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While listening to a friend of mine speak on workers 
compensation costs, he shared the following quote in his 
presentation:

“With no other line of insurance coverage  
can a firm chart its own destiny, from a  
cost standpoint, as it can with workers 
compensation.” – Unknown

On July 1, 2015 the final step in the process of Texas 
becoming part of the National Council on Compensation 
Insurance occurred with the adoption of the NCCI 
Experience Rating Plan, with Texas exceptions. This plan, 
the result of which is commonly referred to as the “mod,” 
directly affects the cost of workers compensation insurance, 
thereby affecting the bottom line of any business in their 
price of goods and services. Since many construction 
contracts require that all contractors have an established 
mod before being allowed on a job site, the mod can 
make a big difference. In the past, Texas has allowed 
negotiated modifiers between the workers compensation 
carrier and the insured. However, part of the agreement for 
Texas to become an NCCI state included the elimination 
of negotiated modifiers, effective July 1, 2018. With these 
changes taking place, let’s take a look at what an agent can 
do to help the insured during this transition.

There are six components to the experience modification 
formula:

• Actual primary losses
• Actual expected losses
• Expected excess losses
• Expected primary losses
• Ballast value
• Weighting value

It is important to help the insured realize that they are in 
control of their own destiny. They may only control one of 
the above components, but it is the most important one: 

actual primary losses. In layman’s terms, “actual primary 
losses” refers to nothing more than the claim dollars your 
insured incurred during a given year, both paid and in 
reserves, up to what the NCCI calls the “split point.” This 
split point, which is currently $15,500 for each claim, is 
extremely important, as it means that every claim your client 
has up to this amount will go into the mod formula on a 
dollar-for-dollar basis. 

NCCI statistics show that the average claim in the states 
they regulate is $8,300, so the vast majority of claims your 
client will probably have will be included on a dollar-for-
dollar basis. That is not good. When you consider that 
the formula is designed to have a greater impact on the 
frequency of claims, then the more claims your client has at 
$15,500 or less—and statistics show the majority of their 
claims will be $15,500 or less, the greater the impact on the 
final modifier.

Now that you have convinced the insured that they control 
their own costs, here are a few other points you will want to 
be sure they understand, especially after explaining the split 
point.

First and foremost, convince the insured to always report 
the claim, no matter how small. In the previous system there 
was some leeway in the rules for an employer to pay small 
claims out-of-pocket as an attempt to keep their experience 
modifier low. That rule no longer applies. However, as 
part of the agreement between the Texas Department of 
Insurance (TDI) and the NCCI, the latter has agreed that 
Texas will be an Experience Rating Adjustment (ERA) state, 
meaning that medical only claims, which are commonly 
small loss, are reduced by 70 percent; to say it another way, 
they go into the formula at 30 cents on the dollar. This is to 
incentivize reporting all claims. Unfortunately, some small 
claims become much larger claims over time, and if the 
claim is not properly reported to the company on time, the 
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insured may jeopardize the company being responsible for the 
claim at all. So, always report the claim.

Next, if your insured does not have one already, have them 
initiate a “Return-to-Work” program, or, as it is also called, a 
“Modified Duty Return-to-Work” program. A previous article 
gave an example of how the program works, and in this 
example the insured reduced the amount of the claim dollars 

that would have gone into the experience mod formula by two-
thirds. A study mentioned in the article stated that workers 
compensation costs, meaning the program’s effects on the 
modifier calculation, were reduced by 30 to 60 percent. This is 
an easy and inexpensive program that pays for itself.

Remember, the insured is in control of their modifier. If they 
want to keep it down, they can.

What does value-based consulting look like? It focuses on 
those services geared toward making a real impact on the 
reduction of employee injuries, leading to lower workers 
compensation insurance costs and increased profit for the 
policyholder. Characteristics of the value-based model include:

• Value-based vs. inspection-based
• Utilization of advanced consultative tools to address 

complex needs related to ergonomic, industrial 
hygiene, effective safety training techniques, leadership 
commitment, and organizational culture

• Utilization of customized service plans prepared in 
collaboration with policyholder stakeholders to provide 
those services focused on the primary loss cause sources

• Loss control service activities that are designed to 
reduce specific worker injuries, which will improve the 
policyholder’s experience modifier

• Safety recommendations that are targeted toward actual 
loss drivers and build value by guiding corrective actions 
that impact the frequency and severity of worker injuries

• Working closely with our agency partners in the best 
interest of the policyholder to produce the desired results 
of fewer worker injuries, lower workers compensation 
costs, and improved profitability for policyholders

This model incorporates unsurpassed customer service that 
is responsive to policyholder needs and promotes a more 
effective partnership between the policyholder, agent, and 
loss control consultant.

