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Released: February 6, 2025

To Members of the Governing Committee, WCIRB Members and All Interested Parties:
This meeting is Open to the Public.
Please use this link to register for the meeting webinar. After registering, you will receive a confirmation
email containing information about the meeting.
. Approval of Minutes
Meeting held December 11, 2024
Il Additions to the Agenda
lll. Ratification of Actions of WCIRB Committees
A. Classification and Rating Committee Meeting Held November 12, 2024
IV. Unfinished Business
V. New Business
A. September 1, 2025 Regulatory Filing
VI. Next Meeting Date: April 16, 2025
VIl. Adjournment

Antitrust Notice

As members of the Workers’ Compensation Insurance Rating Bureau of California (WCIRB), you are bound, when involved in
meetings, presentations or other activities of the WCIRB, to limit your actions (as well as discussions and virtual chats, other than
social ones) to matters relating to the business of the WCIRB. Matters that do not relate directly to WCIRB business should be
avoided. Members should particularly avoid discussions, chats or conduct that could be construed as intended to affect competition
(or access to markets). Thus, as members, you should not discuss or pursue the business interests of individual insurers or others,
including, in particular, the plans of individual members involving, or the possibility or desirability of (a) raising, lowering, or
stabilizing prices (premiums or commissions); (b) doing business or refusing to do business with particular, or classes of, insurers,
reinsurers, agents, brokers, or insureds, or in particular locales; or (c) potential actions that would affect the availability of products
or service either generally or in specific markets or locales.

1
Workers’ Compensation Insurance Rating Bureau of California®


https://events.teams.microsoft.com/event/0be78deb-a758-49fc-bb7f-bea0895486db@ee890d36-04de-4fa7-b4c3-bda5c1b65710

Governing Committee
Meeting Agenda for February 13, 2025 Released: February 6, 2025

Notice

The information in this Agenda was developed by the Workers’ Compensation Insurance Rating Bureau of California (WCIRB)
for the purpose of assisting the WCIRB Governing Committee. The WCIRB cannot make any guarantees if this information is
used for any other purpose and the WCIRB shall not be liable for any damages, of any kind, whether direct, indirect, incidental,
punitive or consequential, arising from the use of or reliance upon this information for any other purpose.

© 2025 Workers’ Compensation Insurance Rating Bureau of California. All rights reserved.

No part of this work may be reproduced or transmitted in any form or by any means, electronic or mechanical, including, without
limitation, photocopying and recording, or by any information storage or retrieval system without the prior written permission of the
Workers’ Compensation Insurance Rating Bureau of California (WCIRB), unless such copying is expressly permitted in this
copyright notice or by federal copyright law. No copyright is claimed in the text of statutes and regulations quoted within this work.

Each WCIRB member company, including any registered third party entities, (Company) is authorized to reproduce any part of this
work solely for the following purposes in connection with the transaction of workers’ compensation insurance: (1) as necessary in
connection with Company’s required filings with the California Department of Insurance; (2) to incorporate portions of this work, as
necessary, into Company manuals distributed at no charge only to Company employees; and (3) to the extent reasonably necessary
for the training of Company personnel. Each Company and all agents and brokers licensed to transact workers’ compensation
insurance in the state of California are authorized to physically reproduce any part of this work for issuance to a prospective or
current policyholder upon request at no charge solely for the purpose of transacting workers’ compensation insurance and for no
other purpose. This reproduction right does not include the right to make any part of this work available on any website or any form
of social media.

Workers’ Compensation Insurance Rating Bureau of California, WCIRB, WCIRB California, WCIRB Connect, WCIRB Inquiry,
WCIRB CompEssentials, X-Mod Direct, eSCAD, Comprehensive Risk Summary, X-Mods and More, Annual Business Comparative
and the WCIRB California logo (WCIRB Marks) are registered trademarks or service marks of the WCIRB. WCIRB Marks may not
be displayed or used in any manner without the WCIRB’s prior written permission. Any permitted copying of this work must maintain
any and all trademarks and/or service marks on all copies.

To seek permission to use any of the WCIRB Marks or any copyrighted material, please contact the WCIRB at
customerservice@wcirb.com.
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Meeting Minutes

Date Time Location Staff Contact
November 12, 2024 9:30 AM Microsoft Teams Webinar Kristen Marsh

1901 Harrison Street, 17™ Floor » Oakland, CA 94612 « 415.777.0777 « Fax 415.778.7007 » www.wcirb.com * wcirb@wcirb.com

Released: November 25, 2024

Members: Represented By:
National Union Fire Insurance Company of Pittsburgh PA Sara VanWyk
Preferred Employers Insurance Company Christine Glynn
Security National Insurance Company Matt Zender
State Compensation Insurance Fund Not Present
Travelers Property Casualty Company of America Peter Gunn
Truck Insurance Exchange Jennifer Fortin*
Zenith Insurance Company Sarah Elston

California Department of Insurance
Yvonne Hauscarriague
Margaret Hosel

WCIRB

Kristen Marsh, Chair
Laura Carstensen
Andrea Coleman
Esther Li

Allison Lightfoot
Tony Milano

Bill Mudge
Hester Nguyen
Eric Riley

Angela Sundin
Julia Zhang, PhD

After a reminder of the antitrust restrictions, the meeting of the Classification and Rating Committee was
called to order at 9:30 AM with Ms. Kristen Marsh, Senior Vice President and Chief Legal Officer,
presiding.

Approval of Minutes

The Minutes of the meeting held on August 6, 2024 were distributed to the Committee members in
advance of the meeting for review. As there were no corrections to the Minutes, a motion was made,
seconded and unanimously approved to adopt the Minutes as written.
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Classification and Rating Committee
Meeting Minutes for November 12, 2024 Released: November 25, 2024

Notice

The information in these Minutes was developed by the Workers’ Compensation Insurance Rating Bureau of California
(WCIRB) for the purpose of assisting the WCIRB Classification and Rating Committee. The WCIRB cannot make any
guarantees if this information is used for any other purpose and the WCIRB shall not be liable for any damages, of any kind,
whether direct, indirect, incidental, punitive or consequential, arising from the use of or reliance upon this information for any
other purpose.

