overtime hours is
deductible.

(11) In alternate weeks, an employee is available for emergency work, receiving an extra day’s

pay. If called upon for such work, the employee receives in addition time-and-a-half for the
hours worked, with a minimum of 4 hours straight time even though the emergency work
should take only 1/2 hour.
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(a) During one week, the employee performed no emergency work.

No deduction, because the extra pay for standby is part of the employee’s regular
remuneration.

(b) During another week, 1/2 hour of emergency work was performed.

No deduction, because the 4 hours straight time received is a guaranteed wage.
(c) During yet another week, 3 hours of emergency work was performed.

The excess over 4 hours at straight time is deductible; that is, 1/2 hour straight time.

(12) An employee is paid on a piecework basis.

If the rate of pay per piece is increased after the employee works the normal number of hours,
the excess portion above the regular piece rate, earned during the extra hours worked, should
be treated as overtime. An increase in the piece rate for increased production within the

normal working hours should not be treated as overtime.

(13) An employee is paid an hourly wage, which is increased if the employee’s production in normal
work hours exceeds a specified standard.

The increase is not deductible as overtime.

F. PAYROLL LIMITATION

1. When Payroll Limitation Applies
Payroll limitation applies after any deductions of extra pay for overtime.

2. How Payroll Limitation Applies
For executive officers and classifications with notes which indicate payroll limitation, the payroll
on which premium is based shall exclude that part of the employee’s average weekly pay in
excess of the applicable weekly limitation, provided:

a. Books and records are maintained to show separately the total payroll earned by each
employee whose average weekly pay for the total time employed during the policy period
exceeds the weekly payroll limitation, and

b. Separate records are maintained in summary by classification for such employees.

3. Partial Week
A part of a week shall be treated as a full week in determining average weekly pay.

4. Executive Officer’s Payroll

a. The remuneration of an executive officer shall not be included with the payroll of the risk
for premium computation purposes, provided:

(1) That such officer is elected for the value of the officer's name or because of stock
holdings, has no duties and does not come on the premises, except perhaps to attend
directors’ meeting, or

(2) That such officer ceases to perform any duties and does not come on the premises,
except perhaps to attend directors’ meetings.

(3) That such qualifying corporate officer or director has elected to be excluded from
coverage. See Rule IX-A.2.
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b. The remuneration of an executive officer shall be included with the payroll of the risk for
premium computation purposes, subject to the minimum and maximum limitations shown
in Rule IX-A.3., provided:

(1) That such executive ceases to perform any duties, but, nevertheless, frequently visits
the premises of the risk, or

(2) That such officer frequently visits the premises of the risk for business conference,
directors’ meetings or similar duties, although also an officer or employee of another
risk in the operations of which an active interest is taken.

c. Under the following conditions, the amount of remuneration of executive officers that shall
be included with the payroll of the risk for premium computation purposes, subject to the
minimum and maximum limitations shown in Rule IX-A.3, shall be as indicated below:

(1) Where the officer draws no salary in fact, but a regular salary is credited to the officer
on the books, the amount so credited shall be included in the payroll of the risk as that
officer’s remuneration.

(2) Where the officer draws no salary in fact, but a regular salary is credited to the officer
on the books and subsequently charged back to such officer, the amount so credited
shall be included in the payroll of the risk as that officer’s remuneration regardless of
such charge-off.

(3) Where the officer draws no regular salary but draws such various sums as the officer
needs or the conditions of the business dictate, the actual amount drawn shall be
included in the payroll of the risk as that officer’'s remuneration.

(4) Where the officer receives no salary in fact, either drawn or credited, or where the
records presented to the auditor fail to disclose the salary, the amount to be included in
the payroll of the risk shall be the applicable manual minimum per week.

Bonuses

For the purpose of applying this rule, bonuses paid during the policy term shall be considered
as earned during the policy term and prorated for the period of employment during the policy
term.

Example of F.5.:
Policy Period - 9/1/96 - 9/1/97
Period of Employment - 52 weeks

Amount of annual bonus declared in December, 1995 = $1,560

Average weekly bonus to be added to average weekly wage = $30

Period of Employment:

For the purpose of applying this rule, “total time employed during the policy period” of any
employee shall be construed as the sum of the portions of all contracts of employment of such
employee falling within the policy period.

