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The meeting of the Classification and Rating Committee was called to order at 9:45 AM following a
reminder of applicable antitrust restrictions, with Ms. Brenda Keys, Senior Vice President and Chief Legal
Officer, presiding.
*

*

*

*

*

Approval of Minutes
The Minutes of the meeting held on January 23, 2018 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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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.

 2018 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 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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Item III-A
Millwright Work and Concrete or Asphalt Sawing or Drilling Industry
Study
3724(1), Millwright Work – N.O.C.
3724(2), Electrical Machinery or Auxiliary Apparatus – installation, service or repair
5029, Concrete or Asphalt Sawing or Drilling – N.O.C.

The Committee reviewed a draft WCIRB report on the Millwright Work and Concrete or Asphalt Sawing or
Drilling industry. The Committee was advised that the WCIRB reviewed the practice of combining, for
pure premium ratemaking purposes, the experience of Classifications 3724(1), Millwright Work – N.O.C.,
3724(2), Electrical Machinery or Auxiliary Apparatus – installation, service or repair, and 5029, Concrete
or Asphalt Sawing or Drilling – N.O.C.1
The Committee was provided an overview of the scope of operations assigned to Classifications 3724(1),
3724(2) and 5029. Based on staff’s review, as summarized in the draft report, the WCIRB determined:
1. The operations contemplated by Classification 5029 are separate, distinct and easily identifiable
from those contemplated by Classifications 3724(1) and 3724(2).
2. Classifications 3724(1) and 3724(2) develop sufficient data to produce a separate, credible
advisory pure premium rate.
3. The experience of Classification 5029 currently has modest statistical credibility. It is expected
that Classification 5029 will develop sufficient data to produce a separate, credible advisory pure
premium rate as the payroll reported in this classification has been increasing significantly since
this classification was established effective January 1, 2014.
4. Based on experience at the 2018 policy year level, Classification 3724 has a Selected (Unlimited)
Loss to Payroll Ratio that is 1% less than the current Selected (Unlimited) Loss to Payroll Ratio for
Classifications 3724 and 5029 combined.
5. Based on experience at the 2018 policy year level, Classification 5029 has a Selected (Unlimited)
Loss to Payroll Ratio that is 3% less than the current Selected (Unlimited) Loss to Payroll Ratio for
Classifications 3724 and 5029 combined.
In view of the above, the WCIRB recommended that the experience of Classifications 3724(1)/3724(2) no
longer be combined for pure premium ratemaking purposes with Classification 5029 and that each
classification be allowed to develop its own advisory pure premium rate effective January 1, 2019.
However, in that Classification 5029 was established in 2014 and only one year of experience reported
under the new classification is currently available, staff also recommended reviewing the classification
relativities to be effective January 1, 2019 for Classifications 3724 and 5029 prior to finalizing this change.

1

As the result of a 2013 study, Report on Concrete Sawing or Drilling Industry, the WCIRB recommended, and the Insurance
Commissioner approved, a new classification for concrete sawing and drilling contractors, Classification 5029, which was effective
January 1, 2014. The WCIRB recommended that the new classification be combined with Classification 3724 for ratemaking purposes and advised that it would periodically review the payroll and loss data developed by this industry to determine if a unique advisory pure premium rate could be established in the future.
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Following staff’s presentation, a motion was made, seconded and unanimously approved to no longer
combine Classifications 3724(1), 3724(2) and 5029 for pure premium ratemaking purposes and, instead
allow each classification to develop its own pure premium rates effective January 1, 2019, subject to
review of the January 1, 2019 classification relativities.
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Millwright Work and Concrete or Asphalt Sawing or Drilling Industry
Study
3724(1), Millwright Work – N.O.C.
3724(2), Electrical Machinery or Auxiliary Apparatus – installation, service or repair
5029, Concrete or Asphalt Sawing or Drilling – N.O.C.

Executive Summary
Objective
The WCIRB reviewed the practice of combining, for pure premium ratemaking purposes, the experience
of Classifications 3724(1), Millwright Work – N.O.C., 3724(2), Electrical Machinery or Auxiliary Apparatus
– installation, service or repair, and 5029, Concrete or Asphalt Sawing or Drilling – N.O.C. 1
Findings
Based on its review, the WCIRB determined:
1. The operations contemplated by Classification 5029 are separate, distinct and easily identifiable
from those contemplated by Classifications 3724(1) and 3724(2).
2. Classifications 3724(1) and 3724(2) develop sufficient data to produce a separate, credible
advisory pure premium rate.
3. The experience of Classification 5029 currently has modest statistical credibility. It is expected
that Classification 5029 will develop sufficient data to produce a separate, credible advisory pure
premium rate as the payroll reported in this classification has been increasing significantly since
this classification was established effective January 1, 2014.
4. Based on experience at the 2018 policy year level, Classification 3724 has a Selected (Unlimited)
Loss to Payroll Ratio that is 1% less than the current Selected (Unlimited) Loss to Payroll Ratio for
Classifications 3724 and 5029 combined.
5. Based on experience at the 2018 policy year level, Classification 5029 has a Selected (Unlimited)
Loss to Payroll Ratio that is 3% less than the current Selected (Unlimited) Loss to Payroll Ratio for
Classifications 3724 and 5029 combined.
Recommendation
In view of the above, the WCIRB recommends that the experience of Classifications 3724(1)/3724(2) and
5029 no longer be combined for pure premium ratemaking purposes and that each classification be
allowed to develop its own advisory pure premium rate effective January 1, 2019. However, in that
Classification 5029 was established in 2014 and only one year of experience reported under the new
classification is currently available, the WCIRB recommends reviewing the classification relativity review
sheets to be effective January 1, 2019 for Classifications 3724 and 5029 prior to finalizing the
recommendation.

1

As the result of a 2013 study, Report on Concrete Sawing or Drilling Industry, the WCIRB recommended, and the Insurance
Commissioner approved, a new classification for concrete sawing and drilling contractors, Classification 5029, which was effective
January 1, 2014. The WCIRB recommended that the new classification be combined with Classification 3724 for ratemaking
purposes and advised that it would periodically review the payroll and loss data developed by this industry to determine if a unique
advisory pure premium rate could be established in the future.
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Introduction
The WCIRB reviewed the practice of combining, for pure premium ratemaking purposes, the experience
of Classifications 3724(1), Millwright Work, 3724(2), Electrical Machinery or Auxiliary Apparatus, and
5029, Concrete or Asphalt Sawing or Drilling. Typically, classifications are combined for ratemaking
purposes for the following reasons:
1. Similarity in Operations
Classifications are combined for pure premium ratemaking purposes when the proper
classification may be difficult to determine due to a significant similarity in operations, for
example, a clear line of delineation does not exist between the two classifications.
2. Low Statistical Credibility
The experience of two or more classifications is combined for pure premium ratemaking purposes
when one or more of the classifications lack statistical credibility. Although the classification(s)
may be clearly defined, due to insufficient statistical credibility, the classifications are combined
based on similarity in industry type and operations.
3. Temporary Variance in Experience
There is a temporary dissimilarity in the relative experience of two related classifications that
results in a relationship between the relativities for the classifications that is not expected to
continue into the future.
With respect to the combination of experience of Classifications 3724(1)/3724(2) and 5029, this report
focuses on:
1. Whether Classifications 3724(1)/3724(2) and 5029 describe separate and distinct industries that
permit, from a classification administration standpoint, the development of accurate advisory pure
premium rates, and if so,
2. Whether there is sufficient data, from a ratemaking perspective, to produce statistically credible
advisory pure premium rates for Classifications 3724(1)/3724(2) and 5029.
Classification History
The history of Classifications 3724(1), 3724(2) and 5029 is as follows:
•

Classification 3724(1), Millwright Work, was established in 1915 to apply to contractors engaged
in the installation, service and repair of machinery or equipment.

•

Classification 3724(2), Electrical Machinery or Auxiliary Apparatus, was established between
1920 and 1924 to apply to the outside installation, service or repair of electrical machinery or
auxiliary apparatus.

•

Classification 3724(3), Concrete Sawing or Drilling – N.O.C., was established effective January 1,
2013 to apply to contractors engaged in concrete sawing or drilling for other concerns. Effective
January 1, 2014, Classification 3724(3) was eliminated and its constituents were reassigned to a
new and unique classification, Classification 5029, Concrete Sawing or Drilling – N.O.C. Since its
establishment in 2014, the experience of Classification 5029 has been combined with the
experience of Classifications 3724(1) and 3724(2) for pure premium ratemaking purposes.