© 2024 Workers’ Compensation Insurance Rating Bureau of California. All rights reserved.

No part of this work may be reproduced or transmitted in any form or by any means, electronic or mechanical, including, without
limitation, photocopying and recording, or by any information storage or retrieval system without the prior written permission of the
Workers’ Compensation Insurance Rating Bureau of California (WCIRB), unless such copying is expressly permitted in this
copyright notice or by federal copyright law. No copyright is claimed in the text of statutes and regulations quoted within this work.

Each WCIRB member company, including any registered third party entities, (Company) is authorized to reproduce any part of this
work solely for the following purposes in connection with the transaction of workers’ compensation insurance: (1) as necessary in
connection with Company’s required filings with the California Department of Insurance; (2) to incorporate portions of this work, as
necessary, into Company manuals distributed at no charge only to Company employees; and (3) to the extent reasonably necessary
for the training of Company personnel. Each Company and all agents and brokers licensed to transact workers’ compensation
insurance in the state of California are authorized to physically reproduce any part of this work for issuance to a prospective or
current policyholder upon request at no charge solely for the purpose of transacting workers’ compensation insurance and for no
other purpose. This reproduction right does not include the right to make any part of this work available on any website or any form
of social media.

Workers’ Compensation Insurance Rating Bureau of California, WCIRB, WCIRB California, WCIRB Connect, WCIRB Inquiry,
WCIRB CompEssentials, X-Mod Direct, eSCAD, Comprehensive Risk Summary, X-Mods and More, Annual Business Comparative
and the WCIRB California logo (WCIRB Marks) are registered trademarks or service marks of the WCIRB. WCIRB Marks may not
be displayed or used in any manner without the WCIRB’s prior written permission. Any permitted copying of this work must maintain
any and all trademarks and/or service marks on all copies.

To seek permission to use any of the WCIRB Marks or any copyrighted material, please contact the WCIRB at
customerservice@wcirb.com.
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Classification and Rating Committee
Meeting Minutes for November 12, 2024

Item IlI-A
Draft Report on Universal Extension of Payroll Limitations

The Committee was reminded that for many years, payroll limitations on an individual's payroll have been
included for highly compensated employees including executive officers, partners, individual employers,
members of limited liability companies as well as employees in several classifications related to the
entertainment and athletic industries. The Committee was further reminded that in 2018, the WCIRB
found that at very high wage levels there is no evidence of increasing exposure to workers’ compensation
losses with increasing wage levels. As a result, the Insurance Commissioner approved the extension of
these payroll limitations to five additional classifications effective January 1, 2020, seven additional
classifications effective September 1, 2022 and six additional classifications effective January 1, 2024.

As part of the WCIRB’s ongoing efforts to analyze payroll as the basis of workers’ compensation
premium, the WCIRB completed a draft study this year included in the Agenda regarding a universal
extension of payroll limitations. Following the presentation of the draft study, the Committee was in
general consensus with the WCIRB'’s recommendations to delay implementation of a universal payroll
limitation until after the extension of advisory pure premium rates and expected loss rates to three
decimal places is implemented.
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Classification and Rating Committee
Meeting Minutes for November 12, 2024

Report on Universal Extension of Payroll Limitations

Background and Objective

Payroll, also referred to as remuneration, is used for ratemaking and experience rating purposes as a
proxy for measuring exposure to workers’ compensation losses. In general, remuneration is reasonably
correlated with losses and can be audited and validated against other information reported to state or
federal government agencies.

However, given the wide dispersion of payroll among highly compensated employees and concerns as to
the lack of correlation between exposure and loss at very high wage levels, the California Workers’
Compensation Uniform Statistical Reporting Plan—1995 (USRP) includes limitations on an individual’s
annual payroll for certain types of highly compensated employees. For many years, these included
executive officers, partners, individual employers and members of a limited liability company as well as
employees in several classifications related to the entertainment industry and athletic teams.

As part of the WCIRB's continuing efforts to analyze payroll as the basis of workers’ compensation
premium, in 2018 the WCIRB found that at very high wage levels there is no evidence of increasing
exposure to workers’ compensation losses with increasing wage levels. As a result, the WCIRB
recommended and the Insurance Commissioner approved the application of payroll limitations to
classifications that (a) have unusually high levels of employees with wages above the current USRP
annual payroll maximum, (b) have relatively low advisory pure premium rates that are likely driven by the
high wage levels in the industry and (c) include all employees so that any payroll limitation could be
administered in a relatively straightforward manner. As a result, payroll limitations were extended to five
additional classifications effective January 1, 2020, seven additional classifications effective September 1,
2022 and six additional classifications effective September 1, 2024.

Analysis

For this year’s study, WCIRB staff investigated the feasibility of extending payroll limitations to all
classifications. The WCIRB conducted outreach to better understand the impact that payroll limitations
have on the premium audit process and updated its analysis of the relationship between losses and
remuneration.

Feedback from premium auditors indicated that, while a universal payroll limitation would add time to
premium audits, most employers already provide, as part of the insurers’ premium audits, individual
payroll detail necessary to apply a payroll limitation. Premium auditors noted, however, that they would
need additional time to work with insureds who do not currently provide individual payroll detail.

Figure 1 shows the average indemnity claim severity for injured workers at various wage levels based on

WCIRB Unit Statistical Report (USR) data from policy years (PY) 2019 through 2021. Consistent with the

findings in the 2018 study, average indemnity claim severity generally increases as wages increase, up to
the approximate level of the current USRP payroll limitation. However, claim severity does not continue to
increase for wage levels above the current payroll maximum.
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Classification and Rating Committee
Meeting Minutes for November 12, 2024

Figure 1: Average Severity by Average Wage Level Interval
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Figure 2 shows an estimated distribution of total losses on indemnity claims per the American Community
Survey’s (ACS) payroll by wage level interval for all classifications based on ACS and USR data. As
shown, when considering the impact of claim frequency differences, claim costs generally decreased as
wage levels increased, particularly at high wage levels.

