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Effective September 1, 2008
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PREFACE

A. In accordance with Section 654 of The Insurance Company Law of May 17, 1921, P.L. 682 and Act 44 of 1993, Act 57 of
1996, as amended, the Insurance Commissioner has approved this Manual of risk classes, underwriting rules, bureau rating
values and rating plans, to become effective 12:01 A.M. September 1, 2008, with respect to all policies, the effective date of
which is September 1, 2008 or thereafter, subject to the following express conditions, for the State Workers' Insurance Fund
and for the insurance companies, corporations, associations and exchanges enumerated in the attached list and for no other
insurance company, corporation, association or exchange.

B. Organization of Manual
This Manual has six sections:

Section 1 — Underwriting Rules

Section 2 — Rating Values and Classifications/General Auditing and Classification Information
Section 3 — Endorsements

Section 4 — Retrospective Rating Plans

Section 5 — Experience Rating Plan

Section 6 — Merit Rating Plan

C. Definitions

The following words are referenced in Act 44 of 1993 or have been used in this Manual with meanings intended to be
consistent with the requirements of that Act. For purposes of improving the understanding of the Manual, definitions of these
words as used elsewhere in this Manual are set forth below.

1. Bureau Data Card — Bureau Data Cards are issued by the Pennsylvania Compensation Rating Bureau. These data
cards provide the risk name, location, Bureau file number, authorized classification(s) and if applicable the risk’s
experience modification for a minimum of one year.

Risks approved for the Pennsylvania Construction Classification Premium Adjustment Program and any other
applicable credit programs will be shown on these data cards.

2. Bureau Loss Costs — Dollar amounts per unit of exposure attributable to the payment of losses under workers
compensation and employers liability coverages, filed by the Bureau based on the aggregate experience of all Bureau
members and approved by the Insurance Commissioner.

3. Bureau Rating Values — All parameters filed by the Bureau and approved by the Insurance Commissioner, and which
are used either mandatorily or by option of carriers for purposes of pricing workers compensation and employers liability
coverages. Such Bureau rating values include Bureau Loss Costs, experience rating plan values such as Expected
Loss Cost Factors, Credibility, Maximum Value of One Accident, and Credibility Weighted Maximum Value Charge,
retrospective rating plan values such as the Table of Expected Loss Ranges, Excess Loss Pure Premium Factors,
Retrospective Pure Premium Development Factors, and expense parameters applicable to U.S.L.&H.W. coverages
such as Premium Discounts, Expected Loss Ratio, Expense Ratios, Tax Multipliers and Loss Conversion Factors.

4. Carrier Rate — The amount per unit of exposure which an insurance carrier charges for workers compensation and
employers liability insurance.

5. Carrier Rating Values — All parameters used by carriers for purposes of pricing workers compensation and employers
liability insurance coverages. Such parameters may be either Bureau Rating Values adopted by a carrier for its own use
or values independently determined by a carrier.

6. Loss Cost — Dollar amounts per unit of exposure attributable to the payment of losses under workers compensation
and employers liability coverages. Loss Costs may be developed either by the Bureau based on the aggregate
experience of all Bureau members or may be established by individual carriers based on their own supporting
information.

7. Provision for Claim Payment — Historical aggregate losses projected through development to their ultimate value and
through trending to a future point in time, but excluding all loss adjustment or claim management expenses, other
operating expenses, assessments, taxes and profit or contingency allowances. In this Manual the term "Loss Cost" is
synonymous with Provision for Claim Payment.

8. Rating Value — A parameter or number used in pricing workers compensation or employers liability insurance
coverages. Rating Values may be established by the Bureau or by individual carriers. Where individual carriers have
established Rating Values different from those of the Bureau, the carrier's values supersede those of the Bureau for
purposes of that insurer's policies.
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PREFACE

D.

Pennsylvania Compensation Rating Bureau Membership List

ACADIA Insurance Company.

Accident Fund Insurance Company of America.
Accident Fund General Insurance Company.
Accident Fund National Insurance Company.
ACE American Insurance Company.

ACE Fire Underwriters Insurance Company.

ACE Indemnity Insurance Company.

ACE Property & Casualty Insurance Company.
ACIG Insurance Company.

ACUITY, A Mutual Insurance Company.
Advantage Workers Compensation Insurance Company.
Agent Alliance Insurance Company.

AIG Casualty Company.

AIG Centennial Insurance Company.

A.l.U. Insurance Company.

Alea North America Insurance Company.

Alliance National Insurance Company.

Allianz Global Risks US Insurance Company.
Allied Eastern Indemnity Company.

Allied Property and Casualty Insurance Company.
Allstate Indemnity Company.

Allstate Insurance Company.

AMCO Insurance Company.

AmCOMP Preferred Insurance Company.
American Alternative Insurance Corporation.
American Automobile Insurance Company.
American Business & Personal Insurance Mutual, Inc.
American Casualty Company of Reading.
American Compensation Insurance Company.
American Country Insurance Company.

American Economy Insurance Company.
American European Insurance Company.
American Fire and Casualty Company.

American Fuji Fire & Marine Insurance Company.
American Guarantee and Liability Insurance Company.
American Hardware Mutual Insurance Company.
American Home Assurance Company.

American Insurance Company, The.

American International Insurance Company.
American International South Insurance Company.
American Interstate Insurance Company.
American Manufacturers' Mutual Insurance Company.
American Mining Insurance Company.

American Motorists Insurance Company.
American Safety Casualty Insurance Company.
American Select Insurance Company.

American States Insurance Company.

American States Insurance Company of Texas.
American Zurich Insurance Company.
AmeriHealth Casualty Insurance Company.
Amerisure Mutual Insurance Company.

Amguard Insurance Company.

Arch Insurance Company.

Argonaut Great Central Insurance Company.
Argonaut Insurance Company.

Argonaut-Midwest Insurance Company.
Associated Indemnity Corporation.

Assurance Company of America.

Atlantic Mutual Insurance Company.

Atlantic Specialty Insurance Company.

Atlantic States Insurance Company.

Automobile Insurance Company of Hartford, Connecticut.
Banclnsure, Inc.

Bankers Standard Fire and Marine Company.
Bankers Standard Insurance Company.
Benchmark Insurance Company.

Bituminous Casualty Corporation.

Bituminous Fire and Marine Insurance Company.
Blue Ridge Indemnity Company.

Blue Ridge Insurance Company.

Brethren Mutual Insurance Company, The.
Brotherhood Mutual Insurance Company.
Camden Fire Insurance Association, The.
Capital City Insurance Company, Inc.
Carolina Casualty Insurance Company.
Centennial Insurance Company.

Century Indemnity Company.

Charter Oak Fire Insurance Company.
Cherokee Insurance Company.

Chubb Indemnity Insurance Company.
Church Mutual Insurance Company.
Cincinnati Casualty Company.

Cincinnati Indemnity Company.

Cincinnati Insurance Company, The.

Citizens Insurance Company of America.
Clarendon National Insurance Company.
Colony Specialty Insurance Company.
Commerce and Industry Insurance Company.
Companion Commercial Insurance Company.
Companion Property & Casualty Insurance Company.
Continental Casualty Company.

Continental Indemnity Company.

Continental Insurance Company, The.
Continental Western Insurance Company.
Crum & Forster Indemnity Company.
Cumberland Insurance Company, Inc.

Cumis Insurance Society, Inc.
DaimlerChrysler Insurance Company.

Dallas National Insurance Company.
Deerfield Insurance Company.

Delos Insurance Company.

Depositors Insurance Company.

Discover Property & Casualty Insurance Company.
Donegal Mutual Insurance Company.
Eastern Advantage Assurance Company.
Eastern Alliance Insurance Company.
Eastguard Insurance Company.

Electric Insurance Company.

Emcasco Insurance Company.

Employers Compensation Insurance Company.
Employers’ Fire Insurance Company.
Employers’ Insurance Company of Wausau.
Employers’ Mutual Casualty Company.

Erie Insurance Company.

Erie Insurance Company of New York.

Erie Insurance Exchange.

Erie Insurance Property & Casualty Company.
Essentia Insurance Company.

Everest National Insurance Company.
Excelsior Insurance Company.

Explorer Insurance Company.

Fairfield Insurance Company.

Fairmont Premier Insurance Company.
Fairmont Specialty Insurance Company.
Farmington Casualty Company.

Farmland Mutual Insurance Company.
Federal Insurance Company.

Federated Mutual Insurance Company.
Federated Rural Electric Insurance Exchange.
Federated Service Insurance Company.
Fidelity and Deposit Company of Maryland.
Fidelity and Guaranty Insurance Company.
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Fidelity and Guaranty Insurance Underwriters, Inc.
Fireman's Fund Insurance Company.

Firemen's Insurance Company of Washington, D.C.
First Liberty Insurance Corporation.

First National Insurance Company of America.
First Nonprofit Insurance Company.

FirstComp Insurance Company.

Firstline National Insurance Company.

Flagship City Insurance Company.

Florists’ Insurance Company.

Florists’ Mutual Insurance Company.

Freedom Advantage Insurance Company.
Frontier Insurance Company.

General Casualty Company of Wisconsin.
General Casualty Insurance Company.

General Insurance Company of America.

Genesis Insurance Company.

Grange Mutual Casualty Company.

Granite State Insurance Company.

Graphic Arts Mutual Insurance Company.

Great American Alliance Insurance Company.
Great American Assurance Company.

Great American Insurance Company.

Great American Insurance Company of New York.
Great Divide Insurance Company.

Great Northern Insurance Company.

Great West Casualty Company.

Greater New York Mutual Insurance Company.
Greenwich Insurance Company.

GuideOne Mutual Insurance Company.

Hanover Insurance Company, The.

Harco National Insurance Company.

Harford Mutual Insurance Company.

Harleysville Insurance Company.

Harleysville Insurance Company of New Jersey.
Harleysville Mutual Insurance Company.
Harleysville Preferred Insurance Company.
Harleysville Worcester Insurance Company.
Hartford Accident and Indemnity Company.
Hartford Casualty Insurance Company.

Hartford Fire Insurance Company.

Hartford Insurance Company of the Midwest.
Hartford Insurance Company of the Southeast.
Hartford Underwriters Insurance Company.
Highlands Insurance Company.

Highmark Casualty Insurance Company.

HM Casualty Insurance Company.

Housing and Redevelopment Insurance Exchange.
lllinois National Insurance Company.

