August 5, 2016
VIA SERFF
The Honorable Theresa D. Miller
Insurance Commissioner
Commonwealth of Pennsylvania
Insurance Department
1311 Strawberry Square
Harrisburg PA 17120
Attention: Michael McKinney, Actuarial Supervisor, Property & Casualty Bureau
RE:

PCRB Filing No. 275 – Proposed Effective April 1, 2017
Proposed Classification Change – Separate Homeowners Associations from
Code 971, Commercial Buildings, Establish Code 888, Homeowners Association

Dear Commissioner Miller:
Resulting from a staff review and on behalf of the members of the Pennsylvania Compensation
Rating Bureau (PCRB), we hereby submit this filing regarding classification changes that would
revise the scope of Code 971, Commercial Buildings, and establish Code 888, Homeowners
Association as a new separate classification. These revisions are proposed to become effective
12:01 a.m., April 1, 2017 for new and renewal policies. This proposed effective date is intended
to make the implementation of these changes concurrent with PCRB’s normal annual loss cost
filing revision, which will be made at a later date.
This filing, if approved, would affect loss costs for the employers that would be reassigned to the
new Homeowners Association class. As a result, the PCRB’s normal annual loss cost proposal
preparations will anticipate and reflect these adjusted definitions and designations in the course
of its work and ultimate submission. Accordingly, if the adjudication of this filing cannot be
accomplished by November 1, 2016, the PCRB may be required to withdraw or amend this
filing, or will present alternative schedules of proposed loss costs and related values consistent
with the approval or disapproval of this filing in the normal annual loss cost filing.
A PCRB Homeowners Association Study Report dated June 6, 2016 is included in this filing.
That memorandum describes the proposed classification changes, the concurrent changes to
Manual language along with the reasoning and basis for the modifications. These changes
were reviewed and accepted by the Classification and Rating Committee at their meeting held
on June 22, 2016. Since the proposed classification change has a loss cost impact, the PCRB
will proceed in notifying impacted insureds of this filing and the potential effect if these proposals
are approved.
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To support and explain the details of this filing, enclosed are the following supporting
documents:


The Executive Summary of the Homeowners Association Classification Study Report
dated June 6, 2016 presented and discussed June 22, 2016.



The Homeowners Association Classification Study Report also dated June 6, 2016
presented and discussed June 22, 2016.



The proposed Manual language revisions.



Several historical experience exhibits separately showing the most recently available
five-year experience of the Homeowners Associations and Mobile Home Parks and that
Code 971 without those employers.

Thank you in advance for your prompt attention and review of this filing, particularly in light of the
intended coordination of this submission with PCRB’s next normal annual loss cost filing, as noted
above. The PCRB will be pleased to answer any questions you or the Insurance Department
staff may have regarding this proposal.

Sincerely,

William V. Taylor
President
WVT/jf

Enclosures:
The Homeowners Association Class study Report of June 6, 2016
Proposed Manual Language Revisions

TO:

Pennsylvania Compensation Rating Bureau Classification and Rating Committee

FROM:

Robert Ferrante, Senior Classification Analyst – Technical Services
David T. Rawson, Technical Director – Classification and Field Operations

DATE:

June 6, 2016

RE:

Homeowners’ Association Study

Introduction
This Pennsylvania Compensation Rating Bureau (PCRB) staff review was undertaken to address the
anomalous inclusion of Homeowners’ Associations in Code 971, Commercial Buildings. The Code 971
Underwriting Guide is shown in Exhibit A attached. Code 971 is applied to employers principally engaged
in the operation and/or contract management of buildings or properties used for commercial or industrial
occupancy (e.g., office buildings and strip malls). Code 971 also includes commercial janitorial
contractors and employers principally engaged in providing a specialty cleaning service including but not
limited to: duct cleaning, floor waxing or polishing and the power washing of exterior walls or decks.
Code 971 also contemplates certain operations conducted by a Homeowners’ Association. The current
Pennsylvania Workers’ Compensation Manual (Manual) Homeowners’ Association entry states:
A Homeowners’ Association is responsible for the care of residential or recreational home
developments.
Such developments may have part-time residents who use the
development for vacation or recreational purposes and/or year-round residents. Assign
Code 971 to the maintenance of common grounds (e.g., roads), and the operation and
maintenance of recreational amenities (e.g., swimming pools, tennis courts and/or
clubhouses) and security. Association operations conducted by separate employee
crews including but not necessarily limited to: golf courses, stables, restaurants, sewage
plant and water works shall be separately classified as provided for in this Manual.
Code 971 further includes an Underwriting Guide entry for “Mobile Home Park – Operation or
Maintenance By Contractor (Not Recreational Vehicle Campground).” A mobile home is a prefabricated
structure, built in a factory on a permanently-attached chassis and may be used as a permanent home or
for temporary accommodation. They are often left permanently in one place but can be moved. A mobile
home park operator will provide lots for mobile homes for a fee, utility hookups and maintenance of
common areas. Homeowners’ Associations and Mobile Home Parks are the only Code 971 classification
assignments that describe residential property management businesses. All other types of property
management businesses classified to Code 971 are for commercial or industrial properties. Staff’s
analysis will include a review of the classification applicable to Mobile Home Parks.
PCRB has recently had discussions with a broker representing multiple condominium associations.
Some of the condominium associations represented by the broker were classified to Code 971 while
others were classified to Code 880, Apartment House or Condominium Complex Operation. The broker
questioned the classification assignment of those condominium associations classified to Code 971 and
opined that a residential condominium association should be classified to Code 880. The Code 880
Underwriting Guide is shown in Exhibit B attached. Each of the Code 880 Underwriting Guide entries
applies to a type of residential property management operation. These discussions first led staff to review
the matter and that review resulted in this report. Staff proposes to end the inclusion of Homeowners’
Associations and Mobile Home Parks in a classification that otherwise applies to the management of
commercial properties and to eliminate the inconsistent classification assignment of Homeowners’
Associations.
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Background
The Uniform Planned Community Act (PCA), 68 Pa.C.S.§5101, et seq. pertains to “planned communities”
and defines such term as:
Real estate with respect to which a person, by virtue of ownership of an interest in any
portion of the real estate, is or may become obligated by covenant, easement or
agreement imposed on the owner's interest to pay any amount for real property taxes,
insurance, maintenance, repair, improvement, management, administration or regulation
of any part of the real estate other than the portion or interest owned solely by the
person. The term excludes a cooperative and a condominium, but a condominium or
cooperative may be part of a planned community. For purposes of this definition,
‘ownership’ includes holding a leasehold interest of more than 20 years, including
renewal options, in real estate.
The term includes nonresidential campground
communities.
Section 5301 of the PCA defines a “unit owners’ association” as an association consisting “…exclusively
of all the unit owners or, following termination of the planned community, of all former unit owners entitled
to distributions of proceeds under section 5218 (relating to easement to facilitate completion, conversion
and expansion) or their heirs, successors or assigns.” Pursuant to section 5302 of the PCA, a “unit
owners’ association” is empowered to “...Regulate the use, maintenance, repair, replacement and
modification of common elements and make reasonable accommodations or permit reasonable
modifications to be made to units, the common facilities, the controlled facilities or the common elements,
to accommodate people with disabilities, as defined by prevailing Federal, State or local statute,
regulations, code or ordinance, unit owners, residents, tenants or employees,” and “…Cause additional
improvements to be made as a part of the common facilities and the controlled facilities.” The term “unit
owner’s association” as used in the PCA may include properties used for commercial occupancy.
PCRB is limiting the term “homeowners’ association” to a “unit owners’ association” established for a
residential development comprised of single family dwellings (e.g., detached houses or townhomes) such
as a gated community or a planned community. A gated community is a type of residential community or
housing estate with controlled entrances for pedestrians, bicycles and automobiles, commonly enclosed
by a perimeter of walls or fences and typically consists of small residential streets and may include
various shared amenities (e.g., parks). A planned community is a residential district that was carefully
planned from its inception and is typically constructed in a previously undeveloped area. A planned
community may be developed for a particular class of resident (e.g., 55 and older).
Class History
Code 971 is an original Pennsylvania classification that was created with the inception of the uniform
classification plan effective for policies with normal anniversaries of December 31, 1922 and later. The
PCRB previously studied Code 971 and presented the results of that study to the Pennsylvania
Compensation Rating Bureau Classification and Rating Committee (Committee) in a report dated March
8, 2002. Staff had received negative public comment regarding certain elements of PCRB Filing No. 197
(April 11, 2000), which in part proposed that a new, separate Insurance Company classification be
created and that Code 972, which at that time was titled “Janitor Contractors,” be discontinued and that
1
the operations formerly contemplated by Code 972 be merged into Code 971. The negative public
comment was made primarily by employers operating apartment houses or condominium complexes and
focused on the proposed merger of Code 972 into Code 971. In preparing the PCRB’s written replies to
individual employer comments regarding PCRB Filing No. 197’s Code 971 proposals, staff reviewed the
Code 971 Underwriting Guide entries and concluded that the scope of Code 971 was overly broad. This
conclusion as well as the Pennsylvania Insurance Commissioner’s (Commissioner) adjudication of Filing
1
Code 972 is currently the classification code for “Attendant Care Services.” Code 972, Attendant Care Services, was created for
new and renewal business as of April 1, 2013 and later and has no relation to the former Code 972, Janitor Contractors, other than
the use of the same classification code number.
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No. 197, which disapproved the proposed merger of Code 972 into Code 971, prompted staff to study
Code 971. Pursuant to the study results, staff recommended that a new and separate classification be
created for employers principally engaged in the operation of apartment houses and/or condominium
complexes (Code 880), that a new and separate classification be created for employers principally
engaged in providing residential cleaning services (Code 882, Residential Interior Cleaning Services, By
Contractor) and that Code 972 be discontinued and the operations formerly classified to Code 972 be
merged into Code 971. The Commissioner approved the PCRB’s Code 971 study proposals effective
upon new and renewal business as of October 1, 2002 and later. Since that time, staff has periodically
submitted Housekeeping Revisions to clarify the scope of Code 971.
Classification Procedure in Other Jurisdictions
Staff reviewed the classification procedure for Homeowners’ Associations and Mobile Home Parks in
states under the jurisdiction of the National Council on Compensation Insurance, Inc. (NCCI) and in the
independent Bureau states of California and New York. Staff’s review shows that only the Workers’
Compensation Insurance Rating Bureau of California (WCIRB) has a separate Homeowners’ Association
classification – California Code 9066, Homeowners’ Association – Not Building Operation. The NCCI
classifies the management of a residential community to NCCI Code 9015, Building or Property
Management – All Other Employees, which contemplates operations classified in Pennsylvania to PCRB
Codes 971, 880 or 978, Camps, Summer or Winter. The New York Compensation Insurance Rating
Board (NYCIRB) Manual for Workers’ Compensation & Employers Liability Insurance is silent on
classification procedure for Homeowners’ Associations in New York. Staff was advised in response to
inquiries submitted to the NYCIRB that Homeowners’ Associations in New York would be classified to
NYCIRB Code 9028, Building Operation, N.O.C. – Dwelling or Combined Dwelling and Commercial
Occupancy, which is partially equivalent to PCRB Code 880.
The NCCI includes Mobile Home Parks in Code 9015. The NYCIRB classifies Mobile Home Parks to
NYCIRB Code 9029, Building N.O.C. – Maintenance or Ordinary Repair Only – Not Contractors, which
contemplates operations classified in Pennsylvania to PCRB Codes 971 and 978. The WCIRB has a
separate Mobile Home Park classification – Code 9010, Mobile Home Park Operation – All Other
Employees – Including On-Site Managers, Resident Employees and Resident Clerical Employees.