Description of Operations
Following are summaries of operations currently assigned to Classifications 3724(1), Millwright Work,
3724(2), Electrical Machinery or Auxiliary Apparatus, and 5029, Concrete or Asphalt Sawing or Drilling. 2

2

See Appendix I for the phraseologies for these classifications.
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Classification 3724(1) applies to a wide array of machinery installation or repair operations performed on
a fee basis at customers’ locations. As 3724(1) is an N.O.C. (not otherwise classified) classification, it
applies to the outside installation or repair of machinery when such activities are not specifically described
by another classification. This classification does not apply to the installation or repair of machinery or
equipment used by the employer for its own operations.
Examples of operations assigned to 3724(1) include but are not limited to the installation or repair of
pumps (such as gasoline, oil and water), sawmill equipment, conveyer systems, food processing
equipment, printing presses, automated “pick and place” machinery, industrial laundry equipment, filling
and bottling equipment, and industrial scales and air compressors. Installation activities entail placing,
leveling and bolting the equipment into position. As required, system components are installed, connected
to a power source, calibrated and tested to completion.
Classification 3724(2) applies to the outside installation, service or repair of industrial electrical
equipment, including but not limited to transformers, generators and control panels at customers’
locations. Operations typically include bolting the electrical apparatus into position, installing necessary
components, making electrical wiring connections and testing to completion. This classification includes
the installation of electrical wiring when performed in connection with the installation of the electrical
machinery or equipment.
Classification 5029 applies to contractors engaged in the cutting and drilling of concrete or asphalt for
other concerns. The operations involve but are not limited to cutting and drilling concrete or asphalt
streets, roads, walls, floors and other structures and surfaces on a fee basis, as requested by the
customer. The drilling or cutting may be performed in areas to create openings for, or access to, electrical
wiring, plumbing piping, HVAC and mechanical work, seismic anchors, structural beams and similar
items. Such activities are typically performed using portable gasoline driven concrete cutting diamond
saws and diamond core drills. This classification is not available for division of payroll when the concrete
or asphalt sawing or drilling is in support of another construction activity performed by the employer.
Classification Analysis
Based on the descriptions of operations provided above, employers assigned to Classification 3724(1)
perform outside, fee-based installation or repair of machinery or equipment at customers’ locations that is
not otherwise described by another classification. Employers assigned to Classification 3724(2) install,
service or repair industrial electrical machinery or equipment, including the installation of electrical wiring
performed in connection with the machinery or equipment installation. Employers assigned to
Classification 5029 conduct fee-based concrete or asphalt sawing or drilling operations. When the
concrete or asphalt sawing or drilling is performed in connection with the employer’s other construction
activities, it is assigned to the applicable Construction and Erection classification(s). This requirement
provides a clear demarcation for classification purposes and helps to eliminate any potential overlap
between operations.
As described above, these classifications are made up of separate, identifiable operations, and there is a
clear line of delineation between the operations assignable to Classification 5029 and those assignable to
Classifications 3724(1)/3724(2). This analysis reaffirms the WCIRB’s 2013 review of these operations that
resulted in 5029 being established as a separate classification.
Below is a summary of policy year 2014 Unit Statistical Reports (USR) 3 that shows the number of
employers for which payroll was reported in Classifications 3724(1)/3724(2) and 5029.

3

A USR is a record of the total exposure and the claims pertaining to a policy. At the time this report was prepared, 2014 was the
most recent policy year for which complete ratemaking data was available.
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Table 1: 2014 Policy Year USR Summary – Number of Employers
for Which Payroll Was Reported in Classifications 3724 and 5029

Classification

Employers with
Payroll Reported
in Indicated
Classification

3724

3,904

5029

146

4

Percent –
Employers
Assigned only to
Indicated
Classification

Percent – Payroll
Reported in Both
Classifications

1

99.974%

0.026%

1

99.315%

0.685%

Employers with
Payroll Reported
in Both
Classifications

Table 1 shows that virtually all of the employers that reported payroll in either Classifications 3724 or
5029 did not report any payroll in the other classification combined for ratemaking.
The WCIRB also reviewed its Classification Inspection Report database for reports published between
2014, when Classification 5029 was established, and 2017.

Table 2: Number of Current WCIRB Inspection Reports that Assign
Classifications 3724 and 5029

Classification

Employers
Assigned to
Indicated
Classification

3724

1260

7

99.444%

0.556%

5029

43

7

83.720%

16.28%

Employers
Assigned to Both
Classifications

Percent –
Employers Assigned
Only to Indicated
Classification

Percent –
Employers Assigned
to Both
Classifications

As shown in Table 2, the majority of employers assigned to Classification 3724 were not also assigned to
Classification 5029.
This information indicates that the two industries have little commonality in operations. Each classification
is clearly defined and the potential for misclassification of payroll is low. Therefore, from a classification
perspective, there does not appear to be a compelling reason to continue to combine Classifications
3724(1)/3724(2) and 5029 for pure premium ratemaking purposes.
Other Jurisdictions
The WCIRB reviewed the classification procedures used by other jurisdictions in classifying employers
that the WCIRB assigns to Classifications 3724(1), 3724(2) and 5029. In general, these employers are
either assigned to Classification 3724 or the applicable concrete construction classification. Other
jurisdictions do not have a separate classification for concrete sawing.

4

This number indicates the number of USRs reporting Classification 5029 as well as those identified by the WCIRB as performing
operations described by Classification 5029 but not yet reporting the newly established classification during the USRs for policy
years 2010-2014.
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Statistical Analysis
The statistics in the following exhibits are based on 2018 ratemaking data. However, the changes
recommended in this study are proposed to be effective January 1, 2019.
Table 3 presents the Classification Relativity Data for Classifications 3724(1), 3724(2) and 5029
combined at the policy year 2018 level.
Table 3: Classifications 3724(1), 3724(2) and 5029 Combined
Classification Relativity Data at Policy Year 2018 Level
Year

Payroll

Losses

Loss to Payroll
Ratio

2013

1,428,555,548

44,830,936

3.138

2014

1,641,488,828

45,416,030

2.767

Total

3,070,044,376

90,246,967

2-Year Adjusted Loss to Payroll Ratio

2.940

Selected (Unlimited) Loss to Payroll Ratio

3.757

Credibility 5
Indemnity

Medical

1.00

1.00

Tables 4 and 5 present the Classification Relativity Data at the policy year 2018 level for each
classification independently.
Table 4: Classifications 3724(1) and 3724(2)
Classification Relativity Data at Policy Year 2018 Level
Year

Payroll

Losses

Loss to Payroll
Ratio

2013

1,399,879,734

43,276,550

3.091

2014

1,597,099,260

44,085,043

2.760

Total

2,996,978,994

87,361,593

2-Year Adjusted Loss to Payroll Ratio

2.915

Selected (Unlimited) Loss to Payroll Ratio

3.725

5

The relativity for each classification in the upcoming policy year is determined based on a comparison of that classification’s actual
losses per $100 of payroll and the ratio of losses per $100 of payroll underlying the current pure premium rate. The ”credibilities”
assigned to a classification are the statistical weights assigned to that classification’s experience as a predictor of future claim
experience relative to the loss per $100 of payroll underlying the classification’s current pure premium rate. The predictability or
credibilities assigned to a classification’s recent historical experience depends on the volume of indemnity and medical claims
incurred during the experience period. The WCIRB strives to have classifications that are fully, or 100%, statistically credible based
on historical experience over five or fewer years, which mean that the classification’s relativity in the upcoming policy year can be
best, estimated using only the loss per $100 of payroll experience from the latest two-, three-, four- or five-year periods. The WCIRB
generally will not recommend the establishment of a new classification if the credibility factors are less than one-half (< 0.50).
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Credibility
Indemnity

Medical

1.00

1.00

Table 5: Classification 5029
Classification Relativity Data at Policy Year 2018 Level
Year