Imperial Casualty and Indemnity Company.
Indemnity Insurance Company of North America.
Indiana Lumbermen's Mutual Insurance Company.
Insurance Company of Greater New York.
Insurance Company of North America.

Insurance Company of the State of Pennsylvania, The.
Insurance Company of the West.

Lackawanna American Insurance Company.
Lackawanna Casualty Company.

Lackawanna National Insurance Company.
Lancer Insurance Company.

Laundry Owners’ Mutual Liability Insurance Association.

Laurier Indemnity Company.

Lebanon Mutual Insurance Company.
Liberty Insurance Corporation.

Liberty Insurance Underwriters, Inc.
Liberty Mutual Fire Insurance Company.
Liberty Mutual Insurance Company.

Liberty Mutual Mid-Atlantic Insurance Company.
Lincoln General Insurance Company.

LM Insurance Corporation.

Lumbermen's Mutual Casualty Company.
Lumbermen's Underwriting Alliance.
Manufacturers Alliance Insurance Company.
Markel Insurance Company.

Maryland Casualty Company.

Massachusetts Bay Insurance Company.
Medmarc Casualty Insurance Company.
MEMIC Indemnity Company.

Mercer Insurance Company.

Merchants Mutual Insurance Company.
Merchants Preferred Insurance Company.
Meridian Security Insurance Company.
Mid-Century Insurance Company.

Middlesex Insurance Company.

Midwest Employers Casualty Company.

Millers Capital Insurance Company.

Mitsui Sumitomo Insurance Company of America.
Mitsui Sumitomo Insurance USA Inc.
Montgomery Mutual Insurance Company.
Motorists’ Mutual Insurance Company.

Mutual Benefit Insurance Company.

National American Insurance Company.
National Fire Insurance Company of Hartford.
National Interstate Insurance Company.
National Surety Corporation.

National Union Fire Insurance Company of Pittsburgh, Pa.
Nationwide Agribusiness Insurance Company.
Nationwide Mutual Fire Insurance Company.
Nationwide Mutual Insurance Company.
Nationwide Property and Casualty Insurance Company.
Netherlands Insurance Company.

New Hampshire Insurance Company.

New Jersey Manufacturers' Insurance Company.
NGM Insurance Company.

NIPPONKOA Insurance Company, Ltd. US Branch.
Norguard Insurance Company.

North American Elite Insurance Company.
North American Specialty Insurance Company.
North River Insurance Company, The.
Northbrook Indemnity Company.

Northern Assurance Company of America, The.
Northern Insurance Company of New York.
NOVA Casualty Company.

Ohio Casualty Insurance Company.

Ohio Farmers' Insurance Company.

Ohio Security Insurance Company.

Old Guard Insurance Company.

Old Republic General Insurance Corporation.
Old Republic Insurance Company.

OneBeacon America Insurance Company.
OneBeacon Insurance Company.

Oriska Insurance Company.

Pacific Employers' Insurance Company.

Pacific Indemnity Company.

Paramount Insurance Company.

Patriot General Insurance Company.

Peerless Indemnity Insurance Company.
Peerless Insurance Company.

Peninsula Indemnity Company.

Penn Millers Insurance Company.

Penn National Security Insurance Company.
PennCommonwealth Casualty of America Corporation.
Pennsylvania Casualty Company.

Pennsylvania General Insurance Company.
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Pennsylvania Lumbermens Mutual Insurance Company.

Pennsylvania Manufacturers' Association Insurance
Company.

Pennsylvania Manufacturers Indemnity Company.

Pennsylvania National Mutual Casualty Insurance
Company.

Pennsylvania Surface Coal Mining Insurance Exchange.

Pharmacists Mutual Insurance Company.

Phoenix Insurance Company, The.

Potomac Insurance Company.

Praetorian Insurance Company.

Preferred Professional Insurance Company.

Princeton Insurance Company.

Property and Casualty Insurance Company of Hartford.

Protective Insurance Company.

Public Service Mutual Insurance Company.

Redland Insurance Company.

Regent Insurance Company.

Republic-Franklin Insurance Company.

Rockwood Casualty Insurance Company.

SAFECO Insurance Company of America.

Safety First Insurance Company.

Safety National Casualty Corp.

School Boards Insurance Company of Pennsylvania, Inc.

SeaBright Insurance Company.

SECURA Insurance, A Mutual Company.
Select Risk Insurance Company.

Selective Insurance Company of America.
Selective Insurance Company of New York.
Selective Insurance Company of South Carolina.
Selective Insurance Company of the Southeast.
Selective Way Insurance Company.

Seneca Insurance Company, Inc.

Sentinel Insurance Company, Ltd.

Sentry Casualty Company.

Sentry Insurance, A Mutual Company.

Sentry Select Insurance Company.

Somerset Casualty Insurance Company.
Sompo Japan Insurance Company of America.
Southern Insurance Company of Virginia.
Southern States Insurance Exchange.
SPARTA Insurance Company.

St. Paul Fire and Marine Insurance Company.
St. Paul Guardian Insurance Company.

St. Paul Mercury Insurance Company.

St. Paul Protective Insurance Company.
Standard Fire Insurance Company, The.

Star Insurance Company.

StarNet Insurance Company.

State Auto Property & Casualty Insurance Company.
State Automobile Mutual Insurance Company.
State Farm Fire and Casualty Company.

State Workers’ Insurance Fund.

Statesman Insurance Company.

Strathmore Insurance Company.

Synergy Comp Insurance Company.
Technology Insurance Company.

T.H.E. Insurance Company.

TIG Indemnity Company.

TIG Insurance Company.

Tokio Marine & Nichido Fire Insurance Company, Ltd.
Tower Insurance Company of New York.

Tower National Insurance Company.

Trans Pacific Insurance Company.

Transguard Insurance Company of America, Inc.
Transport Insurance Company.

Transportation Insurance Company.

Travelers Casualty and Surety Company.
Travelers Casualty and Surety Company of America.
Travelers Casualty Company of Connecticut.
Travelers Casualty Insurance Company of America.
Travelers Commercial Insurance Company.
Travelers Indemnity Company, The.

Travelers Indemnity Company of America.
Travelers Indemnity Company of Connecticut, The.
Travelers Property Casualty Company of America.
Truck Insurance Exchange.

Trumbull Insurance Company.

Trustgard Insurance Company.

Twin City Fire Insurance Company.

U.S. Specialty Insurance Company.

Ullico Casualty Company.

Union Insurance Company.

United National Insurance Company.

United States Fidelity and Guaranty Company.
United States Fire Insurance Company.

United Wisconsin Insurance Company.
Universal Underwriters' Insurance Company.
Utica Mutual Insurance Company.

Valiant Insurance Company.

Valley Forge Insurance Company.

Vanliner Insurance Company.

Vigilant Insurance Company.

Virginia Surety Company, Inc.

Wausau Business Insurance Company.

Wausau Underwriters' Insurance Company.
Wesco Insurance Company.

West American Insurance Company.
Westchester Fire Insurance Company.

Westfield Insurance Company.

Westfield National Insurance Company.
WestGUARD Insurance Company.

Westport Insurance Corporation.

Williamsburg National Insurance Company.
Work First Casualty Company.

XL Insurance America, Inc.

XL Specialty Insurance Company.

Zenith Insurance Company.

Zurich American Insurance Company.
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RULE | - GENERAL

WORKERS COMPENSATION

Workers Compensation as used in this Manual means workers compensation and occupational
disease law of Pennsylvania.

STANDARD POLICY

Standard Policy means the Standard Provisions Workers Compensation and Employers Liability
Policy and the Information Page approved by the Pennsylvania Insurance Department.

ENDORSEMENT FORMS

Endorsement forms mean standard endorsements contained in the Endorsement Forms Section. A
standard endorsement must be used in the form prescribed in Section 3.

ENDORSEMENT FORMS SECTION (SECTION 3)

Refer to the Endorsement Forms Section for complete description of coverages and instructions on
use of the endorsement forms.

APPLICATION OF MANUAL RULES
Rules apply separately to each policy, except as allowed by Rule VIl - PREMIUM DISCOUNT.
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F. EFFECTIVE DATE

1.

Manual

This Manual applies only from the anniversary rating date which occurs on or after the effective

date of this Manual.

2.

Changes

The effective date of a change in any rule, classification or Bureau rating value is 12:01 a.m. on
the date specified on the manual page. Any change will be highlighted and linked to the
appropriate Bureau circular announcing the change. Unless specified otherwise, each change
applies only from the anniversary rating date which occurs on or after the effective date of the
change.

G. ANNIVERSARY RATING DATE

1.

Definition

The anniversary rating date is the effective month and day of the policy in effect and each
annual anniversary thereafter unless a different date has been established by the Pennsylvania
Compensation Rating Bureau.

Rewritten Policies

If a policy is canceled and rewritten by the same or another carrier, all rules, classifications and
carrier rating values of the rewriting carrier which were in effect as of the anniversary rating
date shall apply to the rewritten policy until the next anniversary date as established by the
Pennsylvania Compensation Rating Bureau.

Use the Anniversary Rating Date Endorsement.

No policy may be canceled, rewritten or extended for any period to avoid or take advantage of
any changes in the rules or Bureau rating values of the Manual.

Long Term Policies

For application of anniversary rating dates on policies issued for a term in excess of one year,

refer to Rule Il - C.

H. FILING REQUIREMENTS

1.

2.

Policy

An exact copy of every Workers Compensation Policy showing the state of Pennsylvania on
the Information Page shall be filed with the Pennsylvania Compensation Rating Bureau within
thirty days after the effective date of the policy.

Policy Writing Procedures

a. Policy Numbers
The policy number designated by the carrier at policy issuance must remain constant and
must be used on all endorsements and other documents related to that policy. If a portion
of the policy number is designated at inception as the "key" policy number, such
designation must be clearly identified on the policy information page and the "key" number
must be used on all endorsements and other documents related to that policy.

b. Renewal Policy Numbers
The information page of each renewal policy shall identify the policy number of the policy
which it renews, in accordance with a. above. This procedure also applies to rewritten
policies. The word "same" should be used to indicate that the same policy number has
been used on renewal. The word "new" should be used to indicate a newly issued policy.
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Endorsements

An exact copy of all endorsements or agreements attached to the policy at its inception date or
issued subsequent to the inception date of the policy must be filed with the Bureau within thirty
days after the date of issue of such endorsement or agreement.