Figure 2: Relative Total Incurred Loss per ACS Payroll by Wage Level
Interval for All Classes
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Figure 3 shows the estimated share of total employees whose remuneration would be capped under a
universal payroll limitation based on ACS data. Remuneration would be limited for approximately 6.7% of
all employees. As of September 1, 2024, payroll limitations already apply to 2.5% of these employees and
would apply to an additional 4.2% under a universal payroll limitation.
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Classification and Rating Committee
Meeting Minutes for November 12, 2024

Figure 3: Share of Employees Expected to be Capped under a Universal
Payroll Threshold
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Figure 4 shows the distribution of classifications by share of employees whose remuneration would be
capped under a universal payroll limitation. For the vast majority of classifications, the limit would affect
the remuneration for less than 10% of employees. Remuneration would be limited for fewer than 5% of
employees in 81% of the classifications, and conversely, remuneration would be limited for more than
10% of employees for only 4% of the classifications.

Figure 4: Distribution of Classifications by Share of Employees
Estimated to Earn More than Current Payroll Threshold
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Source: ACS data from calendar years 202022.
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Classification and Rating Committee
Meeting Minutes for November 12, 2024

Decimal Rate Extension

The advisory pure premium rates (PPRs) and expected loss rates (ELRs) for some low hazard
classifications are so low that their PPRs and ELRs can be mathematically constrained to be adjusted up
or down from year to year or can create dislocations when they are changed. One way to alleviate this
constraint is to publish PPRs and ELRs to three decimal places.

To maintain consistency with other rating bureaus, the WCIRB is planning to publish ELRs and PPRs to
three decimal places beginning with the September 1, 2026 Regulatory and Pure Premium Rate Filings.
Stakeholders feel strongly that the WCIRB should implement this change for consistency with other
states.

Recommendation

Based on the feedback and analysis summarized above, the WCIRB has found that a universal payroll
limitation is feasible and would improve the alignment between remuneration and exposure to loss.
However, given that the WCIRB plans to implement the decimal rate extension as part of the September
Filings, WCIRB staff recommends deferring further consideration until after that time.
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Classification and Rating Committee
Meeting Minutes for November 12, 2024

Item IlI-B
Payroll Limitations

The Committee was reminded that each year WCIRB staff reviews current wage and payroll limits in the
California Worker’s Compensation Uniform Statistical Reporting Plan—1995 (USRP) in light of projected
wage inflation. The Committee was advised that wage inflation for September 1, 2025" is projected to be
approximately 3.2%. This wage inflation projection is based on the average of the UCLA Anderson
School of Business and California Department of Finance wage forecasts as of June 2024 and April
2024, respectively.

Executive Officers, Partners, Individual Employers and Members of a Limited Liability Company
The Committee reviewed staff recommendation that the current maximum remuneration of $159,900
($3,075 per week) be increased to $165,100 ($3,175 per week) and the current minimum of $62,400
($1,200 per week) be increased to $63,700 ($1,225 per week) for executive officers, partners, individual
employers, and members of a limited liability company (LLC).

Classification 7365, Taxicab Operations — all employees
The Committee reviewed staff's recommendation that the minimum payroll be increased from $43,800 to
$45,200 per annum per taxicab.?

Classification 8039, Stores — department stores — retail
The Committee reviewed staff’'s recommendation that there be no change to the current threshold of
$1,300,000 for department stores.

Classifications with Payroll Limitations
The Committee reviewed staff's recommendation that the maximum payroll for all employees in the
following classifications be increased from $159,900 to $165,100:

4297(1) Electronic Pre-Press (per year per employee)

4297(2) Graphic Design (per year per employee)

4512 Biomedical Research Laboratories (per year per employee)

7607(1) Video Post-Production (per year per employee)

7607(2) Audio Post-Production (per year per employee)

7610 Radio, Television or Commercial Broadcasting Stations (on-air personalities, entertainers and
musicians/per year per person)

8601(1) Engineers (per year per employee)

8601(2) Oil or Gas Geologists or Scouts (per year per employee)

8601(4) Forest Engineers (per year per employee)

8741 Real Estate Agencies (per year per employee)

8743 Mortgage Brokers (per year per employee)

8749 Mortgage Bankers (per year per employee)

8801 Credit Unions (per year per employee)

8803 Auditing, Accounting or Management Consulting Services (per year per employee)
8807 Newspaper, Magazine or Book Publishing (per year per employee)

8808 Banks (per year per employee)

8820 Law Firms (per year per employee)

8822 Insurance Companies (per year per employee)

8834 Physician’s Practices and Outpatient Clinics (per year per employee)

" The wage inflation is based on the average inflation from policies incepting between September 1, 2024 and August 31, 2025 to
policies incepting between September 1, 2025 and August 31, 2026.

2 Computation is based on the prior unrounded value and the estimated wage inflation with the final recommendation rounded to the
nearest $100.
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Meeting Minutes for November 12, 2024

8839
8859(1)
8859(2)
8874(1)
8874(2)
8874(3)
8874(4)
8874(5)
8874(6)
8874(7)

9043
9151

9156
9181

9610

Dental or Orthodontia Practices (per year per employee)

Computer Programming or Software Development (per year per employee)

Internet or Web-Based Application Development or Operation (per year per employee)
Instrument Mfg. — electronic — professional or scientific — hardware or software design or
development (per year per employee)

Computer or Computer Peripheral Equipment Mfg. — hardware or software design or
development (per year per employee)

Telecommunications Equipment Mfg. — hardware or software design or development (per
year per employee)

Audio/Video Electronic Products Mfg. — hardware or software design or development (per
year per employee)

Integrated Circuit and Semiconductor Wafer Mfg. — hardware or software design or
development (per year per employee)

Medical Instrument Mfq. — electronic — diagnostic or treatment — hardware or software design
or development (per year per employee)

Instrument Mfg. — non-electronic — scientific or medical — hardware or software design or
development (per year per employee)

Hospitals (per year per employee)

Theaters — musical entertainment (performers and directors of performers/per year per
person)

Theaters — dance, opera and theater companies (performers and directors of performers/per
year per person)

Athletic Teams or Athletic Facilities — players, umpires, referees and game officials (per
season per player)

Motion Pictures — production (actors, musicians, producers and the motion picture
director/per year per person)

Following staff's presentation, a motion was made, seconded and unanimously passed to propose to the
WCIRB’s Governing Committee that the above referenced increases to the payroll maximums and
minimums be included in the September 1, 2025 Regulatory Filing.
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Classification and Rating Committee
Meeting Minutes for November 12, 2024

Item III-C
Physical Audit Threshold

The Committee was reminded that the California Workers’ Compensation Uniform Statistical Reporting
Plan—1995 (USRP) requires that all policies that generate a final premium at or above a specific
threshold amount are subject to physical audit.” The threshold has historically been set at a level that
corresponds approximately with eligibility for experience rating so that the vast majority of payroll reflected
in an experience rating calculation is subject to physical audit. The threshold has been reviewed on a
regular basis and adjusted as appropriate to maintain the same approximate volume of policies subject to
the audit requirement. The Committee was reminded that the audit threshold was last changed to
$10,500 effective January 1, 2020.