G. WAGES FOR TIME NOT WORKED

1.

Some employers pay employees for extra time not worked. No deduction shall be made for such
amounts since no overtime work is involved.

Example of G.1. above
An insured’s employees regularly work seven hours per day, five days a week. However, they
are paid for an extra hour each day at the regular rate of pay.
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2. The entire amount of wages paid for idle time shall be included as payroll.

3. Wages paid for idle time due to the following causes shall be assigned in their entirety to the
classification that applied to the work normally performed by the employee involved.

a. Suspension or delay of work on account of weather conditions.

b. Delays while waiting for materials.

c. Delays while waiting for another contractor to complete certain work.
d. Delays arising from breakdown of equipment.

e. “Stand-by” time where employees such as operators of cranes, hoists, or other equipment
are on the job but their active services are not required continuously.

f. Special union requirements or agreements between employer and employees calling for pay
for idle time under specified circumstances.

g. Time spent traveling to or from the job.
h. Other causes of similar nature.

4. Wages paid to key employees of construction, erection or stevedoring risks, such as
superintendents, foremen, or engineers, for periods during which no jobs are in progress, shall
be assigned to the classification applicable to the work that each employee actually performs
during such period. If such work consists exclusively of drafting or other office work, or if such
employee is completely idle, that employee’s wages shall be assigned to Code 8810.

Code 8810, however, is not available for office time of an executive supervisor who qualifies for
Code 5606, since it is normally expected that such an employee will spend a considerable portion
of that employee’s time in office work.

5. The entire amount of wages paid for idle time to an employee engaged in work other than
construction, erection or stevedoring must be assigned without division to the classification that
normally applied to that employee.

6. Wages paid to employees who are not on strike but who are unable to perform their normal
duties because of a strike shall be assigned to the classification applicable to the work usually
performed by such employees, except that if any such employees perform absolutely no work
for their employer and are not present on their employer’s premises during such period, such
wages shall be assigned to Code 8810 - Clerical Office Employees NOC, provided the facts are
clearly disclosed by the employer’s records.
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RULE V - PREMIUM BASIS
Item 4. of the Information Page

A. BASIS OF PREMIUM - TOTAL REMUNERATION

Premium shall be computed on the basis of the total remuneration paid or payable by the insured
for services of employees or other individuals who could receive workers compensation benefits
pursuant to M. G. L. Chapter 152, as amended, for work-related injuries as provided for by the

policy.

Exception
Some classifications have a different premium basis. For example, premium for domestic worker

classifications is computed on a per capita basis. Refer to Rule XIV.

B. REMUNERATION - PAYROLL

1. Definition
Remuneration means money or substitutes for money.

2. Inclusions
Remuneration includes:

a. Wages or salaries including retroactive wages or salaries;

b. Total cash received by employees for commissions and draws against commissions;
c. Bonuses including stock bonus plans;

d. Extra pay for overtime work except as provided in Rule V-E;

e. Pay for holidays, vacations or periods of sickness;

f. Payment by an employer of amounts otherwise required by law to be paid by employees
to statutory insurance or pension plans, such as the Federal Social Security Act;

g. Payment to employees on any basis other than time worked, such as piecework, profit
sharing or incentive plans;

h. Payment or allowance for hand tools or power tools used by hand provided by employees
either directly or through a third party and used in their work or operations for the
insured;

i. The rental value of an apartment or a house provided for an employee based on
comparable accommodations;

j. The value of lodging, other than an apartment or house, received by employees as part of
their pay, to the extent shown in the insured’s records;

k. The value of meals received by employees as part of their pay to the extent shown in the
insured’s records;

I.  The value of store certificates, merchandise, credits or any other substitute for money
received by employees as part of their pay (refer to exclusions below for certain fringe
benefits [substitutes for money] not considered to be remuneration);

m. Payments for salary reduction, retirement or cafeteria plans (IRC 125) that are made
through deductions from the employee’s gross pay;
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n. Davis-Bacon wages
or wages from a similar prevailing wage law paid directly to an employee;

0. Annuity plans;

p. Expense reimbursements to employees to the extent that an employer’s records do not
substantiate that the expense was incurred as a valid business expense;

g. Payment for filming of commercials excluding subsequent residuals which are earned by
the commercial’s participant(s) each time the commercial appears in print or is broadcast.