Payroll

Losses

Loss to Payroll
Ratio

2010

23,880,513

449,398

1.882

2011

22,681,907

583,953

2.575

2012

22,801,946

762,580

3.344

2013

28,675,814

1,554,386

5.421

2014

44,389,568

1,330,988

2.998

Total

142,429,748

4,681,304

5-Year Adjusted Loss to Payroll Ratio

3.287

Selected (Unlimited) Loss to Payroll Ratio

3.656

Credibility
Indemnity

Medical

0.53

0.42

As shown above, the experience of Classifications 3724(1) and 3724(2) develops sufficient payroll and
loss data to produce credible advisory pure premium rates as it remains fully credible with two years of
experience.
The experience of Classification 5029 has modest credibility based on the policy year 2018 level which is
based on Unit Statistical Reports (USRs) for 2010 through 2014. However, when Classification 5029 was
established effective January 1, 2014, not all payroll for employers described by Classification 5029 was
identified. The data used to calculate the ratios and credibility values for Classification 5029 may be
understated, as a portion of data for employers described by Classification 5029 was still being reported
under Classification 3724. Furthermore, the payroll identified as payroll for employers performing
operations described by Classification 5029 increased by about $16 million, or 55%, between 2013 and
2014. Staff reviewed preliminary USR data for 2015 and found that exposure for Classification 5029
increased by about $20 million between 2014 and 2015. This trend suggests that Classification 5029 is
increasing in its utilization, and credibility is expected to increase significantly. As a result, from a pure
premium ratemaking perspective, the WCIRB does not see a compelling reason to continue to combine
Classifications 3724(1)/3724(2) and 5029.
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Impact Analysis
Tables 6 and 7 depict the impact on affected policyholders if separate classification relativities – and thus
advisory pure premium rates – are established for Classifications 3724(1)/3724(2) and 5029.
Table 6: Classifications 3724 and 5029 Combined vs. Classification 3724
Comparison of Selected (Unlimited) Loss to Payroll Ratios at Policy Year 2018 Level
Classifications
3724 and 5029

Classification 3724

Difference

3.757

3.725

-0.032 (-0.85%)

Table 7: Classifications 3724 and 5029 Combined vs. Classification 5029
Comparison of Selected (Unlimited) Loss to Payroll Ratios at Policy Year 2018 Level
Classifications
3724 and 5029

Classification 5029

Difference

3.757

3.656

-0.101 (-2.69%)

As shown above, based on experience at the 2018 policy year level, Classification 3724 has a Selected
(Unlimited) Loss to Payroll Ratio that is 0.85% less than the Selected (Unlimited) Loss to Payroll Ratio for
Classifications 3724 and 5029 combined; and Classification 5029 has a Selected (Unlimited) Loss to
Payroll Ratio that is 2.69% less than the Selected (Unlimited) Loss to Payroll Ratio for Classifications
3724 and 5029 combined.
Additionally, the five-year loss to payroll ratio for Classification 5029 was higher than the two-year loss to
payroll ratio for Classification 3724. However, because its lower credibility gives more weight to the lower
expected loss to payroll ratio, the relativity for Classification 5029 turns out to be lower than that for
Classification 3724 or for the two classifications combined.
Findings
Based on its review of the procedure of combining Classifications 3724 and 5029 for ratemaking
purposes, the WCIRB determined:
1. The operations contemplated by Classification 5029 are separate, distinct and easily identifiable
from those contemplated by Classifications 3724(1) and 3724(2).
2. Classifications 3724(1) and 3724(2) develop sufficient data to produce a separate, credible
advisory pure premium rate.
3. The experience of Classification 5029 currently has modest statistical credibility. It is expected
that Classification 5029 will develop sufficient data to produce a separate, credible advisory pure
premium rate as the payroll reported in this classification has been increasing significantly since
this classification was established effective January 1, 2014.
4. Based on experience at the 2018 policy year level, Classification 3724 has a Selected (Unlimited)
Loss to Payroll Ratio that is 1% less than the current Selected (Unlimited) Loss to Payroll Ratio for
Classifications 3724 and 5029 combined.
5. Based on experience at the 2018 policy year level, Classification 5029 has a Selected (Unlimited)
Loss to Payroll Ratio that is 3% less than the current Selected (Unlimited) Loss to Payroll Ratio for
Classifications 3724 and 5029 combined.
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Recommendation
In view of the above, the WCIRB recommends that the experience of Classifications 3724(1), 3724(2) and
5029 no longer be combined for pure premium ratemaking purposes, and that each classification be
allowed to develop its own advisory pure premium rate effective January 1, 2019. However, in that
Classification 5029 was established in 2014 and only one year of experience reported under the new
classification is currently available, the WCIRB recommends reviewing the classification relativity review
sheets to be effective January 1, 2019 for Classifications 3724 and 5029 prior to finalizing the
recommendation.
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Appendix

Appendix
The phraseologies for Classifications 3724(1), 3724(2) and 5029 are as follows:

MILLWRIGHT WORK – N.O.C. – erection or repair of machinery or equipment

3724(1)

This classification applies to the outside operation, installation or repair of machinery or
equipment, including but not limited to pumps (such as gasoline, oil and water pumps),
generators, sawmill equipment, conveyor systems, food processing equipment, printing presses,
automated “pick and place” machinery, industrial laundry equipment, filling and bottling
equipment, industrial scales, escalators, farm machinery, riding lawnmowers and air
compressors unless the work is specifically described by another classification.
This classification does not apply to the operation, installation or repair of machinery or equipment at
facilities both occupied and operated by the employer; such operations shall be assigned to the
governing classification.
Shop manufacturing or repair operations shall be separately classified.

ELECTRICAL MACHINERY OR AUXILIARY APPARATUS – installation, service or repair –
including incidental wiring

3724(2)

This classification applies to the outside installation, service or repair of electrical machinery or
auxiliary apparatus, including but not limited to automated security gates, transformers,
generators, control panels, temporary power poles at construction sites, industrial fans or
blowers, photovoltaic solar panels, wind powered generators and industrial X-ray machines.
This classification does not apply to the installation or repair of machinery or electrical apparatus
at facilities both occupied and operated by the employer; such operations shall be assigned to
the governing classification.
Shop manufacturing or repair operations shall be separately classified.
Operations performed in connection with the installation of aerial power lines, including erection
of poles, stringing of wires, installation of service transformers on poles or on the outside of
buildings, or the making of service connections shall be classified as 7538, Electric Power Line
Construction.

CONCRETE OR ASPHALT SAWING OR DRILLING – N.O.C.

5029

This classification applies to the sawing or drilling of concrete or asphalt on a fee basis.
The sawing or drilling of concrete or asphalt when performed in connection with the employer’s
other construction activities shall be assigned to the applicable Construction and Erection
classifications.
The wrecking or demolition of concrete buildings or structures shall be classified as 5213,
Concrete Construction – N.O.C.
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Item III-B
Brewery, Winery and Distillery Study
2142(1), Wineries – all operations
2142(2), Distilling – N.O.C.
2121, Breweries – including bottling or canning