Standard Endorsement Filing Procedure

a. Any endorsement filed with the Insurance Department on behalf of Bureau members by
the Bureau must be filed for approval with the Bureau. For filing procedure details refer to
Section 3.

b. Non Standard Endorsements filing procedure, refer to Section 3.

Binders

a. A copy of the binder must be filed with the Bureau on an approved form with all required
endorsements attached no later than thirty days after its date of inception.

b. The binder must contain the classification codes and Carrier Rating Values applicable to
the employer in accordance with the assignment issued by the Bureau or in accordance
with the Classification Rules of this Manual if no specific Bureau assignment has been
made.

c. A binder must be replaced with a short-term policy covering the amount of time the binder
was in effect or replaced with a full-term policy including the time period the binder was in
effect.

I POLICY CORRECTION

If the Bureau finds that a policy requires correction to conform to Manual rules or
classifications, the carrier shall be notified by letter. Such policy shall be corrected and a copy
of the correcting endorsement shall be submitted to the Bureau no later than thirty (30) days
after notification.

J. MEDICAL CONTRACTS

1.

Medical contracts and agreements between insurance carriers and insured employers where
medical service or supplies are furnished by the employer in consideration of a reduced
premium or other consideration cannot be made.

Insurance carriers may not furnish medical equipment or hospital supplies to the insured’s
employer.

RULE Il - EXPLANATION OF COVERAGES AND METHODS OF INSURING

A. PART ONE - WORKERS COMPENSATION INSURANCE

1.

Description of Coverage A

Workers compensation insurance provides coverage for the statutory obligation of an employer
to provide benefits for employees as required by:

a. Workers compensation law or occupational disease law of any state or territory of the
United States, including the District of Columbia, and

b. United States Longshore and Harbor Workers' Compensation Act.
Pennsylvania workers compensation insurance may be provided only by the Standard Policy.

Longshore Coverage

U.S. Longshore and Harbor Workers' Compensation Act insurance may be provided only by
attaching the Longshore and Harbor Workers' Compensation Act Coverage Endorsement (WC
00 01 06A) to the Standard Policy. Refer to Rule XII.

© 2008 PENNSYLVANIA COMPENSATION RATING BUREAU



PENNSYLVANIA WORKERS COMPENSATION MANUAL

SECTION 1

UNDERWRITING RULES

EFFECTIVE DATE: SEPTEMBER 1, 2008

Page 9

B. COVERAGE REQUIREMENTS

1.

Compulsory as to all employments
Exceptions:

Individual proprietors

Partners of a partnership (including members of a Limited Liability Company (LLC).

Elected officers of the Commonwealth or any of its political subdivisions.

An executive officer of a for profit corporation or an executive officer of a nonprofit

corporation who serves voluntarily and without remuneration may, however, elect not to be

an “employee” of the corporation. For the purposes of this exclusion, an executive officer

of a for-profit corporation is an individual who has either an ownership interest in a

Subchapter S corporation as defined by the Act of March 4, 1971 (P.L. 6, No. 2) known as

the “Tax Reform Code of 1971,” or an interest of at least five percent in a Subchapter C

corporation as defined by the Tax Reform Code of 1971.

e. Any person who is a licensed real estate salesperson or an associate real estate broker

affiliated with a licensed real estate broker or a licensed insurance agent affiliated with a

licensed insurance agency, under a written agreement, remunerated on a commission only

basis and who qualifies as an independent contractor for State tax purposes or for Federal

tax purposes under the Internal Revenue Code of 1986 (Public Law 99-514, 26 U.S.C. § 1

Et Seq.).

Domestic or casual labor.

g. Outworker (a person to whom articles are given for cleaning, repair, etc. at home).

h. Farmer with one employee who works less than 30 days a year or earns less than $1,200
a year. A spouse or a child of the farmer employer under eighteen years of age shall not
be deemed an employee unless the services of such spouse or child are engaged by the
farmer employer under an express written contract of hire which is filed with the
Pennsylvania Department of Labor and Industry.

i. Elective for members of certain religious sects whose tenets prohibit benefits from

insurance, provided the sect makes provisions for its members.

cooTw

—h

No insurance carrier is permitted to issue policies which would create duplicate coverage for an
employer. Policies of different insurance carriers cannot be written for separate parts of a single
risk.

When an employer proposes to insure both his accident and occupational disease
compensation liability, such liability must be covered by a single policy of one insurance carrier.

C. PART TWO — EMPLOYERS LIABILITY INSURANCE

1.

Description of Coverage B

Employers liability insurance provides coverage for the legal obligation of an employer to pay
damages because of bodily injury by accident or disease, including resulting death, sustained
by an employee. Employers liability coverage applies only if the injury or death of an employee
arises out of and in the course of employment and is sustained:

a. Inthe United States of America, its territories or possessions, or Canada, or

b. While temporarily outside the United States of America, its territories or possessions, or
Canada, if the injured employee is a citizen or resident of the United States or Canada; but
suits for damages and actions on judgments must be in or from a court of the United
States, its territories or possessions or Canada.

Unless specifically excluded, coverage for the liability of an employer under admiralty law
and the Federal Employers Liability Act is provided by employers liability insurance.

Employers Liability for Diseases

Employers liability insurance for diseases not covered by a workers compensation law or an
occupational disease law is provided by the Standard Policy.
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Admiralty Law or Federal Employers Liability Act

Employers liability insurance for liability of an employer under admiralty law or Federal
Employers Liability Act is not provided by the Standard Policy. Refer to Rule XlI for rules and
endorsements to cover or limit this exposure.

Employers Liability Insurance With Workers Compensation Insurance

Employers liability insurance written with workers compensation insurance is provided

by the Standard Policy.

H.

Employers Liability Insurance Without Workers Compensation Insurance

Employers liability insurance without workers compensation insurance is prohibited in the state
of Pennsylvania.

D. VOLUNTARY COMPENSATION INSURANCE

1.

Description of Voluntary Compensation Coverage

Voluntary compensation insurance does not provide workers compensation coverage and is
not available for employments subject to a workers' compensation law. This insurance affords
the benefits of a designated compensation law as if the affected employees were subject to
that law, even though the law does not require payment of benefits to such employees.

Voluntary compensation insurance shall not provide compensation, medical or other benefits in
excess of the statutory requirements in the workers compensation law designated in the
standard Voluntary Compensation and Employers Liability Coverage Endorsement.

How Provided
Voluntary Compensation insurance is provided by attaching the Standard Voluntary

Compensation and Employers Liability Coverage Endorsement (WC 00 03 11A) to the
Standard Policy. Refer to Rule VIII for rules and carrier rating values.

E. PART THREE — OTHER STATES INSURANCE

1.

Description of Other States Coverage

a. Employers liability insurance and, where permitted by law, workers compensation
insurance are provided in other states not listed in Item 3-A of the Information Page by
listing states where coverage is to be provided in Item 3-C of the Information Page.

b. If workers compensation insurance does not apply because the insured or carrier is unable
to take the necessary action to bring the insured under a workers compensation law, the
carrier will reimburse the insured for all compensation and other benefits required of the
insured under such law.

c. Part Three — Other States Insurance does not provide U.S. Longshore and Harbor
Workers' Compensation Act coverage. It may be afforded only in accordance with Rule
XIl.

States Where Not Available

Other states coverage is not available in states:

a. With a monopolistic state fund, or

b. Where the carrier elects not to write this coverage.

Restriction on Use

Coverage for operations known or expected to be performed in a state not listed in Item 3-A of
the Information Page shall not be provided under Part Three — Other States Insurance.
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4.

Premium

Premium developed for operations covered under Part Three — Other States Insurance shall be
based on workers compensation rules and carrier rating values.

F. DEDUCTIBLE COVERAGE

Act 44 of 1993 requires an insurer issuing a workers compensation policy to offer a deductible
program upon a policyholder's request.

1.

Deductible coverage shall be made part of the policy if requested by the policyholder.
Underwriting criteria for deductible coverage are to be established by individual carriers.

The claimants' benefits will be paid by the insurance carrier without regard to any deductible.

The policyholder must agree to reimburse the carrier for the deductible amount for any benefits
paid to claimants.

Failure of the policyholder to reimburse the carrier for any deductible amount shall be treated
as non-payment of premium under the policy.

The loss elimination ratio is determined by the hazard group (found in Section 2 of this Manual)
of the policy's governing classification. Codes 951, Salesmen and 953, office, cannot be
governing classifications unless they are the only classifications on the policy.

The premium adjustment for the deductible provisions of the policy shall be reported as a credit
which shall be applied prior to experience modification or other carrier premium modifications.

If the policy is issued with a deductible provision, the Deductible Endorsement (WC 37 04 03)
shall be issued and made part of the policy.

The Pennsylvania Insurance Department has promulgated three deductible coverage levels of
$1,000 per claim, $5,000 per claim and $10,000 per claim respectively. Individual carriers can
offer different deductible levels and/or premium credits upon approval of the Pennsylvania
Insurance Department.

G. GROUP DEDUCTIBLE OR RETROSPECTIVE RATING PLAN COVERAGE

Act 57 of 1996 permits an insurer issuing a workers compensation policy to offer an endorsement for
deductible or retrospective rating plans for groups of five or more employers, subject to approval by
the Insurance Commissioner and subject to the individual insurer's underwriting criteria for deductible
coverage (see F. 1. above).

1.

2.

The insurer will issue an individual workers compensation policy for each member of the group.

Each group member will be held jointly and severally liable for the payment of premiums or
deductible amounts with regard to benefits paid for compensable claims of the group as a
whole.

RULE Il - POLICY PREPARATION — INSURED, POLICY PERIOD AND STATE OF OPERATIONS

Iltem 1, 2 and 3-A of the Information Page

A. EXPLANATION OF TERMS

1.

Employer/Entity

Employer may be an individual, partnership, joint venture, corporation, association, or a
fiduciary such as a trustee, receiver or executor, or other entity.
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Insured

Insured means the employer designated in Iltem 1 of the Information Page. If the insured is a
professional association use the Professional Association Act Endorsement in Section 3 of this
Manual.

Majority Interest

Majority Interest as defined in the Experience Rating Plan Section applies. The term majority
shall mean more than 50%.

a. Majority of voting stock, or

b. Majority of members or directors if there is no voting stock, or

c. Majority participation of general partners in profits of a partnership.
Risk

Risk means a single legal entity or two or more legal entities which qualify for combination in
the state of Pennsylvania.