3. Exclusions
Remuneration excludes:

a. Tips and other gratuities received by employees;

b. Payments by an employer to group insurance or group pension plans for employees, other
than payments covered by Rule V-B. 2. f. and Rule V-B. 2. m.;

c. That portion of Davis-Bacon wages, or similar prevailing wage law, that the employer
proves was actually paid before the audit into a separate and distinct third—party
employee benefit plan the administration of which neither the employer, nor any of its
officers, directors, or owners, directs or controls.

d. The value of special rewards for individual invention or discovery;

e. Dismissal or severance payments except for time worked or accrued vacation;

f. Payments for active military duty;

Employee discounts on goods purchased from the employee’s employer;

s @

Expense reimbursements to employees to the extent that an employer’s records
substantiate that the expense was incurred as a valid business expense;

NOTE: Reimbursed expense and flat expense allowances, except for hand or power tools,
paid to employees may be excluded from the audit, provided that all three of the following
conditions are met:

(1) The reimbursed expenses or expenses for which allowances were paid were incurred
upon the business of the employer, and

(2) the amount of each employee’s expense payments or allowances is shown separately
in the records of the employer, and

(3) the amount of each expense reimbursement or allowance payment approximates the
actual expenses incurred by the employee in the conduct of the employee’s work.

i. Supper money for late work;
j.  Work uniform allowances;

k. Sick pay paid to an employee by a third party such as an insured’s group insurance carrier
that is paying disability income benefits to a disabled employee;
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4.

I.  Employer provided perquisites (perks) such as:
(1) An automobile;

(2) An airplane flight;

(3) An incentive vacation (e.g., contest winner);
(4) A discount on property or services;

(5) Club memberships;

(6) Tickets to entertainment events.

Payroll
Payroll means remuneration.

C. ESTIMATED PAYROLLS

1.

Estimated Payrolls by Classification
For each classification shown on the Information Page, the total estimated annual payroll shall
be stated in the column headed “Premium Basis Total Estimated Annual Remuneration.”

Determination of Estimated Payrolls

Estimated payrolls shown on the Information Page shall reflect actual remuneration
anticipated by the insured during the policy period. Such estimates shall be subject to
substantiation by the carrier through evaluation of records or inspections.

Approval of Estimated Payrolls
Adequacy of estimated payrolls is subject to approval by the MA Bureau or other licensed
rating organization.

D. WHOLE DOLLARS - PAYROLLS

All payrolls shall be shown to the nearest dollar. A remainder of $.50 or more shall be rounded to

the

next higher dollar.

E. OVERTIME

1.

Definition
Overtime means those hours worked for which there is an increase in the rate of pay:

a. For work in any day or in any week in excess of the number of hours normally worked, or
b. For hours worked in excess of 8 hours in any day or 40 hours in any week, or
c. For work on Saturdays, Sundays or holidays.

NOTE: Forms of incentive pay commonly referred to as “shift differential” or “premium pay”
associated with working other than normal day shift hours during the standard workweek are
not to be considered overtime.

In the case of guaranteed wage agreements, overtime means only those hours worked in
excess of the number specified in such agreement.
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2. Exclusion of Overtime Payroll

a. Payroll Records
The extra pay for overtime shall be excluded from the payroll on which premium is
computed as indicated in (1) or (2) below, provided the insured’s books and records are
maintained to show overtime pay separately by employee and in summary by
classification.

(1) If the records show separately the extra pay earned for overtime, the entire extra pay
shall be excluded.

(2) If the records show the total pay earned for overtime (regular pay plus overtime pay)
in one combined amount, and time and one-half is paid for overtime, 1/3 of this total
pay shall be excluded. If double time is paid for overtime and the total pay for such
overtime is recorded separately, 1/2 of the total pay for double time shall be excluded.