The Committee reviewed a draft WCIRB report on the Brewery, Winery and Distillery industry. The
Committee was advised that the WCIRB performed a review of select Food Packaging and Processing
Industry Group classifications to clarify the procedures for classifying brewery, winery and distillery
employers that provide facility tours and product tastings, sell products to retail customers, or prepare and
serve alcoholic beverages or hot food in addition to manufacturing operations. These operations are
currently only addressed by Classification 2142(1), Wineries – all operations, which indicates that the
classification includes employees who provide tours and that store, tasting room and restaurant or tavern
operations are separately classified in accordance with the provisions of the Multiple Enterprises rule. No
directives currently exist for store, tasting room or food and beverage operations that may be performed
in connection with Classification 2142(2), Distilling – N.O.C., or Classification 2121, Breweries – including
bottling or canning. The objective of this study was to provide clear direction for employers engaged in
these operations at breweries, wineries and distilleries.
Based on staff’s review, the WCIRB determined:
1. Some breweries provide facility tours that may include product tastings where employees are exposed
to the general hazards of the beer brewing operations. It is also common for some breweries to operate a taproom that is intended to promote the purchase of beer for consumption on the premises. Taprooms or taverns at breweries have historically been assigned to Classification 9079(1), Restaurants
or Taverns. In addition, some breweries may operate a retail store or an on-site restaurant or otherwise prepare and serve hot foods.
2. Some wineries provide facility tours that may include product tastings where employees are exposed
to the general hazards of the wine making operations. It is also common for some wineries to operate
a tasting room that is intended to promote the retail sale of wine for consumption away from the premises. In addition, some wineries may operate a retail store or an on-site restaurant or otherwise prepare and serve hot foods.
3. Some distilleries provide facility tours that may include product tastings where employees are exposed
to the general hazards of the distilling operations. It is also common for some distilleries to provide
product tastings in connection with facility tours. Providing tasting samples to customers in connection
with facility tours has historically been assigned to the applicable beverage manufacturing classification. In addition, some distilleries may operate a tasting room, retail store or an on-site restaurant or
tavern or otherwise prepare and serve hot foods.
4. Some retail stores operating under an “off-sale” license issued by the California Department of Alcoholic Beverage Control provide product tastings that are intended to promote the retail sale of alcoholic beverages for consumption away from the premises. Stores engaged in the sale of alcoholic
beverages to the general public for consumption away from the premises, including product tastings
performed by store employees, have historically been assigned to Classification 8060, Stores – wine,
beer or spirits – retail. Classification 8060 has also been assigned to tasting operations and beverage
sales for consumption away from the premises performed at winery tasting rooms.
5. The sale of alcoholic beverages to the general public for consumption on the premises has historically
been assigned to Classification 9079(1), Restaurants or Taverns. Classification 9079(1) has also been
assigned to tasting operations and beverage sales for consumption on the premises performed at
brewery taprooms.
6. Restaurants that brew beer on-site that is primarily to be served within the restaurant, commonly
known as brewpub restaurants, have become increasingly popular and differ from brewery operations
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that are not restaurant-based, as beer brewing is ancillary to the more labor-intensive restaurant operations and the majority of payroll is consistently developed in the restaurant operations.
Based on these findings, the WCIRB recommended the following:
1. Amend Classification 2121, Breweries, to (a) clarify that it includes the provision of product tasting
samples to customers in connection with facility tours; (b) direct that the operation of retail stores
should be separately classified, the operation of restaurants or taverns and the preparation and serving of hot food should be separately classified as 9079(1), Restaurants or Taverns, and the operation
of taprooms should be separately classified as 9079(1); and (c) direct that beer making operations at
restaurants where the beer brewed on-site is primarily sold to restaurant customers for on-site consumption should be classified as 9079(1).
2. Amend Classification 2142(1), Wineries, to clarify that it includes the provision of product tasting
samples to customers in connection with facility tours; and direct that the operation of retail stores
should be separately classified, the operation of restaurants and the preparation and serving of hot
food should be separately classified as 9079(1), Restaurants or Taverns, and the operation of tasting
room facilities should be separately classified as 8060, Stores – wine, beer or spirits – retail.
3. Amend Classification 2142(2), Distilling, to clarify that it includes the provision of product tasting samples to customers in connection with facility tours; and direct that the operation of retail stores should
be separately classified, the operation of tasting rooms, restaurants or taverns and the preparation
and serving of hot food should be separately classified as 9079(1), Restaurants or Taverns.
4. Amend Classification 8060, Stores – wine, beer or spirits – retail, to clarify that it applies to product
tasting in connection with retail store sales and direct that it also applies to winery tasting rooms.
5. Amend Classification 9079(1), Restaurants or Taverns, to clarify that it also applies to brewery taproom operations and on-site beer making operations performed by restaurants where the beer
brewed on-site is primarily sold to the general public for consumption on the premises.
Following staff’s presentation, a Committee member inquired about how an employee who engages in
multiple operations, such as tasting room operations and winery tours, would be classified. In response,
WCIRB staff indicated that the employee would be classified based on the rules applicable to division of a
single employee’s payroll. A Committee member also inquired regarding the process for establishing
whether beer brewed at a restaurant is primarily sold to the general public for consumption on the
premises. Following a discussion of the licensing requirements for brewpub restaurants, which do not
allow on-site retail store operations for the sale of alcoholic beverages to customers for consumption off
premises, and the general characteristics of brewpub restaurants, the Committee was in agreement with
the proposed changes.
Following the Committee’s discussion a motion was made, seconded and unanimously approved to
include the proposed changes in the January 1, 2019 Regulatory Filing.
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Brewery, Winery and Distillery Study
2142(1), Wineries – all operations
2142(2), Distilling – N.O.C.
2121, Breweries – including bottling or canning

I.

Executive Summary

Objective
The WCIRB performed a review of select Food Packaging and Processing Industry Group classifications
to clarify the procedures for classifying brewery, winery and distillery employers who provide facility tours
and product tastings, sell products to retail customers, or prepare and serve alcoholic beverages or hot
food in addition to manufacturing operations. These operations are currently only addressed by
Classification 2142(1), Wineries – all operations, which indicates that the classification includes
employees who provide tours and that store, tasting room and restaurant or tavern operations are
separately classified in accordance with the provisions of the Multiple Enterprises rule. No directives
currently exist for store, tasting room or food and beverage operations that may be performed in
connection with Classification 2142(2), Distilling – N.O.C., or Classification 2121, Breweries – including
bottling or canning. The objective of this study is to provide clear direction for employers engaged in these
operations at breweries, wineries and distilleries.
Findings
Based on staff’s review, the WCIRB determined:
1. Some breweries provide facility tours that may include product tastings where employees are exposed
to the general hazards of the beer brewing operations. It is also common for some breweries to
operate a taproom that is intended to promote the purchase of beer for consumption on the premises.
Taprooms or taverns at breweries have historically been assigned to Classification 9079(1),
Restaurants or Taverns. In addition, some breweries may operate a retail store or an on-site
restaurant or otherwise prepare and serve hot foods.
2. Some wineries provide facility tours that may include product tastings where employees are exposed
to the general hazards of the wine making operations. It is also common for some wineries to operate
a tasting room that is intended to promote the retail sale of wine for consumption away from the
premises. In addition, some wineries may operate a retail store or an on-site restaurant or otherwise
prepare and serve hot foods.
3. Some distilleries provide facility tours that may include product tastings where employees are exposed
to the general hazards of the distilling operations. It is also common for some distilleries to provide
product tastings in connection with facility tours. Providing tasting samples to customers in connection
with facility tours has historically been assigned to the applicable beverage manufacturing
classification. In addition, some distilleries may operate a tasting room, retail store or an on-site
restaurant or tavern or otherwise prepare and serve hot foods.
4. Some retail stores operating under an “off-sale” license issued by the California Department of
Alcoholic Beverage Control provide product tastings that are intended to promote the retail sale of
alcoholic beverages for consumption away from the premises. Stores engaged in the sale of alcoholic
beverages to the general public for consumption away from the premises, including product tastings
performed by store employees, have historically been assigned to Classification 8060, Stores – wine,
beer or spirits – retail. Classification 8060 has also been assigned to tasting operations and beverage
sales for consumption away from the premises performed at winery tasting rooms.
5. The sale of alcoholic beverages to the general public for consumption on the premises has historically
been assigned to Classification 9079(1), Restaurants or Taverns. Classification 9079(1) has also been
assigned to tasting operations and beverage sales for consumption on the premises performed at
brewery taprooms.

16
WCIRB California

®

Classification and Rating Committee
Meeting Minutes for March 20, 2018

6. Restaurants that brew beer on-site that is primarily to be served within the restaurant, commonly
known as brewpub restaurants, have become increasingly popular and differ from brewery operations
that are not restaurant-based, as beer brewing is ancillary to the more labor-intensive restaurant
operations and the majority of payroll is consistently developed in the restaurant operations.
Recommendation
Based on these findings, the WCIRB recommends the following:
1. Amend Classification 2121, Breweries, to (a) clarify that it includes the provision of product tasting
samples to customers in connection with facility tours; (b) direct that the operation of retail stores
should be separately classified, the operation of restaurants or taverns and the preparation and
serving of hot food should be separately classified as 9079(1), Restaurants or Taverns, and the
operation of taprooms should be separately classified as 9079(1); and (c) direct that beer making
operations at restaurants where the beer brewed on-site is primarily sold to restaurant customers for
on-site consumption should be classified as 9079(1).
2. Amend Classification 2142(1), Wineries, to clarify that it includes the provision of product tasting
samples to customers in connection with facility tours; and direct that the operation of retail stores
should be separately classified, the operation of restaurants and the preparation and serving of hot
food should be separately classified as 9079(1), Restaurants or Taverns, and the operation of tasting
room facilities should be separately classified as 8060, Stores – wine, beer or spirits – retail.
3. Amend Classification 2142(2), Distilling, to clarify that it includes the provision of product tasting
samples to customers in connection with facility tours; and direct that the operation of retail stores
should be separately classified, the operation of tasting rooms, restaurants or taverns and the
preparation and serving of hot food should be separately classified as 9079(1), Restaurants or
Taverns.
4. Amend Classification 8060, Stores – wine, beer or spirits – retail, to clarify that it applies to product
tasting in connection with retail store sales and direct that it also applies to winery tasting rooms.
5. Amend Classification 9079(1), Restaurants or Taverns, to clarify that it also applies to brewery
taproom operations and on-site beer making operations performed by restaurants where the beer
brewed on-site is primarily sold to the general public for consumption on the premises.