Historical Experience Exhibits and Statistical Analysis
Staff created historical experience exhibits for the Homeowners’ Association study. The historical
experience exhibits were developed on the basis of the PCRB’s approved April 1, 2016 comprehensive
rating values revision as approved by the Commissioner. The indicated loss cost values found at the
bottom of the exhibits have not been loaded for the revenue neutral plans (Merit Rating and the Certified
Safety Committee Credit Program) that are a part of approved PCRB loss cost values. Only those
historical experience exhibits cited in the report are attached. The report notes that PCRB’s actuarial staff
found the historical exhibit created for the Homeowners’ Associations and Mobile Home Park groups to
have low credibility.
PCRB classification studies also typically include statistical testing. In this procedure selected exhibits
are compared using a paired t-test analysis to determine when there is a natural correspondence or
"pairing" of specific observations between study groups. The t-test reduces the two samples to one by
examining the difference between the corresponding observations in the two groups. The advantage to
this approach is that variation within the groups does not mask the difference between their means as
much as if the two groups were not paired. For this study, t-tests were run for reported pure premium,
claim frequency (per million dollars of payroll) and claim severity (excluding medical only). However, due
to the low credibility of the historical exhibit created for Homeowners’ Associations and Mobile Home
Parks, staff is not incorporating the t-test results into this analysis. Staff has found that t-test results
involving low credibility classifications or low credibility historical experience exhibits typically suggest that
PCRB take no action, regardless of underwriting or other considerations. The t-test results therefore will
not be included in the report.
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Classification Applicable to Homeowners’ Associations and Mobile Home Parks
Staff relied upon the file by file review conducted for the previous Code 971 study for this analysis. That
review showed that there were 121 employers in the Homeowners’ Association Code 971 Study Group
and 154 employers in the Mobile Home Park Code 971 Study Group. The previous Code 971 study did
not review the feasibility of reclassifying the employers in the Homeowners’ Association and Mobile Home
Park Study Groups from Code 971 to another existing classification or to a new and separate
classification. The report reiterates that these two study groups contain the only Code 971 employers
engaged in the operation and/or management of residential properties. Staff created an historical exhibit
combining the Homeowners’ Association and Mobile Home Park groups and will use that combined
historical experience exhibit to determine the classification applicable to the employers in the two groups.
The following historical experience exhibits are discussed in the report:
Exhibit No.