Exception to 2.a. above

Exclusion of overtime pay does not apply to payroll assigned to any classification under

the caption “Stevedoring” with a code number followed by the letter “F.”

b. Hours Worked

Except as otherwise provided herein, it is the intent of this rule that overtime
remuneration shall be deductible only if the number of hours actually worked in the day or
week exceeds the number of hours normal and usual to the particular risk or industry;
however, regardless of the normal workday or workweek, overtime remuneration shall be
deductible for the number of hours actually worked in excess of 8 hours per day or 40
hours per week. Only that portion of the overtime remuneration that is in excess of the
wages which would have applied if such overtime were compensated at the regular rate of
pay shall be deductible

Some businesses may have overtime wage agreements with employees under which the
employee receives an hourly rate of pay for hours worked in excess of 40 hours per week,
which is less than the hourly rate of pay for hours worked up to 40 hours per week. As
there is no portion of this overtime rate which exceeds the regular hourly rate of pay, no
deduction is permitted for any portion of these overtime wages.

c. Guaranteed Wages

In some industries guaranteed wage contracts or agreements exist under which the
employee receives a guaranteed wage for work up to a specified number of hours per
week, such as 50. The guaranteed wage, for example, is computed on the basis of 40
hours at straight time and 10 hours at 1 1/2 times the basic hourly wage. Under
guaranteed wage plans of this general type, the full guaranteed wage shall be included in
the premium computation for any hours that an employee works up to the maximum
number of hours covered by the guaranteed wage, regardless of how such wage is
computed. The overtime rule is applicable in the case of guaranteed wages only to
earnings in excess of the guaranteed wages.

d. Premium Pay

It is also the intent of this rule that the basis of premium shall include all premium pay.
Premium pay involves higher rates of pay generally because of night work, weekend work,
or work under special conditions or at unusual hours and is the normal basic rate of
remuneration for such work. There is no element of deductible overtime remuneration in
premium pay since such higher rate of pay is the regular pay rather than overtime pay.
However, in situations of this nature, when the employee has worked in excess of the
number of hours required by the normal working period, or in any event in excess of 8
hours per day or 40 hours per week, the overtime rule is applicable.

Exception to 2.d. above
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An exception to the basic principle stated above is that this rule applies with respect to
higher rates of pay that are paid at the traditional overtime hourly rate of pay for work on
Saturdays, Sundays or holidays, even though the employee has not worked the normal
workweek, because work on such days had been regarded traditionally as overtime and
not as part of the normal workweek. The following examples have been developed to
indicate how the foregoing principles shall be applied in specific circumstances and to
illustrate the proper application of this rule in accordance with its basic intent.

Examples of E.2. above

(1)

(2)

(3)

(4)

(5)

(6)

(7)

The hourly rate of pay for a night-shift worker is $15 while the hourly rate for the day shift is
$10.

The increase over the daytime rate of pay is premium pay. It should not be considered
overtime and excluded.

A “swing shift” worker is paid at a premium rate for hours worked during odd hours although
the total hours worked is within normal limits. Is there any deductible overtime?

There is no deductible overtime since premium pay is not overtime pay.

A night-shift worker works longer hours than usual and consequently receives an increase in
rate of pay above the regular night shift rate for extra hours.

Provided such increase is paid at the traditional overtime rate of pay, the increased rate of pay
over the regular night-shift rate for the extra hours is deductible.

For the first 4 hours of overtime the rate is time-and-a-half; thereafter, it is double time. If
an employee continues to work after 12 hours total time, the employee is paid for an extra
half hour as “supper money.”

The extra remuneration earned for overtime, including the supper money, is deductible.

Work on Saturdays, Sundays and holidays is paid at increased rates of pay. The total hours
worked in the week are (a) more than the normal workweek; (b) less than the normal
workweek?

In each case, provided the employee was paid at the traditional overtime rate of pay, the
increased rate of pay is treated as overtime. If the employee was paid only a “shift
differential,” the entire remuneration shall be audited as payroll.

An employee works during the employee’s paid vacation period or on a paid holiday and
receives straight time pay in addition to the employee’s regular vacation or holiday pay.

No deduction is permissible because, under the basis of premium rule, unworked vacation pay
or holiday pay must always be included in remuneration. In this case, only the actual pay
during the worked vacation period, none of which constitutes overtime, is a factor

An employee is normally not required to work on a holiday but is paid for the holiday at the
regular rate. If the employee does work on the holiday, the employee receives additional pay
at time-and-a-half, the employee’s total pay then being 2 Y2 times regular pay.