WCIRB staff summarized the two standard analytical approaches for computing the indicated level of the
physical audit threshold for the September 1, 2025 Regulatory Filing. Based on the approximate average
of these two indications, the indicated physical audit threshold for policies incepting on or after
September 1, 2025 is approximately $10,000. Since this estimate is generally consistent with the current
threshold and the threshold is intended to be changed relatively infrequently, staff recommended
maintaining the current physical audit threshold of $10,500. Following the discussion, a motion was made,
seconded and unanimously passed to recommend to the Governing Committee that the physical audit
threshold be maintained at $10,500 for inclusion in the September 1, 2025 Regulatory Filing.

1 See Part 3, Standard Classification System, Section VI, Administration of Classification System, Rule 4, Audit of Payroll.
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Classification and Rating Committee
Meeting Minutes for November 12, 2024

Item 111-D
Draft Food and Beverage Manufacturing or Processing
Industry

Not Otherwise Classified (N.O.C.) Food Products Mfg. or Processing
Bakeries or Cracker Mfg.

The Committee was reminded that in 2023, the WCIRB initiated a multi-year effort to holistically review
the 22 classifications in the food and beverage manufacturing or processing industry (Industry) to
evaluate the efficacy of the current classification procedures for the Industry."

The Committee was reminded that the first phase of the study developed an analysis framework to
identify key classification issues for the Industry and recommended future classification studies to
address these issues. Classifications 6504, Food Products Mfg. or Processing — N.O.C., and 2003,
Bakeries or Cracker Mfg., the two largest classifications that collectively accounted for 42% of the
Industry’s payroll in policy year 2021, were identified as classifications that potentially include employers
with nonhomogeneous operations. Therefore, as part of the second phase of the study, the WCIRB
continued its analysis of the Industry and performed an in-depth operational and data review of the two
classifications to determine:

1. Whether operations assigned to Classification 6504 continue to be homogenous or if any distinct
segments should be assigned to new or existing classification(s); and

2. Whether operations assigned to Classification 2003 continue to be homogeneous or if any distinct
segments should be assigned to new or existing classification(s) and whether doughnut shops,
currently assigned to Classification 9079(1), Restaurants or Taverns, should be combined with
Classification 2003.

Not Otherwise Classified (N.O.C.) Food Products Mfg. or Processing Study (Classification 6504)
The key findings included:

1. Four segments with distinct operations assigned to Classification 6504 were identified for further
review: coffee bean roasting, vape juice blending, candy and chocolate manufacturing, and meals
and food products manufacturing. The 5-year loss to payroll ratios for the coffee bean roasting and
vape juice blending segments are significantly lower than those for the remaining operations in
Classification 6504. The experience for the candy and chocolate manufacturing and meals and food
products manufacturing segments are more similar to the remaining operations in Classification 6504.

2. The coffee bean roasting segment shares business operations and loss and payroll experience that
are more similar to Classification 0096 than to Classification 6504. Both types of employers roast, and
may also clean, grind and flavor their respective food products. The loss to payroll ratios and claim
frequency of leading causes of injury for the coffee bean roasting segment are more similar to those
for Classification 0096 than those for Classification 6504. Reassigning coffee bean cleaning, roasting
or grinding operations from Classification 6504 to Classification 0096 would lead to a significant
decrease (-32.7%) in the selected loss to payroll ratio for coffee bean roasting employers, and a
decrease (-2.6%) in the selected loss to payroll ratio for employers currently assigned to
Classification 0096.

" The identified 22 food and beverage manufacturing or processing classifications are part of the NAICS food and beverage
manufacturing groups and/or the California Workers’ Compensation Uniform Statistical Reporting Plan—1995’'s (USRP) Food
Packaging and Processing Industry Group. See also Item IlI-B, Draft Food and Beverage Manufacturing or Processing Industry
Study — Phase | (Analysis Framework and Study Plan), of the August 8, 2023 WCIRB Classification and Rating Committee Minutes.
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The vape juice blending segment shares business operations and loss and payroll experience that
are more similar to Classification 4611 than Classification 6504. Both types of employers perform
mixing, blending and heating, but not manufacturing, of the ingredients. The loss to payroll ratios and
claim frequency of the leading causes of injury for vape juice blending are more similar to those for
Classification 4611 than those for Classification 6504. Reassigning vape juice blending operations
from Classification 6504 to Classification 4611 would lead to a significant decrease (-79.1%) in the
selected loss to payroll ratio for vape juice blending employers, and a slight decrease (-0.2%) in the
selected loss to payroll ratio for employers currently assigned to Classification 4611.

Candy and chocolate manufacturing operations are easily identifiable in Classification 6504.
However, both the year-to-year loss to payroll ratios and leading causes of injury for the candy and
chocolate manufacturing segment are very similar to those for Classification 6504, suggesting similar
levels of risk exposure between candy and chocolate manufacturing operations and the remaining
operations in Classification 6504. In addition, as the four largest employers account for over half of
the segment’s payroll, the segment’s experience can be largely influenced by a few large employers
in California.

The business operations contemplated in the meals and food products manufacturing segment may
continue to evolve and become overly broad over time. The loss and payroll experience of this
segment is also similar to that of Classification 6504.