B. NAME, ADDRESS, AND OTHER WORKPLACES OF INSURED - ITEM 1

1.

Name of Insured

In addition to providing the complete legal name of the insured, carriers shall designate each
fictitious name shown on the Information Page by the symbol D.B.A. (doing business as). In
addition, if a fictitious name is shown on an endorsement the same designation, D.B.A., shall
be shown. A fictitious name is a business name which is not the legal name of the insured.

The effective date of any change, addition or deletion in the name of the insured shall be
shown on the endorsement.

Name and address changes should be effected on a separate endorsement and not in
conjunction with other policy amendments.

Combination of Legal Entities

Separate legal entities may be insured in one policy only if the same person, or group of
persons, owns the majority interest in such entities.

Pennsylvania Locations

All locations and operations of the employer in Pennsylvania shall be insured in one policy.
Exception: Long Term Construction Projects (Wrap-up). See Rule I1X-D.

C. POLICY PERIOD - ITEM 2

1.

Normal Policy Period

The normal policy period is one year. A policy may be issued for any period but not longer than
3 years.

Policy for One Year

a. The manual rules are based on a policy period of one year.

b. A policy issued for a period not longer than one year and 16 days is treated as a one year
policy.

Policy Longer Than One Year

A policy issued for a period longer than one year and 16 days, other than a 3-year fixed carrier
rating value policy, is treated as follows:
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a. The policy period is divided into consecutive 12-month units.

b. If the policy period is not a multiple of 12 months, use the Standard Policy Period
Endorsement (WC 00 04 05) to specify the first or last unit of less than 12 months as a
short-term policy.

c. All manual rules and procedures apply to each such unit as if a separate policy had been
issued for each unit.

4. Renewal Certificates, Agreements and Continuing Form Policies, should be handled as
policies longer than one year.

5. Three-Year Fixed Carrier Rating Value Policy Option

A policy may be issued for a period of 3 years at fixed carrier rating values. Such a policy shall
not be issued if the risk is subject to the Experience Rating Plan on the effective date of the

policy.

A policy issued under this option shall be known as a Three-Year Fixed Carrier Rating Value
Policy and shall be so designated on the Information Page. Refer to Rule XI.

6. Annual Rating Endorsements

An "Annual Rating Endorsement" shall be submitted annually for each continuing form policy
or policy written for a period in excess of one year but not more than three years to be effective
on the anniversary date set by such policy. It shall be submitted to the Bureau not later than
thirty days subsequent to its inception.

Each annual rating endorsement shall be clearly identified by printing in large boldface type at
the top of the endorsement the words "ANNUAL RATING ENDORSEMENT."

Annual rating endorsements shall also:

a. Show the name of the carrier providing the insurance. If the names of affiliated
carriers are printed on endorsement forms, the particular carrier providing coverage shall
be clearly indicated.

b. Show the policy number, including all printed and typed prefixes to facilitate the
identification of the policy to which the Annual Rating Endorsement is related.

C. If the annual rating endorsement being filed replaces an annual rating
endorsement covering the same period, indicate that it is a rewrite.

d. Show the date of its inception and expiration.

e. Show the code number(s) and carrier rate(s) applicable. If the carrier rate(s) or
experience modification is not effective as of inception date of the endorsement, also
show the effective date of such carrier rate(s) or modification.

f. Show the premium adjustment period, deposit premium and estimated annual
premium for the period covered by the Annual Rating Endorsement.

Annual Rating Endorsements shall be used only for the purpose of showing the carrier rates,
experience modifications, premium adjustment period, deposit premium and estimated annual
premium for each one-year period. They cannot be used to make any other changes in the
policy such as, but not restricted to, modifying the name of the insured, adding or eliminating
classifications, adding or eliminating locations.
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D. STATE LAWS DESIGNATED IN THE POLICY — Item 3-A

1.

Listing of Pennsylvania

Insurance for operations conducted in Pennsylvania is provided by listing the state in Item 3-A
of the Information Page.

Longshore Act

The U.S. Longshore and Harbor Workers Compensation Act shall not be entered in Item 3-A of
the Information Page. Refer to Rule XII.

Additional States

A state may be added after the effective date of the policy. For the additional state operations,
apply:

a. Carrier rating values in effect on the anniversary rating date of the policy to which the state
has been added.

b. Any change in carrier rating values which applies to outstanding policies for the state
being added.

c. When adding the State of Pennsylvania, the Information Page and attached endorsements
shall be prepared so that the Pennsylvania coverage can be clearly determined.

RULE IV — CLASSIFICATIONS

Item 4 of the Information Page

A. GENERAL EXPLANATION

1.

Objective

The object of the classification system is to group insureds into classifications so that the rating
value for each classification reflects the exposures common to such distinct business
enterprise (See Rule IV, C. 2. & C. 3.). Subject to certain exceptions described later in this rule,
it is the business of the insured within Pennsylvania that is classified, not the separate
employments, occupations or operations within the business.

B. CLASSIFICATIONS

1.

Basic Classifications

All classifications in the Manual are basic classifications, other than the standard exception
classifications. Basic classifications describe the business of an insured such as:

Business Classification
Manufacture of a Product Furniture Manufacturing
A Process Printing
Construction or Erection Carpentry
A General Type or Character of Business Hardware Store
A Service Beauty Parlor

Classifications are listed in Section Two of the Manual. Notes following a classification are part
of that classification. Also, see Section Two of this Manual for classifications by group
arrangement which is essentially a numeric listing.
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Standard Exception Classification

Some occupations are common to so many businesses that special classifications have been
established for them. They are called standard exception classifications. Employees within the
definition of a standard exception classification are not included in a basic classification unless
the basic classification specifically includes those employees. The standard exception
classifications are defined below:

a.

CLERICAL OFFICE EMPLOYEES - Code 953 — are employees exclusively engaged in
keeping the books or records of the insured or conducting correspondence or who are
engaged wholly in office work where such books or records are kept or such
correspondence is conducted.

This classification shall be applied only to employees herein described who work
exclusively in separate buildings or on separate floors or in departments on such floors
which are separated from all other workplaces of the employer by floor to ceiling partitions
except for retail stores where a partition at least five feet high is required and within which
no work is performed other than clerical office duties as defined in this rule.

If any clerical office employee has any other regular duty, the entire payroll of that
employee shall be assigned in accordance with the class to which the business is
assigned.

(1) The clerk, such as a counter, front desk, lobby, mall kiosk, time, stock or tally clerk
or librarian, whose work is necessary, incidental or part of any operation of the
business other than clerical office, shall not be considered a clerical office
employee. Such clerk should be assigned to the basic classification of the
business.

(2) The cashier also shall not be considered a clerical office employee. A cashier is
responsible for accepting payment for merchandise or services rendered. The
cashier's physical location may include but is not necessarily limited to: a booth,
behind a counter or on a sales floor. The cashier or any employee whose regular
and frequent duty is accepting payment for merchandise or services should be
assigned to the basic classification of the business regardless of the physical work
location.

(3) Office employees shall be separately classified except in connection with those
classes which specifically include Office Employees.

DRAFTING EMPLOYEES, Code 953, are employees engaged exclusively in drafting and
confined to office work. The entire payroll of any such employees engaged in any other
operations shall be assigned to the highest Bureau loss cost classification of operations to
which they are exposed.

SALESPERSONS — OUTSIDE, Code 951 — exclusively engaged in sales or collection
work away from the employer's premises or who are engaged in such work for any portion
of their time and devote the balance of their time in clerical office duties.

This classification is inapplicable to employees delivering merchandise or products. Even
though they may also collect or solicit, such employees shall be assigned in accordance
with the classification appropriate to the business of the employer for which delivery is being
made.

Also not included are floor and/or counter salespersons. Such employees shall be assigned
in accordance with the class appropriate to the business at the location.

Employees who sell or solicit exclusively by telephone shall be assigned to Code 953,
Clerical Office Employees.

Salespersons, Collectors or Messengers shall be separately classified except in connection
with those classes which specifically include all employees or all employees except office.
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Automobile Salespersons — Code 819 are employees engaged in such duties on and away
from the insured’s premises. Code 819 shall be treated as Salespersons — Outside, Code
951, for the purposes of this rule, but Automobile Salespersons are assigned to Code 819.

3. General Inclusions

a. Some operations appear to be separate businesses, but they are included within the
scope of all classifications other than the standard exception classifications. These
operations are called general inclusions and are:

1)

)

®)
(4)

©)
(6)

@)

®)

9)

(10)

(11)

(12)

Commissaries or restaurants operated for an insured's employees except in
connection with construction, erection, lumbering, mining or the recovery of
petroleum and/or natural gas.

Manufacturing of containers such as bags, barrels, bottles, boxes, cans, cartons
or packing cases (and the incident printing thereon) to be used by the employer in
the packaging of its products.

Medical facilities operated by the insured for its employees.

Maintenance or repair and/or cleaning of an insured's buildings, or vehicles or
equipment when performed by employees of an insured.

Printing or lithographing by an insured on its products.

Stamping or Welding — when an integral technique that is a part of an overall
manufacturing process.

Drilling or Blasting — when conducted by the employees of a surface or
underground non-coal mine operator to facilitate mineral extraction. Drilling,
redrilling or deepening conducted by an entity whose field of business is the
recovery of petroleum and/or natural gas shall be separately classified.

Quality control of an insured's products or research laboratories engaged in
developing and/or improving products manufactured by an insured.

Drivers, chauffeurs and their helpers including all employees whose principal
duties are the operation and/or the repair of vehicles.

If vehicles, including drivers, chauffeurs and helpers are employed under contract
and if the owner of such vehicles has not insured his compensation obligation and
furnished evidence of such insurance, the actual payroll of the drivers, chauffeurs
and helpers shall be included in the payroll of the insured employer at the proper
carrier rating value(s) for the operations in which they are engaged. If such payroll
cannot be obtained, one-third (1/3) of the total amount paid for the hire of such
vehicles under contract shall be considered as payroll of the drivers, chauffeurs
and helpers.

When the contract price does not include the cost of fuel, maintenance, or other
services provided to the owner or owner-operator of a vehicle under contract, the
value of such goods and services shall be added to the contract price before
determining the one-third (1/3) amount.

If the owner of the vehicle is also a driver, and if in the event of an injury would be
entitled to workers compensation benefits from the insured, (see Section 2 Owner-
Operator Owner/Driver for more detail), use actual payroll or if unavailable, use
one-third (1/3) of the contract price for that vehicle which shall be included in the
payroll of the insured employer.