One-fifth of the employee’s total remuneration (being the “1/2"” of the “2 1/2") is deductible.
The basis of premium rule includes as remuneration any wages paid for unworked holidays.
Also, that portion of the time-and-a-half pay that represents straight time contains no element
of deductible overtime. The balance of this pay, however, is deductible because it falls within
the scope of the exception to the basic principle pertaining to work performed on Saturdays,
Sundays and holidays.
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(8) The normal working day is 7 hours. The hourly wage is $10.00 for the first 6 hours and

$20.00 for the 7th hour. If any employee works more than 7 hours, that employee receives
$20.00 per extra hour.

(a) An employee works 7 hours and receives $80.00.
There is no deductible overtime.
(b) An employee works 8 hours and receives $100.00.

The deductible overtime is $10.00, being the increment over the basic hourly wage of
$10.00 which is included in the wage paid for the 8th hour.

(9) A guaranteed wage agreement provides for a normal work week of 50 hours, the guaranteed

wage for which is $550.00, computed on the basis of an hourly wage of $10.00 per hour for

the first 40 hours and $15.00 per hour for the remaining 10 hours. Any work in excess of 50

(10)

(11)

hours is compensated at $15.00 per hour.
(a) An employee works 50 hours and receives a guaranteed wage of $550.00.
There is no deductible overtime
(b) An employee works only 40 hours but still receives a guaranteed wage of $550.00.
There is no deductible overtime.
(c) An employee works 55 hours and receives a total wage of $625.00.
The deductible overtime is $25.00, being the $5.00 increment over the basic hourly wage
of $10.00, which is included in the wage paid for the hours worked in excess of those
covered by the guaranteed wage.
An electric-meter reader is paid an hourly wage but also receives a bonus for reading a
certain number of meters above a standard number. If the employee works overtime, the
employee receives 1 1/2 times the employee’s hourly rate and 1 1/2 times the regular

bonus.

The extra half-time and extra portion of the bonus paid for work during the overtime hours
is deductible.

In alternate weeks, an employee is available for emergency work, receiving an extra day’s
pay. If called upon for such work, the employee receives in addition time-and-a-half for the
hours worked, with a minimum of 4 hours straight time even though the emergency work
should take only 1/2 hour.

(a) During one week, the employee performed no emergency work.

No deduction, because the extra pay for standby is part of the employee’s regular
remuneration.

(b) During another week, 1/2 hour of emergency work was performed.
No deduction, because the 4 hours straight time received is a guaranteed wage.
(c) During yet another week, 3 hours of emergency work was performed.

The excess over 4 hours at straight time is deductible; that is, 1/2 hour straight time
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(12) An employee is paid on a piecework basis.

If the rate of pay per piece is increased after the employee works the normal number of
hours, the excess portion above the regular piece rate, earned during the extra hours
worked, should be treated as overtime. An increase in the piece rate for increased
production within the normal working hours should not be treated as overtime.

(13) An employee is paid an hourly wage, which is increased if the employee’s production in
normal work hours exceeds a specified standard.

The increase is not deductible as overtime.

F. PAYROLL LIMITATION

1. When Payroll Limitation Applies
Payroll limitation applies after any deductions of extra pay for overtime.

2. How Payroll Limitation Applies
For executive officers and classifications with notes which indicate payroll limitation, the
payroll on which premium is based shall exclude that part of the employee’s average weekly
pay in excess of the applicable weekly limitation, provided:

a. Books and records are maintained to show separately the total payroll earned by each
employee whose average weekly pay for the total time employed during the policy period
exceeds the weekly payroll limitation, and

b. Separate records are maintained in summary by classification for such employees.

3. Partial Week
A part of a week shall be treated as a full week in determining average weekly pay.

4. Executive Officer’s Payroll

a. The remuneration of an executive officer shall not be included with the payroll of the risk
for premium computation purposes, provided:

(1) That such officer is elected for the value of the officer's name or because of stock
holdings, has no duties and does not come on the premises, except perhaps to attend
directors’ meeting, or

(2) That such officer ceases to perform any duties and does not come on the premises,
except perhaps to attend directors’ meetings.