The remaining operations in Classification 6504 account for 67% of the reported payroll in
Classification 6504 and comprise a wide variety of food manufacturing and food processing
operations with different types of food products. None of the individual manufacturing or processing of
food products alone constitute a substantial part of Classification 6504 employers.

The selected loss to payroll ratio for Classification 6504 would increase slightly by 3.8% after
reassigning the better experience of coffee bean roasting employers and vape juice blending
employers from Classification 6504 to their destination classifications.

Based on these findings, WCIRB staff recommended:

1.

Amending Classification 0096, Nut Hulling, Shelling or Processing, to include coffee bean cleaning,
roasting or grinding operations, and amending the phraseology to 0096, Nut or Coffee Bean
Processing.

Amending Classification 4611, Drug, Medicine or Pharmaceutical Preparations Mfg., to include vape
juice blending operations.

Amending Classification 6504, Food Products Mfg. or Processing — N.O.C., to remove coffee bean
cleaning, roasting or grinding operations and clarify its intended application.

Bakeries or Cracker Mfg. Study (Classification 2003)

The key findings included:

1.

Two segments with distinct operations were identified in Classification 2003: the wholesale bakery
segment that includes employers that manufacture baked goods sold primarily to wholesale
customers and the retail bakery segment that includes employers that manufacture baked goods sold
primarily to retail customers.

The wholesale and retail segments are operationally distinct based on the scale of production, type of
baking equipment and type of customers. The loss to payroll ratios between the wholesale and retail
segments are also different, with the ratio of the wholesale segment being much higher than that of
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the retail segment. The difference is mostly driven by higher average claim severity across all leading
causes of injuries, a higher share of indemnity claims and higher average incurred cost of indemnity
claims for the wholesale segment. Establishing a new classification for employers with primarily
wholesale bakery operations would lead to an increase (9.5%) in the selected loss to payroll ratio for
these wholesale bakery employers and a decrease (-18.6%) in the selected loss to payroll ratio for
retail bakery employers that will remain in Classification 2003.

3. The business operations of retail bakeries in Classification 2003 and doughnut shop employers in
Classification 9079(1) are different due to a different mix of counter and serving operations. The loss
to payroll ratio for the retail segment is significantly higher than that for doughnut shop employers in
Classification 9079(1).

Based on these findings, WCIRB staff recommended:

1. Establishing a new classification, Classification 2004, Baked Goods Mfg. — wholesale, which will be
included in the Food Packaging and Processing Industry Group, to apply to employers that
manufacture baked goods that are sold primarily (over 50% of gross receipts) to wholesale
customers; and

2. Amending Classification 2003, Bakeries or Cracker, Mfg., to apply to employers that manufacture
baked goods that are sold primarily (over 50% of gross receipts) to retail customers and amending
the phraseology to Classification 2003, Baked Goods Mfg. — retail.

In response to a question from a Committee member regarding whether the trend for the meals and food
products manufacturing segment in Classification 6504, Food Products Mfg. or Processing — N.O.C., has
changed during the pandemic period, it was explained that a large portion of the meals and food products
manufacturing segment was airline meals manufacturing, which remained consistent during the
pandemic. Furthermore, staff confirmed after the meeting that the payroll and number of employers in the
meals and food product manufacturing segment continued to increase during the pandemic. Staff plans to
continue to monitor this segment and conduct additional analyses in the future as necessary.

In response to a question from a Committee member regarding the impact of reassigning coffee bean
roasting and vape juice blending employers currently assigned to Classification 6504 on experience
modifications for these employers, it was explained that the new experience modification will be based on
the expected loss rate and D-Ratio of the destination classification.

In response to a question from a Committee member regarding the potential of including counter
experience of retail bakeries in the retail segment of Classification 2003, Bakeries or Cracker Mfg., it was
explained that the counter operations in support of the 2003 retail baking operations are currently
assigned to Classification 8017, and their loss and payroll experience is significantly different from that of
the retail baking operations in Classification 2003. It was also stated that for employers that perform both
baking and counter operations, some may divide their payroll and have payroll reported separately in
Classifications 2003 and 8017(1). If complete and accurate payroll records are not kept, the payroll of
employees who perform both baking and counter operations will be reported in Classification 2003, the
higher rated classification. Therefore, Classification 2003 may already include some counter experience.
In other instances where retail bakeries complete all of their baking in the early morning and only conduct
sales operations the rest of the day, there would be no overlap between the baking and counter
operations. In addition, the retail segment also includes retail bakeries in grocery stores, which may
include some counter operations in Classification 2003 or Classification 8006(1), Stores — groceries —
retail, as part of the store operations.

In response to a question from a Committee member regarding the remaining 9% of the reported payroll
in Classification 2003, Bakeries or Cracker Mfg., that was not included in either of the two segments, it
was explained that employers assigned to the wholesale and retail segments were determined based on
a review of WCIRB Classification Inspection Reports and policy data. Therefore, 9% of the reported
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payroll was for employers whose operations could not yet be definitively identified in the available data as
belonging to one of the study segments. However, the impact of the remaining 9% of the reported payroll
on either segment should be minimal.

Following staff's presentation and discussion, a motion was made, seconded and unanimously passed to
recommend to the Governing Committee that the proposed changes be included in the September 1,
2025 Regulatory Filing.
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Not Otherwise Classified (N.O.C.) Food Products Mfg. or Processing
Study

6504, Food Products Mfg. or Processing — N.O.C.

I. Introduction and Study Objective

Classification 6504, Food Products Mfg. or Processing — N.O.C., is one of the largest classifications in the
food and beverage manufacturing or processing industry (Industry), comprising about 22% of the
Industry’s payroll in policy year (PY) 2021, and is fully credible with three years of experience.' The
approved advisory pure premium rate (PPR) for Classification 6504, as of September 1, 2024, is $6.06
per $100 of payroll. Classification 6504 contemplates a variety of food product manufacturing or
processing operations that are not more accurately described by another Food Packaging and
Processing Industry Group classification. Classification 6504 employers perform various food processing
operations, including preparing ingredients to form complete food products or meals and packaging final
products. Some emerging food and beverage manufacturing or processing operations, such as the
processing of ingredients to manufacture meal kits, are also included in this classification.