Exhibit Title

1
2

Homeowners’ Association and Mobile Home Park
April 1, 2016 Code 971 Class Book Page Minus Homeowners’ Association and
Mobile Home Park
April 1, 2016 Code 880 Class Book Page

3

Staff compared the historical experience of Exhibit 3 to the historical experience of Exhibit 4 (the April 1,
2016 Code 971 Class Book Page minus the Homeowners’ Association and Mobile Home Park groups).
The historical experience comparison is summarized in the following table:
Exhibit No.

Reported Pure
Premium

Indicated Pure
Premium (Pre-Test)

Indicated Pure
Premium (Post Test)

1
2

$1.983
$2.585

$1.776
$2.571

$2.087
$3.021

Staff recommends that the inclusion of Homeowners’ Associations and Mobile Home Parks in Code 971
be discontinued. The object of the classification procedure is to assign the single classification that best
describes an employer’s field of business. Each basic classification represents a grouping of similarly
operating businesses. The businesses included in the Homeowners’ Associations and Mobile Home
Parks group are not similar to the remaining businesses classified to Code 971. Staff’s position is that all
types of residential property management businesses, including but not limited to a unit owners’
association for a development, which comprises of detached dwellings or town homes, a unit owners’
association for a building or buildings with multiple living units and a mobile home park, should be
assigned to the same classification. The report has noted that Code 880 is applicable to an employer
principally engaged in operating an apartment house, condominium complex or cooperative building used
for residential occupancy. The businesses classified to the Homeowners’ Associations and Mobile Home
Parks study group are analogous to the businesses classified to Code 880 in that all of the businesses
conduct a type of residential property management. Staff therefore considered the feasibility of
reclassifying the employers in the Homeowners’ Associations and Mobile Home Park groups from Code
971 to Code 880. A comparison of the historical experience of Exhibit 1 and Exhibit 3 (the April 1, 2016
Code 880 Class Book Page) is shown in the following table:
Exhibit No.

Reported Pure
Premium

Indicated Pure
Premium (Pre-Test)

Indicated Pure
Premium (Post Test)

1
3

$1.983
$4.027

$1.776
$4.258

$2.087
$5.004

Pennsylvania Compensation Rating Bureau Classification and Rating Committee
Re: Homeowners’ Association Study
June 6, 2016
Page No. 5