II. Introduction
As part of a multi-year effort to enhance the classifications contained in the California Workers’
Compensation Uniform Statistical Reporting Plan—1995 (USRP), the WCIRB proposed, and the
Insurance Commissioner approved, clarifying changes to the Food Packaging and Processing Industry
Group classifications effective January 1, 2016. At that time, Classification 2142(1), Wineries, was revised
to clarify that it includes employees who provide tours of the winery operations, and direct that retail store,
tasting room and restaurant or tavern operations that are commonly performed in the winemaking
industry should be separately classified in accordance with the provisions of the Multiple Enterprises rule.
Classification 2142(1) did not specify the classifications applicable to these retail store, tasting room and
restaurant or tavern operations.
The operations performed at some craft distilleries and breweries in California have also expanded to
include retail store, tasting room and restaurant or tavern operations. Additionally, some restaurants that
are licensed as brewpubs engage in beer making operations. 1
Currently, no directives exist for the classification of store, tasting room or food and beverage operations
that may be performed in connection with Classification 2142(2), Distilling, or Classification 2121,
Breweries, 2 and no specific classification procedure has been established for brewpub restaurants.
1

Section 23396.3 of the California Alcoholic Beverage Control Act provides for the licensing of brewpub restaurants.
Although additional operations, such as concerts, corporate or private events, and hotel or bed and breakfast operations may be
performed at some breweries, wineries and distilleries, this review focuses on facility tours and product tastings, product sales to
retail customers, the preparation and serving of hot foods or the preparation, pouring or serving of alcoholic beverages as these
operations are performed at many breweries, wineries and distilleries.
2
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Classifications 2142(2) and 2121 each specify that they include employees who provide tours of the
distilling or brewing operations.
While the retail store, tasting room and restaurant or tavern operations are not necessary or integral to
the alcoholic beverage manufacturing operations, they are commonly performed by many employers
engaged in winery, distillery and brewery operations. Where no direction exists for the classification of
these operations, the Multiple Enterprises rule is applied. The rule, however, can be difficult to administer
because physical separation is often not present. Therefore, it is advantageous to provide clear directives
for the classification of these commonly performed operations to ensure that employers in these
industries can be consistently classified and that the data reported for breweries, wineries and distilleries
is representative of the operations performed in each industry.
Classification History
A chronological summary of the history of Classifications 2121, Breweries, 2142(1), Wineries, and
2142(2), Distilling, as well as relevant legislation is in Appendix I of this study.

III. Breweries, Wineries and Distilleries
Description of Operations
Classification 2121, Breweries, applies to the production and bottling or canning of beer, including but not
limited to ale, lager, porter, stout and malt liquor. This classification also includes the production and
bottling or canning of sake and the sale of brewing by-products, including but not limited to wet or dry
feed grains and brewer’s yeast. The classification directs that it includes employees who provide facility
tours.
Classification 2142(1), Wineries, applies to the production of wine and champagne. The core operations
described by Classification 2142(1) include the production of wine typically from grape juice that is
allowed to ferment. The classification directs that it includes employees who provide facility tours, and
that the operation of retail stores, wine tasting rooms and restaurants or taverns shall be separately
classified in accordance with the provisions of the Multiple Enterprises rule.
Classification 2142(2), Distilling, applies to the production of distilled spirits, including but not limited to
vodka, rum, whiskey, brandy, tequila and liqueurs. The classification directs that it includes employees
who provide facility tours. Currently, there are 75 licensed distilleries in California.
Tours of the manufacturing facilities are commonly provided and normally prevail at breweries, wineries
and distilleries and thus do not constitute multiple enterprises. The classification phraseologies for these
operations direct that employees who provide facility tours at breweries, wineries and distilleries be
assigned to the applicable manufacturing classification.
In addition, many alcoholic beverage manufacturers engage in product tastings, the sale of products to
retail customers, including alcoholic beverages for off-site consumption, the preparation and serving of
hot foods, and the preparation, pouring and serving of alcoholic beverages for on-site consumption. 3
These operations have been classified using the Multiple Enterprises rule as distinct operations that do
not normally prevail in the business described by a single classification. However, although these
operations are not necessary or integral to brewing, winemaking or distilling, they are commonly
performed at many breweries, wineries and distilleries.
Product Tasting
Product tasting operations involve employees pouring small quantities of beer, wine or distilled spirits for
customers to taste or sample. The employees describe the merits of different beverage varieties and
assist customers in making selections to taste or purchase. Tastings allow employers to promote their
3

A table showing the combinations of assigned classifications for breweries, wineries and distilleries is included in Appendix II.
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products, educate consumers, build product or brand loyalty and encourage the purchase of products
while customers are on-site.
In accordance with the Single Enterprise rule, product tasting operations that are provided in connection
with facility tours have been included in the applicable manufacturing classification. In accordance with
the Multiple Enterprises rule, product tasting operations that are performed in connection with retail store,
restaurant or tavern operations have been separately classified and included in the store or restaurant
and tavern classification.
Product Sales
Some alcoholic beverage manufacturers may also operate retail stores engaged in the sale of goods to
the general public. In addition to potentially selling alcoholic beverages to the public for carry-out or offsite consumption, these locations may also sell additional items such as souvenirs, clothing, glassware,
gift items, kitchen accessories, specialty food items and similar merchandise. Merchandise is received
and placed on display for customer viewing and selection, and employees are retained to answer
questions, assist customers in product selection and complete sales transactions. Although the sale of
alcoholic beverages at these stores typically exceeds 50% of gross receipts, resulting in the assignment
of Classification 8060, Stores – wine, beer or spirits – retail, this is not always true, so store classifications
other than Classification 8060 can also apply.
Food and Beverage Preparation and Service
On-site restaurants, taverns or food preparation departments are operated at some breweries, wineries
and distilleries for the preparation and serving of hot food or the preparation, pouring and serving of
alcoholic beverages. Employees may also engage in food and beverage preparation for special events
such as parties, corporate events, weddings and similar types of events, even where the employer does
not otherwise operate a restaurant. In some cases, these operations are performed by separate catering
concerns. As indicated above, when these operations are performed, Classification 9079(1), Restaurants
or Taverns, has been assigned in accordance with the Multiple Enterprises rule.
Classification Analysis
Physical Separation
Currently, a footnote in Classification 2142(1), Wineries, directs that retail stores, wine tasting rooms and
restaurant or tavern operations shall be separately classified in accordance with the Multiple Enterprises
rule. The brewing and distilling classifications do not currently contain directives for the assignment of
these operations but they have historically been classified using the Multiple Enterprises rule and
corresponding analysis.
A review of WCIRB Inspection Reports indicates that retail stores, tasting rooms and restaurant or tavern
operations are often not physically separated from the manufacturing operations. For this reason,
classifying these operations using the Multiple Enterprises rule can be difficult to administer and can lead
to inconsistent classification assignments for similar operations. Under a Multiple Enterprises rule
analysis, if the tasting room, retail store, and restaurant or tavern operations are not physically separated
from the governing manufacturing operations, the operations may be assignable to the highest rated
classification which may change when the rate relativities between potentially applicable classifications
fluctuate from year-to-year. 4
Where 50% or more of the gross receipts from tasting rooms are generated from the sale of food or
beverages for on premises consumption, the operations have historically been assigned to Classification
9079(1), Restaurants or Taverns, as they resemble bar or tavern operations. This is consistent with the
footnote in Classification 9079(1) indicating that the classification applies to the preparation and serving of
4
The rates applicable to manufacturing operations are generally, but not consistently, higher than the rates for store or restaurant
and tavern classifications. For purposes of this analysis, the WCIRB will presume that payroll has been segregated for each
operation, as this can only be determined when each employer is audited. Therefore, interchange of labor due to individual
employees that engage in multiple operations is not accounted for in this review.