Tools, dies, molds or fixtures made and/or repaired by an insured that are used in
the insured's product manufacturing operations.

Aircraft travel by employees, other than members of the flying crew, including
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b.

employees whose payroll is assigned to the Standard Exception Classifications.
(13) Child day care services operated by the employer for his employees.
(14) Warehousing by an employer of its merchandise, products and/or raw materials.
(15) Security guards protecting their employer’s premises and property.
(16) Heat treating by an insured on its products.
Any operation described by a General Inclusion shall be separately classified only if:

1. Such operation constitutes a separate and distinct business of the insured as
provided in Rule IV - C. below or

2. ltis specifically excluded by the classification wording, or

3. The principal business is described by a standard exception classification.

4. General Exclusions

Some operations in a business are so unusual that they are excluded from basic
classifications. They are classified separately unless specifically included in the basic
classification wording. These operations are called general exclusions and are:

(1) Aircraft operation — all operations of the flying and ground crews.
(2) New construction or structural alterations by the insured's employees.

(3) Sawmill Operations — sawing logs into lumber by equipment such as circular
carriage or band carriage saws, including operations incidental to the sawmill.

(4) Stevedoring, including tallying and checking incidental to stevedoring.

(5) Mining and Quarrying, Clay, Gravel or Sand Excavation and Dredging.

C. ASSIGNMENT OF CLASSIFICATIONS

1. Object of the Classification Procedure

a.

The object of the classification procedure is to assign the one basic classification which
best describes each distinct business enterprise of the insured within Pennsylvania.
Subject to certain exceptions described in this Rule, each classification includes all the
various types of labor found in a distinct enterprise. It is the business which is classified,
not the individual employments, occupations or operations within a business. Additional
classifications shall be assigned as provided below.

Act 44 of 1993 permits an insurer to develop subclassifications to the Bureau's
classification system as approved by the Insurance Commissioner. Any such
subclassification shall be filed by the developing insurer with the Bureau and the Insurance
Commissioner thirty (30) days prior to its use. The insurer's filing shall demonstrate that
payroll and loss data produced under such subclassification can be reported to the Bureau
consistent with the Bureau's classification system and statistical plan. Otherwise, the
Insurance Commissioner shall disapprove the subclassification filing.

2. Assignment of a Classification

a.

The policy shall contain only classifications approved by the Pennsylvania Compensation
Rating Bureau and in accordance with this Manual.

Each classification is presumed to describe an entire business enterprise. Any policy

which contains more than a single classification cannot contain any classifications
representing a payroll less than that of one full-time employee, but this rule will not apply in
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classifications involved in Construction, Erection, Stevedoring, Part-Time Aircraft
Operations or if the business’ basic and major operations are described by the Standard
Exception Classifications and there are employees whose job duties are not assignable to
the Standard Exceptions except as specified in classification phraseology.

Act 44 of 1993 permits an insurer to develop subclassifications to the Bureau's
classification system as approved by the Insurance Commissioner. Any such
subclassification shall be filed by the developing insurer with the Bureau and the Insurance
Commissioner thirty (30) days prior to its use. The insurer's filing shall demonstrate that
payroll and loss data produced under such subclassification can be reported to the Bureau
consistent with the Bureau's classification system and statistical plan. Otherwise, the
Insurance Commissioner shall disapprove the subclassification filing.

Single Enterprise. If a risk consists of a single operation or a number of separate
operations which normally occur in the business described by a single manual
classification, or separate operations which are an integral part of or incidental to the main
business, that single classification which most accurately describes the entire enterprise
shall be applied. The separate operations so covered may not be assigned to another
classification even though such operation may be specifically described by some other
classification or may be conducted at a separate location.

Division of payroll shall be made as provided in respect to General Exclusions, Standard
Exceptions or Special Class Wording. For construction or erection work, see special
procedure set forth in Rule IV, C. 5.

EXCEPTION

Where a retail outlet is located at the same or contiguous premises as a business'
manufacturing facility, the applicable retail store classification shall apply to the payroll of
the retail outlet provided that such outlet is operated in an area physically separate from
other operations by a floor to ceiling partition and it is separately staffed.

Authorized Classifications. When the classification of any insured has been established
by the Rating Bureau, no policy shall be issued or endorsed nor adjustment of premium
made under any other or conflicting classification.

In any instance where the established classification does not describe the current
operations of the insured, the insuring carrier or insured shall draw the matter to the
attention of the Rating Bureau in writing with full particulars prior to the application of any
other classifications. The reclassification shall not take place until the Bureau Staff has
received and reviewed such documentation and has replied in writing to the insured or
insuring carrier agreeing with their position or otherwise advising on which class(es) to
assign.

The insuring carrier is not relieved of the obligation to apply the class authorized for an
insured because of lack of knowledge that the Bureau has established an authorized
classification for that insured.

3. Assignment of Additional Classifications

Multiple Classifications/Multiple Enterprises (Not construction or erection operations —

see paragraph 6.)

Additional classifications may be used only when valid evidence supports their
authorization or in conformity with the rules stated under "Standard Exceptions" and
"Exclusions.” Additional classes may not be added without Bureau authorization when
their use is in violation of Manual Rules or an existing bureau data card.

Additional classifications shall be assigned to an insured only if the following conditions
exist:

1. If the classification wording requires the assignment of an additional
classification for specified employees or operations.

2. If there are distinct enterprises (meaning thereby businesses, which are
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specifically classified in this Manual, but not operations that normally occur
in the business described by the assigned classifications, nor operations
described by any of the General Inclusions), conducted in a given plant by
the same insured and the entire work in each enterprise is conducted either
in a separate building or on a separate floor or floors of a building, or on the
same floor in separate departments divided by floor to ceiling partitions
without interchange of labor and the insured conducts each of such
enterprises as a separate undertaking with separate records of payroll,
then such separate undertakings shall each be separately classified, (and
the proper carrier rating value applied to each).

3. See Governing Classification rules for assignment of incidental operations
that support more than one distinct enterprise.

b. Governing Classification

The governing classification is that classification other than the standard exception
classifications (which may never be the governing class) which carries the largest amount
of payroll exclusive of payroll of miscellaneous employees as defined below.

(1) This concept shall be utilized not in the initial classification assignment process but
to determine how to classify miscellaneous employees when an insured is
assigned two or more classifications.

Miscellaneous employees are employees that either supervise or support all the
various undertakings of the insured. The functions performed by miscellaneous
employees may include but are not necessarily limited to: maintenance, mailroom,
shipping and receiving, yard operations, security, power plant operations, lobby or
front desk personnel, elevator operators, porters, foremen, superintendents or
timekeepers.

(2) The entire remuneration of miscellaneous employees is assignable to the
governing classification.

(3) The governing classification in the case of construction or erection operations shall
be determined on a job basis within each policy period if payrolls are kept
separately by job within the policy period; otherwise on the basis of the entire policy
period.

(4) If the basic and major operations are described by classifications defined as
Standard Exceptions, the payroll of all employees not specifically included in the
definition for such Standard Exceptions shall be separately classified to Code 971.

Assignment By Analogy

Any enterprise which is not described by a classification in this Manual shall be assigned to the
classification or classifications most analogous from the standpoint of process and hazard. The
limitations and conditions of the classification or classifications so assigned and all Manual
rules pertaining to the classification shall be applicable.

Payroll Assignment — Multiple Classifications - Interchange of Labor

Some employees who are not miscellaneous employees may perform duties directly related to
more than one classification. When there is such an interchange of labor, the entire payroll of
employees who interchange shall be assigned to the highest bureau loss cost classification
representing any part of their work.

The payroll of one employee shall not be divided into two or more classes except where
specifically described in classification wording as "to be separately rated" or "separately rate"
and with no requirement for separate staff. See the paragraph immediately below for the
auditing procedure.

General Exceptions to C. 5. above
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For Construction, Erection, Temporary Staffing or Stevedoring, the payroll of any individual
employee may be divided and allocated to more than one such classification provided the entry
on the original records of the insured discloses an allocation of each such individual employee's
payroll. Estimated or percentage allocation of payroll is not permitted. Only a single stevedoring
class shall be applied to all payroll developed in the loading or unloading of a single vessel. For
further reference see the material under Stevedoring in Section 2 of the Manual. For Executive
Officers see Rule IX, A. 4.

Construction or Erection Operations

Each distinct type of construction or erection operation at a job or location shall be assigned to
the classification which specifically describes such operation provided separate payroll records
are maintained for each operation. Estimated or percentage allocation of payroll is not
permitted.

Any such operation for which separate payroll records are not maintained shall be assigned to
the highest Bureau loss cost classification which applies to the job or location where the
operation is performed.

A separate construction or erection classification shall not be assigned to any operation which
is within the scope of another classification assigned to such a job or location which is
assignable to a construction classification designated "all work to completion." All operations of
the insured contractor at that job or location shall be assignable to such classification.

NOC Please see Definitions Section 2.
Changing Classifications

a. The Bureau is empowered to determine, revise or modify the classification(s) assigned to
any individual insured. No written application by the carrier, agent of record or an insured
to change an insured's authorized classification(s) shall be considered by the Bureau
until the carrier has issued and filed a copy of its policy Information Page written in
accordance with an insured's authorized classification(s). The classification(s) shown in
any policy shall be subject to correction or modification, or both, if the Bureau finds by
survey or otherwise that the classification(s) shown in the policy are inappropriate to the
insured. No written application to change the classification(s) for an insured on the
grounds that the insured has been improperly classified shall be considered by the
Bureau unless such written application is filed directly with the Bureau by the insured,
agent of record or the carrier during the policy period with respect to which the
application is made, or within twelve months after the termination thereof.

b. (1) Achange in aninsured's classification that results from a recent change in an
insured's operations (i.e. an operations change that has taken place during the
current policy year or the policy year that has just expired) will be applied pro rata
as of the date of the change in the insured's operations, regardless of the premium
impact to the insured. When a Bureau review discloses the insured’s recent
operations change, the Bureau will make written notice to the carrier of record
changing the insured’s authorized classification(s) for the current policy year and, if
warranted, for the policy year that has just expired. When the carrier becomes
aware of such recent operations change, the carrier shall make written application
to the Bureau to change the insured's authorized classification(s) during the current
policy year and, if warranted, for the policy year that has just expired.