In the first phase of the study conducted in 2023, the WCIRB determined Classification 6504 may have
become overly broad with the inclusion of disparate operations. Therefore, as part of the second phase of
the study, the WCIRB performed an in-depth review of the operations and loss and payroll experience of
Classification 6504 to determine whether operations assigned to Classification 6504 continue to be
homogenous or if any distinct segments should be assigned to new or existing classification(s).

Il. Analysis Results

The WCIRB has identified four potential distinct segments in Classification 6504: (1) coffee bean roasting;
(2) vape juice or e-liquid (collectively, vape juice) blending; (3) candy and chocolate manufacturing and
(4) meals and food products manufacturing.?

As shown in Figure 1, the 5-year loss to payroll ratios of the coffee bean roasting and vape juice blending
segments are significantly lower than those of the remaining operations in Classification 6504, by 47%
and 70% respectively, suggesting significant differences in risk exposures between the two segments and
the remaining operations in Classification 6504. The loss to payroll ratios of the candy and chocolate
manufacturing and meals and food products manufacturing segments are more similar to those of the
remaining 6504 operations.

" Based on September 1, 2024 classification relativities.

2 Employers assigned to each segment were determined based on a review of WCIRB Classification Inspection Reports and policy
data.
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Figure 1. 5-Year Capped Loss to Payroll Ratios by Segment (PYs 2017-2021 at Latest Report
Levels)?

5-Year Capped Loss to Payroll Ratios
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A comprehensive review of the business operations and loss and payroll experience of these segments
and the remaining operations in Classification 6504 is shown in each of the sections below.

1. Coffee Bean Roasting Segment and Potential Destination Classification 0096
a. Operational Comparison

Operations contemplated in the coffee bean roasting segment of Classification 6504 include cleaning
beans, loading raw green coffee beans into coffee roasting machinery, grinding roasted coffee beans and
adding flavoring to coffee beans or ground coffee. However, some coffee bean roasting employers may
not flavor or grind coffee. Coffee bean roasting operations may be performed as a standalone operation
or performed in connection with coffee shop operations at the same location or at a separate location
from the coffee shop, which are assignable to Classification 8078(2), Beverage Preparation Shops — not
restaurants, bars or taverns.

Classification 0096, Nut Hulling, Shelling or Processing, applies to employers engaged in nut hulling,
shelling, cleaning, drying, sorting or packaging, as well as nut processing such as roasting, smoking,
salting or flavoring and grinding. Both coffee bean roasting employers and 0096 employers roast their
food products using an enclosed roaster and may also clean, grind and flavor their respective food
products, which aligns with employer feedback gathered during outreach.

3 The 5-year loss to payroll ratio was calculated using the aggregate losses between PYs 2017 and 2021 divided by the aggregate
payroll during the same period. Losses were evaluated at the latest report level.
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b. Loss and Payroll Experience Comparison

The coffee bean roasting segment comprises a small share (3%) of the reported payroll in Classification
65044 due to the small average payroll size of coffee bean roasting employers. The historical year-to-year
loss to payroll ratios between PYs 2013 and 2021 for the coffee bean roasting segment are consistently
much lower than those for Classification 6504 and more similar to those for Classification 0096°

(Figure 2). The 5-year loss to payroll ratio® for the coffee bean roasting segment ($1.74 per $100 of
payroll) is significantly lower, by 47%, than that of Classification 6504 ($3.31 per $100 of payroll) and
much more similar to Classification 0096 ($2.23 per $100 of payroll).

Figure 2. Loss to Payroll Ratios by Policy Year for the Coffee Bean Roasting Segment and
Classifications 0096 and 6504 (PYs 2013-2021 at Latest Report Levels)

Loss to Payroll Ratios by Policy Year
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The differences in the loss to payroll ratios are mainly driven by differences in claim frequency. As shown
in Figure 3, the overall claim frequency for the coffee bean roasting segment is much more similar to that
of Classification 0096 than to that of Classification 6504, and this is generally consistent for the leading
causes of injury in the coffee bean roasting segment.

All of these factors suggest a more similar level of risk exposure between the coffee bean roasting
segment and nut processing operations in Classification 0096. The dissimilar level of risk exposure
between the coffee bean roasting segment and the remaining operations in Classification 6504 can be
potentially related to a wide variety of operations performed by employers assigned to Classification
6504.

4 The payroll share for the coffee bean roasting segment is calculated based on the reported payroll for coffee bean roasting
employers identified in Classification 6504 over the total reported payroll in Classification 6504 between PYs 2017 and 2021.

5 The PPR for Classification 0096 is $4.20 per $100 of payroll and is fully credible with three years of experience based on
September 1, 2024 classification relativities.

6 The 5-year loss to payroll ratio was calculated using the aggregate losses between PYs 2017 and 2021 divided by the aggregate
payroll during the same period. Losses were evaluated at the latest report level.
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Figure 3. Claim Frequency per $100M of Payroll Overall and by Leading Causes of Injury for the
Coffee Bean Roasting Segment and Classifications 0096 and 6504 (PYs 2017-2021 at Latest Report
Levels)
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In summary, the business operations and loss and payroll experience of the coffee bean roasting
segment are more similar to those of Classification 0096 than to those of Classification 6504. Therefore,
WCIRB staff recommends reassigning coffee bean cleaning, roasting or grinding operations from
Classification 6504 to Classification 0096.

Relatedly, it is typical for coffee shops to conduct some on-site coffee bean roasting, with a growing trend
for some of these coffee shops to showcase, without any physical separation, the coffee bean roasting or
processing operations as part of the shop’s aesthetic. The Multiple Enterprises rule’ provides for separate
classification of a business’ distinct operations if those operations do not normally prevail in the business
described by a single classification. On-site roasting or processing of coffee beans at coffee shops is
generally not a district operation as it is common for coffee shops to engage in roasting or processing
beans that are used by or sold through the coffee shop. However, it is uncommon for coffee shops to sell
coffee beans roasted on-site commercially. As such, the WCIRB recommends clarifying that: (1) the on-
site cleaning, roasting or grinding of coffee beans exclusively used at or sold to the general public through
beverage shops operated by the same employer are included in Classification 8078(2); and (2) if any of
the on-site cleaning, roasting or grinding operations are for coffee beans that are sold commercially, then
the entire coffee bean processing operation shall be separately assigned to Classification 0096 with the
remaining coffee shop operations assigned to Classification 8078(2). Under the second scenario, physical
separation is not required for both Classifications 8078(2) and 0096 to apply, and payroll can potentially
be divided for employees that split their time between coffee bean roasting and beverage preparation
operations.® The impact of this recommendation on Classifications 8078, 0096 and 6504 will be minimal
given the small amount of payroll associated with coffee shop employers with on-site roasting or
processing operations.

