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The Experience Modification Split Point: 
the Mystery Continues
By Patrick Deem, Sr. CIC, WC Risk Management Consultant

Summer 2017

The vast majority of all insureds generally understand 
that their experience modification affects their premium. 
However, these same employers think that if their losses 
stay the same or are less than in previous years, the 
experience modification will either stay the same or be 
lower than it was previously. Unfortunately, that assumption 
does not always hold true.

For years the split point on actual incurred losses was 
$5,000. The split point is the point at which the experience 
rating formula separates the dollars on a claim from a 
charge of 100 cents on the dollar to a discounted amount. 
In other words, if you have a claim reserved at $7,500, the 
formula will apply the first $5,000 on a dollar-for-dollar basis, 
and the next $2,500 on a discounted basis. The reason 
for this application of the claim dollars is that the formula is 
designed to penalize frequency rather than severity.

Let’s look at an example. Should one $50,000 loss penalize 
an insured the same way ten $5,000 losses would penalize 
another? The total claim dollars are the same, but the NCCI 
says no. They assert that the insured who had the one large 
loss may have had a shock loss that is a rarity for them, 
and as such, should not be penalized to the same degree 
as the other insured. The policyholder who had ten losses 
of $5,000 each is developing a pattern of repetitive losses, 
indicating a lack of safety controls, and therefore should be 
penalized from a rating perspective due to “frequency.” 

NCCI has made significant changes to the application of 
split points since becoming part of the Texas work comp 
system. They have increased the split point, originally on a 
gradual basis, beginning January 1, 2013, from $5,000 to 
$10,000. Then on January 1, 2014 the split point increased 
to $13,500, and finally on January 1, 2015 it went to 
$15,000. However, to keep up with inflation, the $15,000 is 
adjusted annually based on the last two years’ inflation rate. 
So, by July 1, 2015, when the NCCI Experience Rating Plan 
was adopted as the last step in Texas becoming an NCCI 
state, the split point was $15,500. The current split point 

effective in 2017 is $16,000.

Now, let’s look at what all this means for your insureds. If 
you had an account with the following actual incurred losses 
in the three-year period used in their 2017 modification 
calculation—2013, 2014, and 2015, how would this split 
point change affect the experience modification?

If, in 2013, the client had one death claim reserved at 
$20,000, one lower back injury that was closed at $12,497, 
and several small claims totaling $9,871, for an actual 
incurred loss total of $42,368, how much of that would go 
into the formula on a dollar-for-dollar basis? Under the old 
system, prior to January 1, 2013, it would be as follows: 
for the death claim, $5,000; for the lower back injury, 
$5,000; and for the small losses, $9,871, as no one loss 
was greater than $5,000. Therefore, of the total losses of 
$42,368 recorded for 2013, only $19,871, or 47% of their 
total, would go into the modification formula on a dollar-for-
dollar basis.

Amount entered 
into formula on 
dollar-for-dollar 
basis prior to 

2013

Amount entered 
into formula on 
dollar-for-dollar 
basis in 2017

Death Claim 
$20,000

$5,000 $16,000

Lower Back 
Injury $12,497

$5,000 $12,497

Small Claims 
Totaling $9,871

$9,871 $9,871

Total $42,368
$19,871, or 47% 

of total losses
$33,378, or 79% 

of total losses

With the new split point, the losses of $42,368 would now 
go into the formula as follows: for the death claim, $16,000; 
for the lower back claim, $12,497; and for the small losses, 
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$9,871. Therefore, $33,378, or 79% of their total losses, goes 
into the formula on a dollar-for-dollar basis.

The bottom line with these figures is that modifications on 
insureds today have a greater chance of being higher than 
they were five years ago, even with the same classifications, 
payroll, and paid or reserve claim dollars. 

Considering all these facts, how can an agent assist their 
policyholders in understanding this potential increase in their 

experience modifier? First, alert the insured of how this formula 
has changed. Second, advise the insured that the formula 
applies to all workers compensation insurance companies in 
Texas, since it is now an NCCI state. Third, and probably most 
important, work with the carrier’s Risk Control Department to 
keep claims under control. With the implementation of the new 
split point, now, more than ever, the frequency of small losses 
will be penalized to a much greater degree.

At a recent business retreat in Georgia, I attended a session on 
servant leadership, where the subject of leading from behind 
came up. I have always struggled with the idea and have had 
difficulty reconciling its application to the notion of leadership. 
The following explanation was given by Rusty Gordon, a 
successful business leader and Naval Academy graduate.

The concept of leading from behind is anathema to the 
modern leader. We’re told leaders are required to be out 
in front of their teams – we must never ask our team to do 
something we wouldn’t do. This tenet doesn’t fall away when 
leading from behind; it merely serves as a reminder that 
leadership is also about encouragement and failure.

Consider the following: Anyone with small children will 
inevitably have to teach them to ride a bike – this rite of 
passage serves as a great analogy for leading from behind.

The Mission 
A leader always defines the mission. In this case, it’s simple: 
“Today, you are going to learn how to ride a bike on your own, 
and I’m going to help you.” The mission is clear, and the role of 
each party is known and understood. Both things are equally 
important – there can be no confusion as to what you’re 
setting out to accomplish and who’s going to make it happen. 