19
WCIRB California

®

Classification and Rating Committee
Meeting Minutes for March 20, 2018

hot and cold food items for consumption on or away from the premises or the preparation, pouring and
serving of alcoholic beverages for consumption on the premises. This is most often the case at brewery
taprooms.
Additionally, Classification 8060, Stores – wine, beer or spirits – retail, contains a footnote indicating that
it applies to retail stores that are principally (in excess of 50% of gross receipts) engaged in the sale of
alcoholic beverages to the general public for consumption away from the store premises. On this basis,
Classification 8060 has been assigned to tasting operations that are principally engaged in the sale of
alcoholic beverages for consumption away from the premises. 5 This is most often the case at winery
tasting rooms.
Common Operational Configurations
Retail store, product tasting and restaurant or tavern operations performed at breweries, wineries and
distilleries have identifiable distinctions when comparing the context or purpose of these operations.
A review of Inspection Reports found that tasting room operations 6 at wineries are provided for the
purpose of promoting the retail sale of wine for off-site consumption. As the purpose of these product
tastings is to promote the retail sale of wine, these operations should be consistently assigned to
Classification 8060, Stores – wine, beer or spirits – retail.
Unlike wineries, distilleries do not commonly operate separate tasting rooms or taverns for the sale of
alcoholic beverages for consumption off the premises. Product tastings at distilleries are primarily
performed in connection with facility tours, and if a distillery does have a tasting room or tavern, the sale
of alcoholic beverages is for consumption on the premises. When tastings are performed in connection
with tours, they should be included in the distilling classification as tours include exposure to the
manufacturing facility. If a distillery has a tasting room or tavern, it should be separately classified as
9079(1), Restaurants or Taverns.
Although product tastings at breweries may also be performed in connection with facility tours, they are
often performed at product tasting areas known as taprooms. Unlike tasting rooms at wineries, brewery
taprooms primarily serve to promote the purchase of beer for on-site consumption. Although bottled or
packaged beer may be purchased for consumption off premises, a review of Inspection Reports indicates
that the majority of breweries operate a taproom that serves beer for on-site consumption. In this manner,
a brewery taproom operates similar to a bar or tavern in that the majority of beer is poured and sold for
consumption on premises and should, therefore, be consistently assigned to Classification 9079(1),
Restaurants or Taverns.
To the extent that breweries, wineries and distilleries engage in the operation of restaurants, taverns or
retail stores, these operations should consistently be separately classified using footnote directives to the
appropriate classifications, as discussed above, and not through the application of the Multiple
Enterprises rule.
Findings
Based on staff’s review, the WCIRB determined:
1. Some breweries provide facility tours that may include product tastings where employees are exposed
to the general hazards of the beer brewing operations. It is also common for some breweries to
operate a taproom that is intended to promote the purchase of beer for consumption on the premises.
5

Although it is not uncommon for stores at breweries, wineries and distilleries to sell additional merchandise, including but not
limited to souvenirs, clothing, glassware, gift items, kitchen accessories, specialty food items and similar merchandise, the sale of
alcoholic beverages typically exceeds 50% of gross receipts and results in the assignment of Classification 8060.
6
When considering the use of product tasting fees in this Study, WCIRB staff considered whether charging tasting fees would be
determinative of classification assignments. Staff found that tasting fees vary by industry, are charged inconsistently and do not
necessarily correlate to operational differences between employers. As such, staff concluded that charging fees for product tastings
would not be determinative for classification purposes.
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2.

3.

4.

5.

Taprooms or taverns at breweries have historically been assigned to Classification 9079(1),
Restaurants or Taverns. In addition, some breweries may operate a retail store or an on-site
restaurant or otherwise prepare and serve hot foods.
Some wineries provide facility tours that may include product tastings where employees are exposed
to the general hazards of the wine making operations. It is also common for some wineries to operate
a tasting room that is intended to promote the retail sale of wine for consumption away from the
premises. In addition, some wineries may operate a retail store or an on-site restaurant or otherwise
prepare and serve hot foods.
Some distilleries provide facility tours that may include product tastings where employees are exposed
to the general hazards of the distilling operations. It is also common for some distilleries to provide
product tastings in connection with facility tours. Providing tasting samples to customers in connection
with facility tours has historically been assigned to the applicable beverage manufacturing
classification. In addition, some distilleries may operate a tasting room, retail store or an on-site
restaurant or tavern or otherwise prepare and serve hot foods.
Some retail stores operating under an “off-sale” license issued by the California Department of
Alcoholic Beverage Control provide product tastings that are intended to promote the retail sale of
alcoholic beverages for consumption away from the premises. Stores engaged in the sale of alcoholic
beverages to the general public for consumption away from the premises, including product tastings
performed by store employees, have historically been assigned to Classification 8060, Stores – wine,
beer or spirits – retail. Classification 8060 has also been assigned to tasting operations and beverage
sales for consumption away from the premises performed at winery tasting rooms.
The sale of alcoholic beverages to the general public for consumption on the premises has historically
been assigned to Classification 9079(1), Restaurants or Taverns. Classification 9079(1) has also been
assigned to tasting operations and beverage sales for consumption on the premises performed at
brewery taprooms.

Recommendations
Based on the findings, the WCIRB recommends the following:
1. Amend Classification 2121, Breweries, to (a) clarify that it includes the provision of product tasting
samples to customers in connection with facility tours; (b) direct that the operation of retail stores
should be separately classified, the operation of restaurants or taverns and the preparation and
serving of hot food should be separately classified as 9079(1), Restaurants or Taverns, and the
operation of taprooms should be separately classified as 9079(1); and (c) direct that beer making
operations at restaurants where the beer brewed on-site is primarily sold to restaurant customers for
on-site consumption should be classified as 9079(1).
2. Amend Classification 2142(1), Wineries, to clarify that it includes the provision of product tasting
samples to customers in connection with facility tours, and direct that the operation of retail stores
should be separately classified, the operation of restaurants and the preparation and serving of hot
food should be separately classified as 9079(1), Restaurants or Taverns, and the operation of tasting
room facilities should be separately classified as 8060, Stores – wine, beer or spirits – retail.
3. Amend Classification 2142(2), Distilling, to clarify that it includes the provision of product tasting
samples to customers in connection with facility tours; and direct that the operation of retail stores
should be separately classified, the operation of tasting rooms, restaurants or taverns and the
preparation and serving of hot food should be separately classified as 9079(1), Restaurants or
Taverns.
4. Amend Classification 8060, Stores – wine, beer or spirits – retail, to clarify that it applies to product
tasting in connection with retail store sales and direct that it also applies to winery tasting rooms.
5. Amend Classification 9079(1), Restaurants or Taverns, to clarify that it also applies to brewery
taproom operations and on-site beer making operations performed by restaurants where the beer
brewed on-site is primarily sold to the general public for consumption on the premises.
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IV. Restaurants with On-Site Brewing Operations
Description of Operations
In California, brewery operations are performed at a variety of locations, including large-scale
manufacturing plants, smaller breweries producing specialty or craft beers known as microbreweries, 7
and restaurants with on-site beer brewing operations known as brewpubs. In contrast with most
commercial breweries where the primary operation is the manufacturing of alcoholic beverages, the
primary function of a brewpub is to operate as a restaurant. The on-site beer brewing operations
performed at brewpub restaurants are secondary to the integral restaurant operations and the majority of
payroll is consistently developed in the restaurant operations. Because of this, brewpubs are a type of
restaurant and should be classified as such.
Based on current California Department of Alcoholic Beverage Control licensing requirements, a
“brewpub-restaurant license is an on-sale retail license which may be issued to a bona fide public eating
place.” 8 These establishments specialize in the preparation and service of beverages and hot food for onsite consumption. The license does not allow on-site retail store operations for the sale of alcoholic
beverages to customers for consumption off premises.
Classification Analysis
At brewpubs, beer brewing operations often are not physically separated from the restaurant operations.
For example, many brewpubs utilize a “long draft system” in which beer is drawn directly from brewery
storage tanks to be served in the restaurant. The brewing equipment and tanks are often visible from the
restaurant or tavern area and contribute to the ambience of the venue. However, the majority of payroll is
typically developed in the more labor-intensive restaurant operations and relatively few employees are
needed for the beer making operations.
If beer making operations at brewpub restaurants are not included in the restaurant classification and are
instead subject to the Multiple Enterprises rule, inconsistent classification assignments for similar
operations could result, especially when the rate relativities between potentially applicable classifications
fluctuate from year-to-year. For example, given that there may not always be physical separation, the
restaurant and beer making operations may be separately classified at times when the advisory pure
premium rate for Classification 2121, Breweries, exceeds that of Classification 9079(1), Restaurants or
Taverns. 9 Conversely, brewing operations may be assigned to Classification 9079(1) at times when it is
the higher rated classification. The application of the Multiple Enterprises rule to these operations and
year-to-year changes in applicable classifications has resulted in inconsistent classification assignments
for employers performing the same combination of operations even when an employer’s operations have
not changed.
As referenced in Section V, the National Council of Compensation Insurance, Inc. (NCCI) specifically
excludes brewery operations performed at brewpubs from assignment to Classification 2121 and assigns
these operations to the appropriate restaurant classification as “[t]he preparation of beer by the restaurant
is considered analogous to any other consumable that the restaurant may prepare for consumption by the
restaurant’s customers.” 10