Service Lloyds’ Loss Control staff averages over 25 years’ 
experience in employee safety and workers compensation 
insurance. We have the expertise to provide professional 
safety consultation for the following industries (not all-
inclusive):

• Construction
• Manufacturing
• Health care
• Property management
• Restaurant
• Mechanical and electrical contractors
• HVAC and plumbing service contractors
• Auto dealers
• Ag equipment dealers
• And other industries

Service Lloyds has been insuring Texas employers since 
1982 and has always maintained a commitment to provide 
the highest quality of loss control service in the industry. 
Please contact us if you need assistance.

Understanding Value-Based Loss 
Control
By Tipton Scruggs Loss Control Supervisor
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Question:

Dear Jan, 
I’m relatively new to the insurance 
industry, and it seems to be a little 
more formal than my last job. I was 
visiting a co-worker and inadvertently 
let a foul word slip—it certainly 
got a reaction. I consider myself 
professional, but apparently I need to 
revisit what is and isn’t acceptable in 
this industry. Any guidelines you can 
share would be helpful.

Answer: 
I had to laugh regarding your “slip of 
the tongue.” Being human means 
that every now and then a foul word 
can slip out. Yes, it has happened to 
me. I have to say the room becomes 
eerily quiet in those moments. Here is 
the key: if you use profane language 
often enough that no one notices, 
maybe it’s time to pay more attention. 
Insurance is a conservative business, 
and it will serve you well to avoid 
any profanity at all. You could end 
up talking to yourself because no 
one else wants to engage with you. 
Additionally, it is too easy to “slip” with 
a policyholder, which might just cost 
you a client. Beyond profanity, there 
are a few more things that come to 
mind.

Appearance 
Your appearance makes a stronger 
statement about who you are than 
most anything else you can do. 
One of the best recommendations 
I received in my career was from a 
manager who suggested that I dress 
for the next position I wanted. It may 
sound strange, but it actually has a 

psychological impact on setting the 
stage for success. This isn’t about 
labels or brands; it is about clothing 
being clean and pressed, shoes being 
presentable, personal grooming in 
place – standards of a person with 
high self-esteem. Before you go out 
and buy three-piece suits, first look 
at your co-workers and see what is 
typical for your office. It is better to 
be slightly overdressed than under-
dressed. If your company has a dress 
code, pay attention to the details. 

Confidence 
A professional exudes confidence, 
but never arrogance. Be conscious of 
being polite to your internal customers 
(co-workers) just as you would your 
external clients. Regardless of the 
situation, show that you are in control 
by remaining calm and maintaining 
your poise even when you are under 
fire.

Articulate 
Nothing is more troublesome to your 
reputation than not being able to have 
a conversation clearly and succinctly. 
Rambling and mumbling are not the 
attributes of a confident person. Try 
to avoid filling in a pause with “uh” or 
“um” – it can be perceived as your 
having a lack of knowledge. Stay silent 
in conversations when you don’t have 
subject matter understanding. Start 
improving your vocabulary by reading 
professional publications; pay attention 
to the vocabulary and notice that slang 
is seldom used. Always remember 
that practice does make perfect, so 
rehearse conversations until you build 
your confidence level.

Timeliness 
Show up on time – always! Nothing 

smacks of unprofessional behavior like 
being habitually late arriving to work 
or attending meetings. It indicates a 
lack of respect for your co-workers, 
and it shows a self-centered attitude. 
Even the best of us are late from time 
to time, but it is the exception, not the 
rule. There is nothing acceptable about 
being “fashionably late” in business. 
You might find yourself walking into an 
empty meeting room the next time you 
are late – everyone else simply left.

Avoid negativity 
Being negative is a showstopper 
when it comes to professionalism 
and the potential for leadership. I can 
assure you that the managers in your 
organization know every employee 
who brings negativity to the workplace. 
Attempt to rise above the fray by 
avoiding being negative yourself, and 
simply don’t engage with those who 
seem to revel in problems. Gossip is 
another form of negativity, and listening 
is a form of participation – simply set 
your boundary and walk away. Usually 
these employees will stop once they 
know how negative they appear. Help 
them understand.

Professionalism encompasses 
so many more attributes than the 
few mentioned here. It expands to 
your treating people with respect, 
being open and willing to receive 
feedback, respecting privacy, 
following business etiquette, and 
taking personal accountability for your 
actions. Ultimately, professionalism 
encompasses the pride you take in 
executing all aspects of your work. 
How well you embrace these qualities 
will directly affect your level of success 
in the insurance industry.
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Agency resource Jan Kearbey tackles your 
toughest agency management questions