(2) A correction of a misclassification which results in a premium decrease shall be
applied to the insured's policy in effect when the application for correction is made
and to the prior policy within twelve months after the termination thereof.

(3) A correction of a misclassification which results in a premium increase shall be
applied effective the employer's first normal policy renewal at least sixty days
subsequent to the date of the Bureau’s misclassification notice.

c. Any correction of a misclassification arising from discovery by the carrier of a material

misrepresentation or intentional omission by the insured, its agent, employees, officers
or directors shall be applied effective the date upon which it would have applied had
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such material misrepresentation or intentional omission not been made. It is
recommended that a carrier claiming material misrepresentation or intentional omission
as contemplated in this Rule secure a declaratory judgment from the Common Pleas
Court establishing same prior to proceeding with application of this Rule.

d. The reallocation of payroll by a carrier among an insured's authorized classifications or
the Bureau requiring a carrier to reallocate payroll among an insured's authorized
classifications or to report payroll under an insured's authorized classifications for an
insured's current policy or for the insured's prior policy within twelve months after the
termination thereof does not constitute a class change or correction.

9. Carrier Determinations of Employment Status
A carrier’s determination of a person’s employment status (including but not necessarily
limited to questions regarding a person’s designation as an employee, independent
contractor, uninsured subcontractor, leased employee or temporary staff) is not subject to
the Bureau’s review or approval. Where a carrier’'s determination of a person’s
employment status results in a request for authorization of a different or additional
classification(s), such request must be made in writing. The Bureau will determine the
applicability of any requested classification(s) in accordance with the classification
guidelines set forth in this Manual. Classifications so approved by the Bureau shall be
applied to any policy to which the carrier's determination of the person’s employment
status applies, if such policy expired or was terminated not more than 12 months before
the date on which the Bureau received the carrier’s written request.

This rule for determining the policy(ies) to which the approved classification(s) shall be
assigned will apply regardless of whether the authorization of the classification(s)
increases or decreases premium for the affected policy(ies). This rule shall govern in the
event this rule conflicts with any other rule in this Manual.

10. Classification Appeals
The Bureau’s assignment of an individual employer to a particular classification may be
appealed pursuant to Rule XVI, APPEALS FROM APPLICATION OF THE RATING
SYSTEM PROCEDURE, Section 1 of this Manual.

11. Mercantile Businesses/Stores
For mercantile businesses, such as stores or dealers, the single applicable store or dealer
classification is determined separately for each location.
D. SHOW THE CLASSIFICATIONS IN ITEM 4 OF THE INFORMATION PAGE
Show the proper classification wording, with or without notes, and show the code number in Item 4 of

the Information Page. Capitalized classification wording may be used instead of the entire wording.
Section 2 of this Manual, Classification Underwriting Guide, may be used for such wording.

RULE V — PREMIUM BASIS
Item 4 of the Information Page - continued
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 covered 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.
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UNDERWRITING RULES

B.

REMUNERATION — PAYROLL

1.

Definition

Remuneration means money or substitutes for money.

Inclusions

Remuneration includes:

a.

Wages or salaries including retroactive wages or salaries;
Total cash received by employees for commissions or draws against commissions;
Bonuses;

Stock bonus plans — market value of stock at the time it is given to employee (refer to
Exclusions, m.);

Extra pay for overtime work;
Pay for holidays, vacations or periods of sickness or accrued sick time;

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;

Payment to employees on any basis other than time worked such as piece work, profit
sharing or incentive plans;

Payment or allowance for hand tools or power tools used by hand provided by employees
and used in their work or operations for the insured;

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

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;

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

The value of store certificates, merchandise, credits or any other substitute for money
received by employees as part of their pay

Musicians or entertainers who are not independent contractors shall be included in
computation of premiums of hotels or restaurants (maximum of $400 per week for each
musician or entertainer);

Adjustments necessary to bring employees to minimum wage shall be included;

Payments for salary reduction, retirement or cafeteria plans (IRC 125) which are made
through deductions from the employee's gross pay;

Prevailing wage payments paid to employees based on required government-specified
minimum wage rates, including but not limited to the Davis-Bacon Act or the Pennsylvania
Prevailing Wage Act;

Annuity plans (see Section 1 Rule V, F.2. — Salary Reduction Plans);

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 (see Section 1
Rule V, F.1 — Employee Expense Reimbursements);

Payment for filming or taping of commercials excluding subsequent residuals which are

earned by the commercial participant(s) each time the commercial appears in print or is
broadcast.
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3. Exclusions
Remuneration excludes:

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

b. Payments made by the employer to a Group Insurance, Pension Plan or to an employee
directly in lieu of the foregoing because of the Provisions of a prevailing wage statute,
including but not limited to the Pennsylvania Prevailing Wage Act or the Davis-Bacon Act.
For additional information please see the Section 2 General Auditing and Classification
Information of this Manual.

The value of special rewards for individual invention or discovery;

a o

Dismissal or severance payments except for time worked or accrued vacation;
e. Tips and other gratuities received by employees;

f.  Payments for active military duty;

g. Employee discounts on goods purchased from the employee's employer;

h. Expense reimbursements to employees to the extent that an employer's records
substantiate that the expense was incurred as a valid business expense (see Section 1
Rule V, F.1 — Employee Expense Reimbursements);

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
which is paying disability income benefits to a disabled employee;

I.  Employer provided perquisites ("perks") such as:

1. an automobile;

2. an airplane flight;

3. a discount on property or services;

4, club memberships;

5. tickets to entertainment or sporting events;

m. Stock option plans — difference between market value of stock and lower option price is
not included as remuneration.

4. Payroll

Payroll means remuneration. The carrier rating values in this Manual shall be applicable to the
remuneration of all employees of the insured without exception, and compensation policies
shall not be written except upon the entire payroll of the risk which is the subject of the
insurance which risk shall be divided into risk classes where specifically permitted or directed
by these rules, but not otherwise. Under no circumstances shall a compensation policy be
written on any part of the risk leaving another part of the risk uninsured.

5. Employee Savings Plans

Employee Contributions Contributions, made in the form of an employee authorized
salary reduction, which are diverted by an employee for payment, by the employer, into a
savings plan shall be included as remuneration for premium computation purposes. Such
payments made by the employer into the plan, of employee salary reduction contributions,
shall not be employer contributions.

Employer Contributions Contributions of employer funds, made by the employer, the
amount which being determined by reference to employee contributions, shall not be
considered remuneration for premium computation purposes unless same contributions
are reported by the employer as current taxable income to the employee.
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C. ESTIMATED PAYROLLS

1.

Estimated Payrolls By Classification

For each classification shown on the Information Page, the estimated total annual payroll shall
be stated in the column headed "Premium Basis —Estimated Total 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
records or inspections.

Approval of Estimated Payrolls

Adequacy of estimated payrolls is subject to approval by the Pennsylvania Compensation

Rating Bureau

D. WHOLE DOLLARS - PAYROLLS

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

E. PAYROLL LIMITATION

1.

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.

Partial Week

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

F. BASIS OF PREMIUM Additional Information

1.

2.

Employee Expense Reimbursements

Reimbursement expenses (except for hand or power tools as provided for in Rule V., B. 2. i.)
paid to employees may be excluded from the audit provided that all three of the following
conditions are met:

a. The reimbursed expenses paid were incurred upon the business of the employer,
and
b. The amount of each employee’s expense payment is shown separately in the

records of the employer, and

C. The amount of each expense reimbursement approximates the actual expenses
incurred by the employee in the conduct of his or her work (IRS published per
diem guidelines may be viewed as approximating actual expenses).

Salary Reduction Plans

In determining the remuneration to be used for premium computation purposes, no deduction
shall be permitted for contributions to employee benefit plans made by employees either directly
or through salary reduction agreements. The typical salary reduction plan involves a binding
salary reduction agreement through which a specific percentage of the employee's salary is not
paid to him or her but is paid into a pension, medical or savings plan (Section 125 IRC).
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3.

5.

6.

Strike Periods (Wages Paid)

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 953, Clerical Office Employees, provided the facts are clearly
disclosed by the employer's records.

Traveling Time Payments

Payments made by an employer to an employee to reimburse him or her for time spent in
traveling to or from work or to or from a specific job shall be considered as remuneration in
accordance with the provisions of Rule V., B. of the Manual, and such remuner-ation shall be
assigned to the Manual classification which applies to the work normally performed by such
employee.

Wages Paid for Idle Time

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

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

(1). Suspension or delay of work on account of weather conditions.

(2). Delays while waiting for materials.

(3). Delays while waiting for another contractor to complete certain work.

(4). Delays arising from breakdown of equipment.

(5). "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.

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

(7). Other cause of similar nature.

C. 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 which each one
normally performs. (Exception: Reference Strike Periods — Wages Paid.)

d. 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 which normally applied to that employee.

Religious Exclusions (Members of certain religious sects whose tenets prohibit benefits from
insurance provided the sect makes provisions for its members).

Workers’ compensation insurance is not compulsory for the above individuals. As per Section
304.2(a) “An employer may file an application with the Department of Labor and Industry to be
excepted from the provisions of this Act in respect to certain employees. The application shall
include a written waiver by the employee of all benefits under the Act and an affidavit by the
employee that he is a member of a recognized religious sect or division thereof and is an
adherent of established tenets or teachings of such sect or division by reason of which he is
conscientiously opposed to the acceptance of the benefits of any public or private insurance
which makes payments in the event of death, disability...” Documentation to support the
above election must be in evidence at time of audit. Payroll to the above will then be excluded
for purposes of premium determination.

Members of Religious Orders
Refer to Section 2 of the Pennsylvania Workers’ Compensation Manual. In Pennsylvania,
because of the interest of some of the Catholic dioceses in providing coverage for members of

orders on a voluntary basis, a specific underwriting procedure as well as per capita rates were
adopted by the Bureau.
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When such individual is assigned to perform duties in churches, hospitals, schools or other
institutions, those institutions may wish to provide coverage as well. Any remuneration paid to
the order on behalf of its members would be excluded, and the appropriate per capita rates
would be applied.

Subcontractors (Applicable Contracting Classifications)

Consideration has been given to questions which have arisen regarding the classification
procedure for a subcontractor who performs a single type of work on a contracting project or
job. This situation is illustrated by Code 603, Sewer Construction, where portions of the work
such as excavation may be subcontracted.