Define Success 
“When we finish, you’ll be able to ride this bike without any 
help from me and without fear of falling.” Success is a known 
quantity. Your child knows that what you are both about to do 
will enable them to achieve their goal of riding on two wheels 
with no help—it’s life’s first step to a future independence.

The Strategy 
A strategy defines how the desired outcome is to be achieved 

and removes ambiguity about what needs to happen to be 
successful. “You’re going to hold onto the handle bars and 
peddle. We’re going to ride down the sidewalk, and I’m going to 
hold the seat so you don’t fall. I want you to look straight ahead, 
and I’ll make sure the bike stays up. Trust me. I’m not going to 
let you fall” (read “fail”).

Encouragement and Failure 
With the mission set, and strategy and success defined, it’s time 
to execute the mission. As the leader clings to the seat and runs 
alongside, they bear the weight of the bike from leaning over. 
Encouragement is given, and the leader slowly releases their 
grip as confidence is gained by both parties.

Then the fall.

The bike leans over too far. The leader and the student meet 
eye-to-eye as they make sure nothing is broken; although 
skinned knees are often a painful consequence, pain is a great 
instructor and essential to learning. So, did the mission fail?

“You were riding without my help. You don’t need me.” The rider 
responds with stunned disbelief. 

“Let’s get back on the bike and try again.”

“Hold the seat, Dad.” Another attempt. 

“You’ve got this! I’m not even holding the seat.”

The leader is finally running behind, letting go completely and 
giving the applause and encouragement from a distance.

The analogy is clear. Leaders must set the mission, define the 
strategy, encourage, allow failure, provide instruction, and instill 
confidence in their teams. Then, and only then, must they let go.

Mission accomplished. That, is leading from behind.

Leading from Behind 
By Martin Jenns President
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Question:
Our agency is growing quickly, and 
we are adding supervisors to help 
manage our staff and workloads. 
Unfortunately, the agency principal 
thinks that if an employee is 
successful in their role, they can 
be a great supervisor. We have lost 
two very experienced employees 
because our new “supervisors” don’t 
know what they are doing. Help me 
convince the owner that we need 
to invest in training before we move 
someone into a management role. 

Answer: 
I would like to say this situation 
never occurs in any organization, 
but that would be a fantasy. There 
seems to be a misconception that 
good management just happens; 
that a proficient single performer will 
inherently know how to handle difficult 
personnel issues or how to motivate 
employees to perform at their highest 
level. Assuming that individual 
competence is somehow transferred 
to a management role, is dangerous. 
Front-line managers have the 
greatest direct impact on employee 
satisfaction, and the number one 
reason employees abandon a 
company is due to a bad manager. 
Given this, it makes sense to invest in 
training to retain the growing scarcity 
of qualified employees. 

Reasons to invest in 
management training:

• Since your direct managers 
interact with employees daily, they 
have the most direct influence 
over employee engagement.

• An employee who is positively 
engaged will be more satisfied 
and will be more productive than 
an employee who is frustrated 
and unhappy.

• Without training, you run the 
risk of your new managers 
proceeding with a “best guess” 
approach, which could be deadly 
to your employees and ultimately, 
your business.

• Management basics are easily 
learned skills – setting goals 
and objectives, performance 
feedback, basic communication 
skills.

• Retain your “A” players by 
providing them with a manager 
who can develop their skills into 
your future leaders.

• It’s a small insurance community 
– the last thing you want are 
disgruntled employees sharing 
their own version of your agency 
marketing message.

• It will cost your firm more than 
money if you are involved 
in employee litigation from 
misguided managers.

Hopefully, I have provided enough 
information to help your position of 
supporting management training for 
front-line leaders. Achieving any of the 
positive outcomes or avoiding any of 
the pitfalls listed above, equates to 
money and time well spent. Let me 
take a few minutes to share some 
specific training tools I believe will 
provide the quickest return on efforts 
– soft skills.

As mentioned earlier, managers are 
often selected because they excel 

as an individual contributor, and 
in most cases, they exhibit strong 
technical skills. Many of these new 
managers fail because they don’t 
possess effective “people” skills 
(emotional intelligence). These skills 
can be learned just like technical 
skills, and should be the basis for 
management training. The three 
primary management training skills 
necessary for success are:

Communication Skills  
Training in customer satisfaction 
(equates to employee satisfaction), 
listening, working styles, problem 
solving, conflict resolution, and 
coaching. 

Organizational Skills 
Physical organization, planning, time 
management, scheduling, deadline 
management, delegation, attention to 
detail, and decision making.

Employee Performance Skills 
Creating job descriptions, setting 
goals and objectives, monitoring and 
documenting performance, completing 
performance appraisals, providing 
performance feedback, understanding 
of basic personnel legal issues 
(harassment, discrimination, workers 
compensation).

Managerial training is never a “one 
and done” event. It requires ownership 
buy-in with an investment of time, 
money, and resources over several 
years. If we can stay focused on the 
fact that the front-line manager’s 
relationship is the most imprtant factor 
in employee engagement, we quickly 
recognize the value in managerial 
training. Keeping just one of your “A” 
list teammates is worth the investment.
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Agency resource Jan Kearbey tackles your 
toughest agency management questions