The April 1, 2016 Code 971 PCRB loss cost is $2.98. The April 1, 2016 Code 880 PCRB loss cost is
$4.77. The reclassification of employers in the Homeowners’ Association and Mobile Home Park groups
from Code 971 to Code 880 represents a rating value increase of 60.07%. This exceeds the April 1, 2016
maximum permissible rating value increase of 24% for an industry group 3 classification. Reclassifying
the employers in the Homeowners’ Association and Mobile Home Park groups from Code 971 to Code
880 therefore is not feasible at this time. Staff recommends that the employers in the Homeowners’
Association and Mobile Home Park Groups be reclassified from Code 971 to the new and separate
classification Code 888, Homeowners’ Association, effective for new and renewal business as of April 1,
2017 and later. Code 888 will be an “interim” classification. The “interim” classification procedure was
developed to address situations where staff’s underwriting analysis shows that the groups under study
conduct business operations analogous to those contemplated by another existing PCRB classification,
but where the PCRB may not propose that the employer groups be reclassified from their current
classification to the analogous classification because the difference between the rating values of the
existing classification and the analogous classification exceed the maximum permissible rating value
increase or decrease. Contingent upon the Department’s approval of the report’s recommendation, staff
intends to propose maximum permissible rating value increases for Code 888 concurrent with subsequent
PCRB annual comprehensive loss cost filings. At such time when the rating values for the two
classifications become sufficiently similar, PCRB is favorably inclined towards consolidation of Code 888
and Code 880.
As noted earlier, the projected loss cost values for the proposed new classification Code 888 and the
revised Code 971 are based upon the approved April 1, 2016 loss cost filing. Those projected loss cost
values are provided for information purposes only. The proposed loss cost values for the new
classification Code 888 and the revised Code 971 will be incorporated into the PCRB’s forthcoming April
1, 2017 comprehensive loss cost filing. The final proposed loss cost values to be included in the PCRB’s
April 1, 2017 loss cost filing may differ from the projected loss cost values provided in this report.
The proposed enabling Sections 2 Manual language amendments for the classification proposal are
attached for the Committee’s review. PCRB will notify all employers in the Homeowners’ Association and
Mobile Home Park groups of the proposed reclassification of such employers from Code 971 to Code 888
when the classification filing is made. In the event of the Commissioner’s approval of the classification
filing, the carrier of record for each employer impacted by this revision will be notified of their insured’s
classification reassignment and a copy of that notice will be provided to the employer. The employer’s
loss and payroll history will also be reassigned from Code 971 to Code 888, and the employer’s
experience rating modification (if applicable) on or after April 1, 2017 will be recalculated on the basis of
the loss and payroll reassignment.
Attachments.
c:

Bill Taylor
Vince Dean
Joe Lombo

TO:

Pennsylvania Compensation Rating Bureau Classification and Rating Committee

FROM:

Robert Ferrante, Senior Classification Analyst – Technical Services
David T. Rawson, Technical Director – Classification & Field Operations

DATE:

June 6, 2016

RE:

Executive Summary – Classification Study Report – Homeowners’ Association

The PCRB has completed a study of the classification applicable to Homeowners’ Associations and
Mobile Home Parks. The study was undertaken to address the anomalous inclusion of such employers in
Code 971, Commercial Buildings. Code 971 is applied to employers principally engaged in the operation
and/or contract management of buildings or properties used for commercial or industrial occupancy (e.g.,
office buildings and strip malls). Homeowners’ Associations and Mobile Home Parks are the only types of
residential property management operations classified to Code 971. The classification applicable to
Homeowners’ Associations and Mobile Home Parks was not addressed in the PCRB’s previous study of
Code 971, the results of which were presented to the Committee in a report dated March 8, 2002.
Staff determined that the assignment of Code 971 to Homeowners’ Associations and Mobile Home Parks
should not be continued and considered reclassifying such employers from Code 971 to Code 880,
Apartment House or Condominium Complex Operation. Code 880 is applied to employers principally
engaged in the operation or contract management of residential properties. Staff concluded that this was
not feasible at this time. The April 1, 2016 Code 971 PCRB loss cost is $2.98. The April 1, 2016 Code
880 PCRB loss cost is $4.77. The reclassification of employers in the Homeowners’ Association and
Mobile Home Park groups from Code 971 to Code 880 represents a rating value increase of 60.07%.
This exceeds the April 1, 2016 maximum permissible rating value increase of 24% for an industry group 3
classification.
Staff recommends that employers in the Homeowners’ Association and Mobile Home Park study groups
be reclassified from Code 971 to the new and separate Code 888, Homeowners’ Association, effective
upon each individual employer’s first normal policy anniversary on or after April 1, 2017. The projected
loss cost values for the proposed new classification Code 888 and the revised Code 971 shown in the
class study report are based upon the approved April 1, 2016 loss cost filing. Those projected loss cost
values are provided for informational purposes only. The proposed loss cost values for the new
classification Code 888 and the revised Code 971 will be incorporated into the PCRB’s forthcoming April
1, 2017 comprehensive loss cost filing. The final proposed loss cost values to be included in the PCRB’s
April 1, 2017 loss cost filing may differ from the projected loss cost values provided in the report.
Code 888 will be an “interim” classification. The “interim” classification procedure was developed to
address situations where staff’s underwriting analysis shows that the groups under study conduct
business operations analogous to those contemplated by another existing PCRB classification, but where
the PCRB may not propose that the employer groups be reclassified from their current classification to
the analogous classification because the difference between the rating values of the existing classification
and the analogous classification exceed the maximum permissible rating value increase or decrease.
Contingent upon the Department’s approval of the PCRB’s study recommendation, staff intends to
propose maximum permissible rating value increases for Code 888 concurrent with subsequent PCRB
annual comprehensive loss cost filings. At such time when the rating values for the two classifications
become sufficiently similar, PCRB is favorably inclined towards consolidation of Code 888 and Code 880.
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SECTION 2
ADDITIONS:
888 HOMEOWNERS ASSOCIATION
Applies to an association responsible for the governance of a residential planned community consisting of
single family dwellings (e.g., detached houses or townhomes). Pursuant to Section 5302 of the Planned
Community Act (PCA) of the Pennsylvania Code, an association is empowered to regulate the use,
maintenance, repair and modification of the common elements of the community. Code 888 applies but
is not necessarily limited to association staff performing lawn maintenance, maintenance and repair of
common elements e.g., streets and roads, and the operation and maintenance of amenities for residents
of the community e.g., swimming pools, tennis courts, health or fitness facilities, and community centers
or clubhouses.
OPERATIONS ALSO INCLUDED:
1. Security of the planned community by the Homeowners Association staff.
2. The operation of a mobile home park.

OPERATIONS NOT INCLUDED:
1. Assign the applicable restaurant classification to payroll developed in a physically separated and
separately staffed prepared food and/or beverage service.
2. Assign Code 944 to payroll developed in the operation of a separately staffed golf course.
3. Assign Code 753 to payroll developed in the operation of a separately staffed sewage disposal
plant and/or water supply system.
4. Assign Code 801 to payroll developed in the operation of a separately staffed horse stable.
5. Assign Code 716 to payroll developed in the operation of a separately staffed marina (State Act
coverage only).
6. Assign Code 880 to an employer principally engaged in the operation or contract management of
a building or buildings with multiple living units such as an apartment house, condominium
complex or cooperative building and to an association established for the residents of such
building or buildings.
UNDERWRITING GUIDE:
Gated Community
Homeowners Association
Mobile Home Park
Residential Planned Community
Unit Owners Association (For a Residential Planned Community)
Hazard Group C
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UNDERWRITING GUIDE ADDITION TO CODE 880:
Condominium Association
CHANGES:
880, Apartment House or Condominium Complex Operation
Applicable to an employer operating an apartment house or a condominium complex or for cooperative
buildings used for residential occupancy.
Applies to an employer principally engaged in the operation or contract management of a building or
buildings with multiple residential living units. Includes apartment houses, condominium complexes and
cooperative buildings. A cooperative is a type of residential property where the resident owns shares in
the corporation that owns the building and has the right to live in a specific unit but does not actually own
the space.
OPERATIONS ALSO INCLUDED:
1. An association formed for residents of a building or buildings with multiple residential living units
(e.g., a condominium association).
OPERATIONS NOT INCLUDED:
1. Assign Code 888 to an association responsible for the governance of a residential planned
community consisting of single family dwellings. See Code 888 for further information.
DELETIONS:
Underwriting Guide Change to Code 971:
Mobile Home Park – Operation or Maintenance By Contractor (Not Recreational Vehicle Campground)
HOMEOWNERS ASSOCIATION. A Homeowners’ Association is responsible for the care of residential or
recreational developments…Association operations conducted by separate employee crews including but
not necessarily limited to: golf courses, stables, restaurants, sewage plant and water works shall be
separately classified as provided for in this Manual.