Consistent with the classification treatment which has been generally observed, it has been
ruled that such subcontracted work shall be classified on the basis of the classification
describing the particular type of work involved. Thus, the subcontractor who only performs
excavation work in connection with the construction of a sewer would be classified as Code
609, Excavation, rather than as Code 603, Sewer Construction.

The ruling in connection with concrete construction has been continued. This requires that all
operations including making and erecting forms, placing reinforcing steel and stripping forms,
when done by subcontractors, shall be assigned to the appropriate concrete construction
classification.

These rulings apply only to insured subcontractors. Uninsured subcontractors, covered under
the principal contractor’s policy, will continue to be classified on the basis of the classifications
which would apply if the work were performed by the principal’'s own employees.

Outworkers/Homeworkers

Under Section 104 of the Pennsylvania Workers’ Compensation Act an employee is defined as
“All natural persons who perform services for another for a valuable consideration exclusive of
persons to whom articles or materials are given out to be made up, cleaned, washed, altered,
ornamented, finished or repaired, or adapted for sale in the workers’ own home, or on other
premises, not under the control or management of the employer.”

A review of the relevant case law by Bureau counsel indicated the definition of an “employee”
is not of significance in disputes over the coverage status for individuals who are injured while
working in the home. Instead, the focus is on whether the injury occurred in the furtherance of
the business of the employer. Therefore, the ability to resolve disputes involving coverage
status for an outworker/homeworker, as defined in the Act, remains a legal question beyond
the Bureau’s authority. Accordingly, the employee status of an outworker/homeworker is left to
the discretion of the individual insurance carrier.
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RULE VI — RATING VALUES AND PREMIUM DETERMINATION

A. BUREAU RATING VALUES

1.

3.

Bureau Loss Cost

Bureau Loss Costs — Dollar amounts per unit of exposure attributable to the payment of losses
under workers compensation and employers liability coverages, filed by the Bureau based on
the aggregate experience of all Bureau members and approved by the Insurance
Commissioner.

Disease Or Radiation Loading

a.

=

o

The Bureau Rating Value for a classification code number followed by a letter (a) or (b)
etc. may include a disease loading. Such a loading may be removed upon approval of the
Pennsylvania Compensation Rating Bureau.

The Bureau Loss Costs shown in the Manual include occupational disease loadings which
correspond to the usual exposure to diseases by classifications..

A supplemental occupational disease or radiation loading may be applied to the carrier rate
for any individual business where the occupational disease or radiation hazard is
abnormal, subject to approval by the Pennsylvania Insurance Commissioner. When a
carrier plans to apply for the supplemental loading, the carrier shall supply the Bureau with
an inspection report either by an insurance carrier, Department of Labor and Industry or an
outside source which supports the abnormal disease or radiation exposure. The carrier
shall also recommend a value for the supplemental loading. The request and supporting
documentation shall be forwarded by the Bureau to the Insurance Commissioner. Upon
approval by the Insurance Commissioner, the supplemental loading shall be published by
the Bureau on the business’ Bureau data card for a minimum of one year. The
supplemental loading may be removed only by an inspection report performed by an
insurance company, Department of Labor and Industry or another agency evidencing the
abnormal exposure no longer exists. The Bureau shall also forward this request and
documentation to the Insurance Commissioner for review and action. The supplemental
disease or radiation loading is non-ratable in the experience and retrospective rating plans.
No supplemental occupational disease or radiation loading shall be used absent explicit
approval from the Insurance Commissioner.

Premium Adjustment Factor

4. Experience Rating Factor

5. E Terrorism.
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Employer Assessments Pursuant to Act 57 of 1997

Act 57 of 1997 requires that “... the assessments for the maintenance of the Subsequent Injury
Fund, the Workmen’s Compensation Supersedeas Fund and the Workmen’s Compensation
Administration Fund under sections 306.2, 443 and 446 of the act of June 2, 1915 (P.L. 736,
No. 338), known as the “Workers’ Compensation Act, shall no longer be imposed on insurers
but shall be imposed, collected and remitted through insurers in accordance with regulations
promulgated by the Department of Labor and industry.”

In compliance with the above referenced provisions of Act 57 of 1997, the insurance carrier
issuing any Standard Policy providing workers compensation insurance other than Coal Mine
under the Workers’ Compensation Act in Pennsylvania shall impose on and collect from the
employer/entity insured thereunder an Employer Assessment computed according to the
following formula:

Employer Assessment equals Act 57 of 1997 Employer Assessment Factor times Employer
Assessment Premium Base.

The Employer Assessment shall be computed, imposed and collected consistent with the
following definitions of terms:

Act 57 of 1997 Employer Assessment Factor - a factor expressed to four decimal places
proposed by the Pennsylvania Compensation Rating Bureau and approved by the
Pennsylvania Insurance Commisioner for the specific purpose of computing employer
assessments in conformance with Act 57 of 1997.

Employer Assessment Premium Base - Calculation of Employer Assessment Premium Base
proceeds by adding back to the total policy premium the amount of any applicable Small
Deductible Premium Credit or Large Deductible Premium Credit. Small or Large Deductible
Premium Credits include either of the following statistical codes in Pennsylvania:

9663
9664

Employer Assessments imposed, collected and remitted pursuant to Act 57 of 1997 shall be
separately stated on the Standard Policy and shall be designated by Statistical Code 0938.

For reference purposes, two examples of the intended determination of the appropriate
Employer Assessment Base consistent with this rule are shown below. The first example
presents a risk for which a deductible credit applies before experience modification. The
second example presents a risk for which a deductible credit applies after experience
modification.

Example: Deductible Credit Before Experience Modification

Hypothetical Risk Insured in Classifications 665, Painting and Decorating and 953, Clerical
Office. Risk has taken a small deductible policy, and qualifies for Experience Rating, a Schedule
Rating Credit, a Pennsylvania Construction Classification Premium Adjustment Credit and a
Certified Safety Committee Credit. Individual rating values are selected values used only
for purposes of illustrating the derivation of the appropriate Employer Assessment Base
given the respective amounts of premium components shown and are not intended to
relate to any specific carrier or insured’s actual market premium.

Class Code Exposure (Payrolls) Carrier Rate Manual Premium
665 $255,000 $7.84 $19,992
953 48,000 .24 115

Total Manual Premium: $20,107
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Deductible Credit Factor:
Deductible Premium Credit (Code 9664):
Total Subject Premium:
Experience Modification:
Total Standard Premium:
Schedule Rating Credit Factor:
Schedule Rating Credit (Code 9887):
Standard Premium After Schedule Rating:
Certified Safety Committee Credit Factor:
Certified Safety Committee Premium Credit:
PCCPAP Credit Factor:
PCCPAP Premium Credit:
Premium Subject to Premium Discount:
Premium Discount:
Final Policy Premium:
Employer Assessment Base:
Final Policy Premium plus Deductible Premium Credit
(Stat Code 9664)
or
$7,866 + $3,277 = $11,143
Employer Assessment:

0.163
$3,277
$16,830
0.930
$15,652
0.250
$3,913
$11,739
0.05
$587
0.25
$2,935
$8,217
$351
$7,866

Employer Assessment Base x Employer Assessment Factor, rounded to nearest whole dollar.
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Example: Deductible Credit After Experience Modification
Hypothetical Risk Insured in Classifications 665, Painting and Decorating and 953, Clerical
Office. Risk has taken a large deductible policy, and qualifies for Experience Rating, a Schedule
Rating Credit, a Pennsylvania Construction Classification Premium Adjustment Credit and a
Certified Safety Committee Credit. Individual rating values are selected values used only for
purposes of illustrating the derivation of the appropriate Employer Assessment Base
given the respective amounts of premium components shown and are not intended to
relate to any specific carrier or insured’s actual market premium.
Class Code Exposure (Payrolls) Carrier Rate Manual Premium
665 $255,000 $7.84 $19,992
953 48,000 0.24 115
Total Manual Premium: $20,107
Experience Modification: 0.930
Total Standard Premium: $18,700
Schedule Rating Credit Factor: 0.250
Schedule Rating Credit (Code 9887): $4,675
Standard Premium After Schedule Rating: $14,025
Certified Safety Committee Credit Factor: 0.05
Certified Safety Committee Premium Credit: $701
PCCPAP Credit Factor: 0.25
PCCPAP Premium Credit: $3,506
Standard Premium After PCCPAP: $9,818
Deductible Credit Factor: 0.600
Deductible Premium Credit (Code 9663): $5,891
Premium Subject to Premium Discount: $3,927
Premium Discount: $0
Final Policy Premium; $3,927
Employer Assessment Base:
Final Policy Premium plus Deductible Premium Credit
(Stat Code 9663)
or
$3,927 + $5,891 = $9,818
Employer Assessment:
Employer Assessment Base x Employer Assessment Factor, rounded to nearest whole dollar.
B. CARRIER RATING VALUES
1. Expense Constant
Expense Constant (if any) is determined by individual carriers’ rating values. It applies to every
policy and it covers expenses such as those for issuing, recording and auditing, which are
common to all workers compensation policies regardless of size.
2. Minimum Premium
Minimum Premium (if any) is determined by individual carriers' rating values. It is an expression
of the lowest premium amount for which a single risk can be written and carried for any period
of time.
3. Premium Discount
Premium Discount (if any) is determined by individual carriers’ rating values. It recognizes that
the relative expense of issuing and servicing larger premium policies is less than for smaller
policies.
4. Retrospective Rating Factor
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C. PREMIUM
Premium for each classification shown on the policy is determined by multiplying the basis of premium
by the carrier rate dividing by 100..

Example of B above

Basis of premium - payroll = $90,000

Carrier Rate = x 1.50

Premium = $ 1,350

$90,000 x 1.50 = $ 1,350
100

D. WHOLE DOLLARS — PREMIUM

All premiums shall be shown to nearest dollar. A remainder of $.50 shall be rounded to next higher
dollar.

E. PREMIUM MODIFICATION EXPERIENCE RATING PLAN

1. If the risk is subject to experience rating, the experience rating modification shall be shown in
Item 4 of the Information Page and applied to the premium in accordance with the Experience
Rating Plan Section.

2. Copies of Experience Rating Calculation

a. The insurance carrier is furnished with the experience rating calculation.
Subsequent insurance carriers may obtain copies of the experience rating
calculation by way of special service at the appropriate charge.

b. The Bureau shall furnish to any insured employer upon his written request, a copy
of the experience rating calculation of that employer at an appropriate charge.

c. The insurance carrier of record shall be furnished with an experience rating
calculation established by the Experience Rating Procedure not more than 90 days
prior to the effective date of the rating.