7 See California Workers’ Compensation Uniform Statistical Reporting Plan—1995 (USRP), Part 3, Standard Classification System,
Section lll, General Classification Procedures, Rule 3, Multiple Enterprises. Under a Multiple Enterprises rule analysis, if the coffee
shop counter operations are not physically separated from the roasting operations, all coffee shop operations, including the counter
operations (such as baristas and cashiers) that do not conduct any coffee bean roasting, are assignable to the highest rated
classification applicable to the district operations, which is currently Classification 6504.

8 See USRP, Part 3, Section V, Payroll - Remuneration, Rule 3, Division of Single Employee’s Payroll.
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The impact of reassigning coffee bean cleaning, roasting or grinding operations from Classification 6504
to Classification 0096 is shown in the Impact Analysis section below.

2. Vape Juice Blending Segment and Potential Destination Classification 4611
a. Operational Comparison

Vape juice blending operations are a distinct segment in Classification 6504. These operations include
blending and heating purchased ingredients, such as liquid nicotine, glycerin, propylene glycol and
flavorings. The final product is consumable although not an edible food product. Vape juice blending
employers do not manufacture the ingredients used in their vape juice blending operations.

Classification 4611, Drug, Medicine or Pharmaceutical Preparations Mfg. — compounding, blending or
packaging only — not manufacturing ingredients — N.O.C., applies to employers engaged in the
compounding, blending or packaging of drugs, medicines or pharmaceutical preparations that are
intended for use in the diagnosis, cure, mitigation, treatment or prevention of disease. This includes the
blending of cannabis extracts, as cannabis is a drug that may be used for medicinal purposes.

Classification 6504 vape juice blending operations are similar to Classification 4611 mixing, blending and
heating operations. Neither type of employer manufactures ingredients used in their blending operations,
but they do mix and blend ingredients as well as heat ingredients. Additionally, unlike other final products
in the remaining 6504 segment, vape juice is not an edible food product. The National Council on
Compensation Insurance, Inc. (NCCI) assigns vape juice blending operations to Classification 4611,
Drug, Medicine or Pharmaceutical Preparation — Compounding or Blending — No Mfg. of Ingredients,
which is comparable to Classification 4611 in California.®

b. Loss and Payroll Experience Comparison

The vape juice blending segment is the smallest distinct segment identified within Classification 6504,
which accounts for only 2% of the reported payroll in Classification 6504'°, due to the limited number of
vape juice blending employers in California. On average, about 27 vape juice blending employers were
identified with payroll reported between PYs 2017 and 2021. The historical loss to payroll ratios showed
year-to-year volatility due to low levels of payroll. Therefore, the WCIRB compared both the 5-year and
10-year loss-to-payroll ratios. Both ratios for the vape juice blending segment are much more similar to
those of Classification 4611 than to those of Classification 6504 (Figure 4).

9 Full analysis of how other jurisdictions classify the food products manufacturing or processing operations discussed in this Study is
included in Appendix II.

0 The payroll share for the vape juice blending segment is calculated based on the reported payroll for vape juice blending
employers identified in Classification 6504 over the total reported payroll in Classification 6504 between PYs 2017 and 2021.

™ The PPR for Classification 0096 is $1.27 per $100 of payroll and is fully credible with three years of experience based on the
September 1, 2024 classification relativities.
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Figure 4. 5-Year and 10-Year Loss to Payroll Ratios for the Vape Juice Blending Segment and
Classifications 4611 and 6504 (Latest Report Levels)'?

Capped Loss to Payroll Ratios Comparison
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The significant differences in the loss to payroll ratios were mostly driven by differences in claim
frequency. As shown in Figure 5, the overall claim frequency for the vape juice blending segment is much
more similar to that of Classification 4611 than that of Classification 6504, and this is consistent across all
leading causes of injury in the vape juice blending segment. All of these factors suggest a more similar
level of risk exposure between the vape juice blending segment and Classification 4611, as the
operations in both classifications involve mixing, blending and heating but not manufacturing ingredients.

Figure 5. Claim Frequency per $100M of Payroll Overall and by Leading Causes of Injury for the

Vape Juice Blending Segment and Classifications 4611 and 6504 (PYs 2012-2021 at Latest Report
Levels)
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2 The loss to payroll ratio was calculated using the aggregate losses over the specified period divided by the aggregate payroll
during the same period. Losses were evaluated at the latest report level.
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In summary, the business operations and loss and payroll experience for the vape juice blending segment
are more similar to those for Classification 4611 than those for Classification 6504. Therefore, WCIRB
staff recommends reassigning vape juice blending operations from Classification 6504 to Classification
4611. The impact of this recommendation on employers with reported payroll in Classification 6504 and
employers with reported payroll in Classification 4611 is shown in the Impact Analysis section below.