(3) That such qualifying corporate officer or director has elected to be excluded from
coverage. See Rule IX-A.2.

b. The remuneration of an executive officer shall be included with the payroll of the risk for
premium computation purposes, subject to the minimum and maximum limitations shown
in Rule IX-A.3., provided:

(1) That such executive ceases to perform any duties, but, nevertheless, frequently visits
the premises of the risk, or

(2) That such officer frequently visits the premises of the risk for business conference,
directors’ meetings or similar duties, although also an officer or employee of another
risk in the operations of which an active interest is taken.
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c. Under the following conditions, the amount of remuneration of executive officers that shall
be included with the payroll of the risk for premium computation purposes, subject to
the minimum and maximum limitations shown in Rule IX-A.3, shall be as indicated
below:

(1) Where the officer draws no salary in fact, but a regular salary is credited to the officer
on the books, the amount so credited shall be included in the payroll of the risk as that
officer’s remuneration.

(2) Where the officer draws no salary in fact, but a regular salary is credited to the officer
on the books and subsequently charged back to such officer, the amount so credited
shall be included in the payroll of the risk as that officer’s remuneration regardless of
such charge-off.

(3) Where the officer draws no regular salary but draws such various sums as the officer
needs or the conditions of the business dictate, the actual amount drawn shall be
included in the payroll of the risk as that officer’s remuneration.

(4) Where the officer receives no salary in fact, either drawn or credited, or where the
records presented to the auditor fail to disclose the salary, the amount to be included
in the payroll of the risk shall be the applicable manual minimum per week.

Bonuses

For the purpose of applying this rule, bonuses paid during the policy term shall be considered
as earned during the policy term and prorated for the period of employment during the policy
term.

Example of F.5.:

Policy Period - 9/1/96 - 9/1/97

Period of Employment - 52 weeks

Amount of annual bonus declared in December, 1995 = $1,560

Average weekly bonus to be added to average weekly wage = $30

Period of Employment:

For the purpose of applying this rule, “total time employed during the policy period” of any
employee shall be construed as the sum of the portions of all contracts of employment of such
employee falling within the policy period.

G. WAGES FOR TIME NOT WORKED

1.

Some employers pay employees for extra time not worked. No deduction shall be made for
such amounts since no overtime work is involved.

Example of G.1. above
An insured’s employees regularly work seven hours per day, five days a week. However, they
are paid for an extra hour each day at the regular rate of pay.

The entire amount of wages paid for idle time shall be included as payroll.

Wages paid for idle time due to the following causes shall be assigned in their entirety to the
classification that applied to the work normally performed by the employee involved.

a. Suspension or delay of work on account of weather conditions.
b. Delays while waiting for materials.
c. Delays while waiting for another contractor to complete certain work.
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d. Delays arising from breakdown of equipment.

e. “Stand-by” time where employees such as operators of cranes, hoists, or other equipment
are on the job but their active services are not required continuously.

f. Special union requirements or agreements between employer and employees calling for
pay for idle time under specified circumstances.

g. Time spent traveling to or from the job.

h. Other causes of similar nature.

4. Wages paid to key employees of construction, erection or stevedoring risks, such as
superintendents, foremen, or engineers, for periods during which no jobs are in progress, shall
be assigned to the classification applicable to the work that each employee actually performs
during such period. If such work consists exclusively of drafting or other office work, or if
such employee is completely idle, that employee’s wages shall be assigned to Code 8810.

Code 8810, however, is not available for office time of an executive supervisor who qualifies
for Code 5606, since it is normally expected that such an employee will spend a considerable
portion of that employee’s time in office work.

5. The entire amount of wages paid for idle time to an employee engaged in work other than
construction, erection or stevedoring must be assigned without division to the classification
that normally applied to that employee.

6. Wages paid to employees who are not on strike but who are unable to perform their normal
duties because of a strike shall be assigned to the classification applicable to the work usually
performed by such employees, except that if any such employees perform absolutely no work
for their employer and are not present on their employer’s premises during such period, such
wages shall be assigned to Code 8810 - Clerical Office Employees NOC, provided the facts are
clearly disclosed by the employer’s records.
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