F. PREMIUM DETERMINATION FOR FEDERAL AND MARITIME INSURANCE

Additional rating procedures are in Rules Xl and XIII for insurance for employers subject to the U.S.
Longshore and Harbor Workers' Act, the Federal Employers Liability Act and Admiralty Law.

G.PREMIUM ALGORITHM
Pennsylvania and Delaware Premium Algorithm Preface:

Optional use upon July 1, 2000. Mandatory use for policies effective on or after January 1,
2002.

The computation of workers compensation premium includes a broad complement of potential rating
values, pricing programs and other similar or related variables. To the extent that these component
parts of premium determination may be applied in a prescribed sequence and using defined formulas
and/or relationships, several potential benefits arise including the following:

® Competitive differences within the marketplace can be more clearly defined and consistently applied;

® Similarly situated risks can receive comparable treatment with respect to specific rating values, pricing
programs or other factors, increasing the equity of the marketplace;

® Analysis of the effects of various components of overall premium determination can be better understood and
more intelligently compared across carriers, states and/or time;

® In the event that new pricing programs or other factors are introduced in the future, the defined existing

formulas can provide a consistent basis for the development of programs and system procedures within the
workers compensation industry.
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UNDERWRITING RULES

Pennsylvania and Delaware Workers Compensation Premium Algorithm Premium Calculation Algorithm

Line# Item Name

(1) Classification

(2) Exposure

3) Carrier Rating Value

(4) Classification Manual Premium

(5) Total Policy Manual Premium

(6) Employer Liability Increased Limits Factor

@) Employer Liability Increased Limits
Premium Charge

(8) Minimum Premium Employer Liability
Increased Limits

9 Minimum Premium Employer Liability
Increased Limits Premium Charge

(20) Subject Deductible Credit Percentage

(11) Subject Deductible Premium Credit

(12) Waiver of Subrogation Charge

(13) Waiver of Subrogation Premium

(14) Total Subject Premium

(15) Experience Modification

(16) Modified Premium

a7) Merit Rating Credit Factor

(18) Merit Rating Credit

(29) Merit Rating Neutral Factor

(20) Merit Rating Neutral Adjustment

(22) Merit Rating Debit Factor

(22) Merit Rating Charge

(23) Premium After Experience
Modification or Merit Rating

(24) Non-Ratable Classifications

(25) Non-Ratable Classifications Exposure

(26) Non-Ratable Classification Rating Value

(27) Non-Ratable Classification Premium

(28) Aircraft Seat Surcharge Exposure (# of
seats)

(29) Aircraft Seat Surcharge

(30) Aircraft Seat Surcharge Premium Charge

(31) Workfare Program Employees Exposure
(PA)

(32) Workfare Program Employees Rating Value
(PA)

(33) Workfare Program Employees Premium
(PA)

(34) Non-Ratable Classification Premium Total

(35) Non-Ratable Classification Increased Limits
Factor

(36) Non-Ratable Classification Increased Limits
Premium Charge

(37) Minimum Premium Non-Ratable
Classification Increased Limits

(38) Minimum Premium Non-Ratable
Classification Increased Limits Premium
Charge

(39) Premium Before Schedule Rating

(40) Schedule Rating Plan Adjustment Factor

Associated

Statistical
Code

XXXX

XXXX
XXXX

XXXX

XXXX

XXXX

9108
9108
9108
0982
0982

0982

XXXX
XXXX

9848

9848

9887/9889

Line# Source & Derivation

Carrier value

Risk characteristic

Carrier value

(2)/100x(3) if classification has payroll exposure.
Special procedures apply to non-payroll classes
Sum of (4) for all classifications on the policy
Carrier value

(5)x[(6) expressed as a decimal]

Carrier value
[(8)-(7)]if (7)<(8) and (6) >0, otherwise zero

Carrier value

[(B)+(7)+(9)]X[(-10) expressed as a decimal]
Carrier value - subject to experience modification
Value from Line (12)

[(5)+(7)+(9)+(11)+(13)] ,

Zero for non-experience-rated risks

(14)x(15)

Zero if Merit Rating Credit does not apply
(14)x[(-17) expressed as a decimal]

Zero whether Merit Rating Neutral Adjustment (no
credit or debit) does or does not apply

(14)x[(19) expressed as a decimal]

Zero if Merit Rating Debit does not apply
(14)x[(21) expressed as a decimal]

(16) if Experience-Rated, [(14)+(18)+(20)+(22)] if
Merit-Rated, (14) if Non-Rated

Carrier Value

Portion of payroll exposure subject to Non-Ratable
Classifications

Carrier Value

(25)/100x(26) [based on applicable Non-Ratable
Classification exposure]

Actual number of seats for insured risk. Subject to
maximum 10 seats per aircraft

Carrier Value

(28) x (29)

Number of person weeks. A partial workweek for
any worker to be counted as 1 person week.
Carrier Value

(31) x (32)

Sum of all (27)+(30)+(33) premiums
Carrier value

(34)x [ (35) expressed as a decimal]

Carrier value
[(37)-(36)] if (36) < (37) and (35) > 0, otherwise zero
(23)+(34)+(36)+(38)

Carrier value - use 9887 for schedule credits and
9889 for schedule debits
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Pennsylvania and Delaware Workers Compensation Premium Algorithm
Premium Calculation Algorithm
Associated
Line# Item Name Statistical Line# Source & Derivation
Code
(412) Schedule Rating Plan Premium 9887/9889 (41)  (39)x[(40) expressed as a
Adjustment decimal]. For schedule credits
Line (41) will be negative
(42) Certified Safety Committee Credit Factor 9890 (42) Credit applies if insured is
(PA) certified.
(43) Certified Safety Committee Premium 9890 (43)  [(39)+(41)]x[(-42) expressed as a
Credit (PA) decimal]
(44) Workplace Safety Program Credit Factor 9880 (44)  Credit applies if insured qualifies
(DE)
(45) Workplace Safety Program Premium 9880 (45)  [(39)+(41)]x[(-44) expressed as a
Credit (DE) decimal]
(46) Construction Classification Premium 9046 (46) Based on wage level(s),
Adjustment Program Credit Factor application to rating organization
47) Construction Classification Premium 9046 (47)  [(39)+(41)]x[(-46) expressed as a
Adjustment Program Premium Credit decimal]

(48) Drug-Free Workplace Factor (DE) 9846 (48)  Carrier value

(49) Drug-Free Workplace Credit (DE) 9846 (49)  [(39)+(41)+(45)+(47)]x[(-48)
expressed as a decimal]

(50) Managed Care Factor (DE) 9874 (50) Carrier value

(51) Managed Care Credit (DE) 9874 (51)  [(39)+(41)+(45)+(47)+(49)]x[(-50)
expressed as a decimal]

(52) Package Credit Factor (DE) 9721 (52) Carrier value

(53) Package Credit (DE) 9721 (53)  [(39)+(41)+(45)+(47)+(49)+(BL)IX[(
-52) expressed as a decimal]

(54) Premium After Managed Care and (54) [(39)+(41)+(43)+(45)+(47)+(49)+(5

Package Credit If Applicable 1)+(53)]

(55) Assigned Risk Surcharge Factor (DE) 0277 (55) May apply to some or all assigned
risks based on plan and
characteristics of individual
insured

(56) Assigned Risk Premium Surcharge (DE) 0277 (56)  (54)x[(55) expressed as a decimal]

(57) Deductible Credit Factor 9663 (57)  Carrier value

(58) Deductible Premium Credit 9663 (58) [(54)+(56)]X[(-57) expressed as a
decimal]

(59) Loss Constant 0032 (59) Carrier value - may vary based on
risk premium size

(60) Loss Constant Charge 0032 (60) Line (59) if applicable

(61) Short Rate Cancellation Factor 0931 (61) Carrier value - zero if short rate
cancellation does not apply

(62) Short Rate Premium 0931 (62) [(54)+(56)+(58)+(60)]x[(61)-
1.0000] if (61)>0, otherwise zero

(63) Expense Constant 0900 (63) Carrier value if applicable

(64) Expense Constant Charge 0900 (64) Line (63)

(65) Minimum Premium 0990 (65)  Carrier value

(66) Minimum Premium Charge 0990 (66) If (65)>[(54)+(56)+(58)+(60)+(62)+
(64)], (65)-
[(54)+(56)+(58)+(60)+(62)+(64)],
otherwise zero

(67) Unit Statistical Report Total Standard (67) [(54)+(56)+(58)+(60)+(62)+(66)]

Premium
(68) Premium Discount Amount 0063/0064 (68) Carrier value based on

[(54)+(56)+(58)+(60)+
(62)+(66)]
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(69) Additional premium Waiver of 9115 (69)  Carrier value(s)
Subrogation (flat charge)
(70) === Terrorism 9740 (70)  (Total payroll/100) x carrier rating
value
(72) Catastrophe (other than Certified 9741 (71)  (Total payroll/100) x carrier rating
Acts of Terrorism value
(72) Total Policy Premium Subject to (72)  (64)+(67)-(68)+(69)+(70)+(71)
Employer Assessment
(73) Employer Assessment Factor 0938 (73)  Bureau value for the specific
Pursuant to Act 57 of 1997 (PA) purpose of computing employer
assessments
(74) Employer Assessment Amount 0938 (74)  [(72)-(11)-(58)]x(73) NOTE: Cells

Pursuant to Act 57 of 1997 (PA)

(11) and (58) are credits.
Subtracting these credits as
shown effectively adds the
premium reduction given for
deductible coverage back into the
premium for purposes of
calculating employer assessments
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RULE VIl - PREMIUM DISCOUNT
Item 4 of the Information Page
A. PREMIUM DISCOUNT
Premium Discount (if any) is determined by an individual carriers' rating values. It recognizes that the
relative expense of issuing and servicing larger premium policies is less than for smaller premium
policies.
B. COMBINATION OF POLICIES
1. Combination Permitted
Two or more policies issued to the same insured by one or more insurance carriers under the
same management may be combined for the purpose of computing the premium discount for
that insured.
2. Combination Procedure
If such separate policies have different expiration dates, the combination for the purpose of 1.
above is subject to the following:
a. The Bureau shall determine the effective date for the application of premium discount.
b. All such policies in force prior to such effectiv