7

A microbrewery is defined as a beer manufacturer that produces no more than 60,000 U.S. beer barrels (7,040,865.9 liters;
1,860,000 U.S. gallons) annually.
8
Section 23396.3 of the California Alcoholic Beverage Control Act. A Brewpub is required to have a Type 75 License. This license
authorizes the sale of beer, wine and distilled spirits for consumption at a bona fide eating place. A Brewpub shall produce not less
than 100 barrels nor more than 5,000 barrels of beer annually on the licensed premises. This license does not authorize the sale of
alcoholic beverages for consumption off the premises where sold.
9
The rate relativities for Classifications 2121 and 9079(1) have inverted four times between 1995 and 2018.
10
Classification 2121, Scopes Manual, National Council on Compensation Insurance, Inc.
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Findings
Based on staff’s review, the WCIRB determined:
1. Restaurants that brew beer on-site that is primarily to be served within the restaurant, commonly
known as brewpub restaurants, have become increasingly popular and differ from brewery operations
that are not restaurant-based, as beer brewing is ancillary to the more labor-intensive restaurant
operations and the majority of payroll is consistently developed in the restaurant operations.
Recommendation
Based on the findings, the WCIRB recommends the following:
1. Amend Classification 9079(1), Restaurants or Taverns, to clarify that it also applies to on-site beer
making operations performed by restaurants where the beer brewed on-site is primarily sold to the
general public for consumption on the premises.

V. Classification Procedures in Other Jurisdictions
Below is a comparison between WCIRB classifications and those maintained by NCCI jurisdictions for the
following select classifications in the Food Packaging and Processing Industry:
WCIRB
2121, Breweries
2142(1), Wineries
2142(2), Distilling

NCCI
2121 Brewery & Drivers
2143, Winery & Drivers
2130, Spirituous Liquor Distillery

Like the WCIRB, NCCI retains classifications for brewery, winery and distillery operations. For brewery
operations, NCCI includes warehouses and distribution stations that are maintained by the brewery.
Although the WCIRB does not explicitly mention these operations, they are generally included in the
classification as they are an integral part of the brewery operation. NCCI specifically excludes “brewpubs”
from Classification 2121 as “[t]he preparation of beer by the restaurant is considered analogous to any
other consumable that the restaurant may prepare for consumption by the restaurant’s customers” and is
assignable to the appropriate restaurant classification.
For winery operations, the WCIRB and NCCI use similar classification phraseology and appear to
administer the classification similarly.
For distillery operations, NCCI excludes warehousing operations performed in connection with the
distillery operations.
NCCI is currently conducting a review of the brewery, winery and distillery industries, including the
classification of facility tours, product tasting, retail store and restaurant or tavern operations.
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Appendix I

1915: Classifications 2121, Breweries, 2130, Distilling – N.O.C., and 2142, Wine Manufacturing, are
established.
1919: Classification 2121, Breweries, is amended to include bottling operations at locations that
previously operated as breweries.
1950: Classification 2142, Wine Manufacturing, is changed to Classification 2142, Wineries.
1969: Classification 2130, Distilling – N.O.C., is eliminated and all distilling operations are assigned to
Classification 2142, Wineries.
1972: Classification 2142, Wineries, is amended to separately classify bottle manufacturing for distilling
operations.
1982: California Assembly Bill No. 3610 allows beer to be sold at on-site brewery locations.
1988: Classifications 2142(1), Wineries, and 2142(2), Distilling, are established when the WCIRB adopts
alternate phraseologies for wineries, distilleries and vinegar manufacturing to codify the separate
operations that are assigned to Classification 2142.
2015: California Assembly Bill No. 933 allows tasting rooms for distilled spirits and Assembly Bill No. 1295
allows direct to consumer sales of distilled spirits in tasting rooms.
2016: Classifications 2121, 2142(1), and 2142(2) are amended to their current phraseologies as part of
the multi-year classification enhancement project.
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Appendix II
The following table shows the combinations of assigned classifications for breweries, wineries and
distilleries that were inspected between January 1, 2010 and January 1, 2018.
Breweries

# of BNs

Brewery only

114

Brewery with Retail Stores (8060)

16

Brewery with Restaurants/Hot Foods (9079)

11

Brewery with Alcohol Retail Stores and Restaurants
Wineries

91
5
# of BNs

Winery only

470

Winery and Retail Stores (8060)

344

Wineries and Restaurants/Hot Foods (9079)

55

Wineries with Retail Stores and Restaurants

45

Distilleries

# of BNs

Distillery only

7

Distillery and Retail Stores (8060)

4

Distillery and Restaurants/Hot Foods (9079)

1

Distillery with Alcohol Retail Stores and Restaurants

1

11
According to the California Department of Alcohol Beverage Control, as of December 2017, there are 74 Beer Manufacturers
(License Type 1); 872 Small Beer Manufacturers (License Type 23); and 141 Brewpubs (License Type 75) licensed in California.
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Recommendation
Amend Classification 2121, Breweries, which is part of the Food Packaging and Processing Industry
Group, to clarify that it includes the provision of product tasting samples to customers in connection with
facility tours; direct that the operation of retail stores should be separately classified, the operation of
restaurants or taverns and the preparation and serving of hot food should be separately classified as
9079(1), Restaurants or Taverns, and the operation of taprooms should be separately classified as
9079(1), and direct that beer making operations at restaurants where the beer brewed on-site is primarily
sold to restaurant customers for on-site consumption should be classified as 9079(1); and provide
direction as to how related operations should be classified.

PROPOSED

FOOD PACKAGING AND PROCESSING
BREWERIES – including bottling or canning

2121

This classification applies to the production and bottling or canning of beer, including but not limited to ale, lager, porter, stout and malt liquor. This classification includes product storage facilities and distribution stations and the manufacture of containers, including but not limited to cans
and bottles in support of the employer’s production operations. This classification also includes
the production and bottling or canning of sake and the sale of by-products, including but not limited to wet or dry feed grains and brewer’s yeast.
This classification includes employees who provide tours of the brewery, including tours where
product tasting samples are provided to customers not in connection with taproom, tasting room,
retail store, or restaurant or tavern operations.
The production of beer by restaurants or taverns shall be classified as 2121 in accordance with
the provisions of the Multiple Enterprises rule.
The production of wine shall be classified as 2142(1), Wineries.
The production of distilled spirits shall be classified as 2142(2), Distilling.
Taprooms, tasting rooms, restaurants, taverns or the preparation and serving of hot food, shall
be separately classified as 9079(1), Restaurants or Taverns.
Beer brewing operations at restaurants where the beer brewed on-site is primarily sold to
restaurant customers for on-site consumption shall be classified as 9079(1), Restaurants or
Taverns.
Retail stores shall be separately classified.

*

*

*

*

*
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Recommendation
Amend Classification 2142(1), Wineries, which is part of the Food Packaging and Processing Industry
Group, to clarify that it includes the provision of product tasting samples to customers in connection with
facility tours; and direct that the operation of retail stores should be separately classified, the operation of
restaurants and the preparation and serving of hot food should be separately classified as 9079(1),
Restaurants or Taverns, and the operation of tasting room facilities should be separately classified as
8060, Stores – wine, beer or spirits – retail.

PROPOSED

FOOD PACKAGING AND PROCESSING
WINERIES – all operations

2142(1)

This classification applies to the production of wine andor champagne.
This classification includes employees who provide tours of the winery operations, including
tours where product tasting samples are provided to customers not in connection with tasting
room, retail store, or restaurant or tavern operations.
Retail stores, wine tasting rooms and restaurant or tavern operations shall be separately classified in accordance with the provisions of the Multiple Enterprises rule.
The production of distilled spirits shall be classified as 2142(2), Distilling.
The manufacture of vinegar shall be classified as 2142(3), Vinegar Mfg.
Employers engaged in the bBlending and bottling of purchased wines shall be classified as
8041, Stores – wine or spirits – wholesale.
Tasting rooms shall be separately classified as 8060, Stores – wine, beer or spirits – retail.
Restaurants, taverns or the preparation and serving of hot food shall be separately classified as
9079(1), Restaurants or Taverns.
Bottle manufacturing shall be separately classified.
Retail stores shall be separately classified.
Growing or harvesting, including field packing of crops, shall be assigned to the applicable
Farms Industry Group classification.