3. Candy and Chocolate Manufacturing Segment
a. Operational Analysis

The candy and chocolate manufacturing segment of Classification 6504 includes employers that
manufacture sweet or sour candy, chocolate confections, caramel, licorice, jelly beans, gummies, brittle,
cotton candy and other similar products that are easily identifiable. Operations contemplated in this
segment include roasting and liquefying cocoa beans; combining and heating ingredients or tempering
chocolate; pouring mixtures into molds; and dipping fruit, coffee beans, cookies or other items into melted
chocolate. These employers may use large, automated equipment or small batch equipment to make
their products. These products may be sold to commercial customers for resale purposes or to the
general public through retail store counters or farmers’ market stalls. Other jurisdictions assign candy and
chocolate manufacturing operations to a separate classification (see Appendix lll).

b. Loss and Payroll Experience

The 5-year loss to payroll ratios'? for the candy and chocolate manufacturing segment ($3.23 per $100 of
payroll) are comparable to those for Classification 6504 ($3.31 per $100 of payroll). In addition, the
historical loss-to-payroll ratios for the candy and chocolate manufacturing segment follow a very similar
trend as those for Classification 6504 (Figure 6). While the candy and chocolate manufacturing segment
is credible and comprises about 9% of the reported payroll in Classification 6504 ', the four largest
employers account for over half of the segment’s payroll. Therefore, the loss and payroll experience of
this segment can be volatile as it is heavily influenced by a few large employers. Also, the typical causes
of injury between the candy and chocolate manufacturing segment and statewide experience of
Classification 6504 were generally comparable (Figure 7). These similarities suggest that candy and
chocolate manufacturing operations share similar levels of risk exposure with the remaining operations in
Classification 6504.

3 The 5-year loss to payroll ratio was calculated using the aggregate losses between PYs 2017 and 2021 divided by the aggregate
payroll during the same period. Losses were evaluated at the latest report level.

4 The payroll share for the candy and chocolate manufacturing segment is calculated based on the reported payroll for candy and
chocolate manufacturing employers identified in Classification 6504 over the total reported payroll in Classification 6504 between
PYs 2017 and 2021.
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Figure 6. Loss to Payroll Ratios by Policy Year for the Candy and Chocolate Manufacturing
Segment and Classification 6504 (PYs 2012-2021 at Latest Report Levels)
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Figure 7. Share of Claims by Leading Causes of Injury Comparing the Candy and Chocolate
Manufacturing Segment and Classification 6504 (PYs 2017-2021 at Latest Report Levels)
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In summary, while the manufacturing operations of candy and chocolate are easily identifiable in
Classification 6504, the loss and payroll experience for the candy and chocolate segment is very similar
to that of Classification 6504. In addition, the segment’s experience can be heavily influenced by a few
large employers in California, which could result in undue volatility in the year-to-year advisory pure
premium rate if the candy and chocolate segment were assigned to a separate classification. Given these
reasons, WCIRB staff recommends keeping candy and chocolate manufacturing in Classification 6504.

4. Meals and Food Products Manufacturing Segment

a. Operational Analysis

The meals and food products manufacturing segment includes employers that manufacture airline meals,
subscription or customer-ordered meals, ready-to-eat food products and frozen food products. Operations

contemplated in this segment include cutting and chopping ingredients, mixing ingredients, heating or
cooking ingredients to create meals or food products and flash freezing final products, as needed. Meals
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and food products manufacturing employers may individually plate or package food, deliver meals or food
products to customers or flash freeze cooked food products.

However, the manufacture of subscription or customer-ordered meals is an emerging operation and has
growing payroll in California in the past few years. Therefore, the operations and products contemplated
in this segment may continue to evolve and become overly broad over time to include disparate
operations.

b. Loss and Payroll Experience

The meals and food products manufacturing segment constitutes the largest share (18%) of reported
payroll in Classification 6504'5 because it includes different types of manufacturing operations. As shown
in Figure 8, the historical year-to-year loss to payroll ratios were generally comparable between the meals
and food products manufacturing segment and statewide experience of Classification 6504. In addition,
the meals and food products manufacturing segment and Classification 6504 share similar leading
causes of injury. The similarities in loss and payroll experience between the segment and its statewide
experience suggest similar levels of risk exposure.

Figure 8. Loss to Payroll Ratios by Policy Year for the Meals and Food Products Manufacturing
Segment and Classification 6504 (PYs 2012-2021 at Latest Report Levels)
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In summary, the business operations contemplated in the meals and food products manufacturing
segment may continue to evolve and may become overly broad over time. As the loss and payroll
experience between the segment and Classification 6504 is also similar, WCIRB staff recommends
keeping the meals and food products manufacturing segment in Classification 6504.'6

5 The payroll share for the meals and food products manufacturing segment is calculated based on the reported payroll for meals
and food products manufacturing employers identified in Classification 6504 over the total reported payroll in Classification 6504
between PYs 2017 and 2021.

"6 The WCIRB also evaluated Classifications 9082, Caterers — not restaurants, and 9081(1), Restaurants — N.O.C., as potential
destination classifications for meals and food products manufacturing employers. Based on operational and data analyses, WCIRB
staff determined that the operations and loss and payroll experience assigned to Classifications 9082 and 9081(1) are dissimilar
from those of the meals and food products manufacturing segment. Therefore, neither Classifications 9082 nor 9081(1) appear to be
a good fit for meals and food products manufacturing employers.
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5. Remaining Operations in Classification 6504

The remaining operations in Classification 6504 account for 67% of reported payroll in Classification 6504
and comprise a wide variety of food manufacturing and food processing operations.'” Examples of the
remaining food products include soup and bone broth, frozen raw dough, food or beverage flavoring,
salad dressing and condiments, dips and salsas, sauces and marinades, and nutrition bars and chips.
Individual employers engaged in the manufacture or processing of these types of food products do not
constitute a substantial portion of the reported payroll in Classification 6504 (on average, 1.7% of the
statewide payroll in Classification 6504), and their operations do not differ significantly. Some of these
employers manufacture a variety of food products, making it challenging to appropriately assign their
operations to a single operational segment.

Based on the recommendations discussed above, reassigning coffee bean roasting operations to
Classification 0096 and vape juice blending operations to Classification 4611 would make the remaining
operations assigned to Classification 6504 more homogenous and define the scope of the classification
more narrowly. In addition, Classification 6504 would still remain a fully credible classification as the
remaining food products manufacturing or processing operations generate sufficient payroll and loss
experience. Therefore, WCIRB staff recommends that the remaining N.O.C. food products manufacturing
or processing operations continue to be assigned to Classification 6504 but the list of food products
manufacturing or processing operations should be updated to minimize redundancy and more accurately
reflect the operations being performed in California.

The WCIRB also reviewed whether the N.O.C designation for Classification 6504 should be maintained.
Given that it is not practical to establish a classification to specifically describe the operations of every
type of food product manufacturing or processing in California, there remains a need to provide N.O.C.
classification direction for food 