*

*

*

*

*
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Recommendation
Amend Classification 2142(2), Distilling, which is part of the Food Packaging and Processing Industry
Group, to clarify that it includes the provision of product tasting samples to customers in connection with
facility tours; and direct that the operation of retail stores should be separately classified, the operation of
tasting rooms, restaurants or taverns and the preparation and serving of hot food should be separately
classified as 9079(1), Restaurants or Taverns.

PROPOSED

FOOD PACKAGING AND PROCESSING
DISTILLING – N.O.C.

2142(2)

This classification applies to the production of distilled spirits, including but not limited to vodka,
rum, whiskey, brandy, tequila and liqueurs.
This classification includes employees who provide tours of the distillery operations, including
tours where product tasting samples are provided to customers not in connection with tasting
room, retail store, or restaurant or tavern operations.
The production of wine shall be classified as 2142(1), Wineries.
The production of beer or sake shall be classified as 2121, Breweries.
Blending and bottling purchased distilled spirits shall be classified as 8041, Stores – wine or
spirits – wholesale.
Tasting rooms, restaurants, taverns or the preparation and serving of hot food shall be separately classified as 9079(1), Restaurants or Taverns.
Bottle manufacturing shall be separately classified.
Retail stores shall be separately classified.

*

*

*

*

*

*

*

Recommendation
Amend Classification 9079(1), Restaurants or Taverns, to clarify that it also applies to brewery taproom
operations and on-site beer making operations performed by restaurants where the beer brewed is
primarily sold to the general public for consumption on the premises; and to provide direction as to how
related operations should be classified.

PROPOSED

RESTAURANTS OR TAVERNS – all employees – including musicians and entertainers
This classification applies to the preparation and serving of hot andor cold food items for consumption on or away from the premises or the preparation, pouring and serving of alcoholic beverages for consumption on the premises. This classification also applies to the operation of
mobile food trucks vending operations involving the use of food trucks, trailers, carts or temporary booths wherein hot food is prepared for sale to customers. Mobile food vending operations
that do not include the preparation of hot food shall be classified as 8017(1), Stores – retail,
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8078(1), Sandwich Shops, 8078(2), Beverage Preparation Shops, or 8078(3), Ice Cream or Frozen Yogurt Shops, depending on the products sold.
This classification also applies to mobile food vending operations involving the use of food
trucks, trailers, carts or temporary booths wherein hot food is prepared for sale to customers.
This classification also applies to taprooms at breweries, including product tasting in connection
therewith.
This classification also applies to restaurants that engage in on-site beer brewing operations
where the beer brewed on-site is primarily sold to the general public for consumption on the
premises. If 50% or more of the beer brewed on-site is sold for off-site consumption, the brewing
operations shall be separately classified as 2121, Breweries.
Hot foods items are foods that are cooked to order and served hot to customers or foods that
are cooked in advance and served from a warming tray or similar device.
This classification includes doughnut shops that prepare and serve doughnuts and beverages
for consumption on the premises.
Mobile food vending operations that do not include the preparation of hot food shall be classified
as 8017(1), Stores – retail, 8078(1), Sandwich Shops, 8078(2), Beverage Preparation Shops, or
8078(3), Ice Cream or Frozen Yogurt Shops, depending on the products sold.
Employers that operate under concessionary agreements to sell prepared or prepackaged hot or
cold food items, including but not limited to hot dogs, hamburgers, pretzels, french fries, popcorn, nachos, ice cream, candy, funnel cakes, soft drinks and alcoholic beverages at ball parks,
race tracks, theaters, concert venues or amusement and recreational facilities shall be classified
as 9079(2), Concessionaires.

*

*

*

*

*

*

*

Recommendation
Amend Classification 8060, Stores – wine, beer or spirits, which is part of the Stores Industry Group, to
clarify that it applies to product tasting in connection with retail store sales and direct that it also applies to
winery tasting rooms.

PROPOSED

STORES
Refer to Section IV, Special Industry Classification Procedures, Rule 6, Stores.
STORES – wine, beer or spirits – retail

8060

This classification applies to retail stores operating under “off-sale” licenses issued by the California Department of Alcoholic Beverage Control and principally (in excess of 50% of gross receipts) engaged in the sale of alcoholic beverages to the general public for consumption away
from the store premises, including product tastings in connection therewith.
For purposes of determining gross receipts, only the portion of lottery ticket sales identified by
the California State Lottery as commission shall be included in the calculation. See Part 3, Section IV, Rule 6, Stores.
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In accordance with the Multiple Enterprises rule, tThis classification shall be assignedalso applies to the sale of alcoholic beverages to the general public for consumption away from the
premises in connection with wineries, breweries and distillerieswinery tasting rooms.

*

*

*

*

*

*

*

Recommendation
Amend the cross-reference for Classification 2142(1), Wineries – all operations, for consistency with other
proposed changes.

PROPOSED

WINERIES – all operations
See Food Packaging and Processing.

*

*

*

*

*
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Item III-C
Salvage Material Dealers Industry Study
8264(1), Paper Stock Dealers – secondhand
8264(2), Bottle Dealers – secondhand
8264(3), Rubber Stock Dealers – secondhand
8264(4), Wiping Cloth or Rag Dealers – including all laundry operations
8265(1), Iron or Steel Scrap Dealers
8265(2), Junk Dealers – N.O.C.
8500, Metal Scrap Dealers – nonferrous
8847, Beverage Container Collection or Redemption
9403(1), Garbage or Refuse Collecting
9424, Garbage or Refuse Landfill, Transfer Station and Material Recovery Facility Operations –
all employees

The Committee was advised that the WCIRB performed a comprehensive review of the Salvage Material
Dealers Industry Group, which includes classifications applicable to the purchasing, sorting, consolidating
and selling of various recycled and secondhand materials, including but not limited to California
Redemption Value (CRV) beverage containers, scrap metal, rubber stock, paper stock, wiping cloths,
green waste, electronic waste and similar salvage materials, as well as classifications applicable to
garbage or refuse collection and landfill, transfer station and material recovery facility operations. The
objective of the study was to clarify and strengthen the distinction between salvage material dealer
classifications, consolidate classifications where appropriate, simplify their administration and provide
direction as to their application.
Based on staff’s review, the WCIRB determined:
1. The operations of the recycling and waste disposal industries are converging. Both industries are
in the business of recovering as many recyclable materials as possible to reduce waste.
2. There is significant overlap in the operations of employers that recycle ferrous metals, assigned to
Classification 8265(1), Iron or Steel Scrap Dealers, and employers that recycle nonferrous metals,
assigned to Classification 8500, Metal Scrap Dealers – nonferrous, and the combination of these
classifications would make the procedure for classifying metal scrap recyclers much easier to administer. Additionally, these classifications are operationally similar and have similar loss to payroll
ratios.
3. Mobile paper shredding and document destruction operations are distinct and significant operations within Classification 8264(1), Paper Stock Dealers – secondhand, and are operationally dissimilar from the rest of the operations assigned to Classification 8264. Additionally, the historical
loss to payroll ratio for this group of employers is significantly lower than for the rest of Classification 8264. The operations associated with the curbside collection of refuse and recyclables assigned to Classification 9403(1), Garbage or Refuse Collecting, are comparable to the mobile
paper document shredding operations assigned to Classification 8264(1) and have similar loss to
payroll ratios.
4. There are very few employers assigned to Classification 8264(4), Wiping Cloth or Rag Dealers,
and the experience of these employers has low statistical credibility. Additionally, the loss to payroll ratio for this group of employers is slightly higher than the rest of Classification 8264. The operations contemplated under Classification 8264(4) are comparable to the operations assignable
to Classification 8032, Stores – clothing, shoes, linens or fabric products – wholesale, and the loss
to payroll ratio for employers assigned to Classification 8264(4) is closer to that of Classification
8032.
5. The loss to payroll ratio for Classification 8265(2), Junk Dealers, is significantly lower than that of
Classification 8265(1), Iron or Steel Scrap Dealers, and Classification 8500, Metal Scrap Dealers
– nonferrous. Employers assigned to Classification 8265(2) primarily handle a variety of miscella31
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neous recyclable materials, as well as some ferrous or nonferrous metal scraps. Currently, the
description for Classification 8265(2) does not provide sufficiently clear direction about how much
metal can be handled in order to differentiate these employers from those that primarily sell ferrous or nonferrous scrap metals. The non-metal recyclable materials identified in Classification
8265(2), including glass, plastic, textiles, paper and rubber, are also identified in other Salvage
Material Dealers classifications. Additionally, employers assigned to Classification 8265(2) have
expressed dissatisfaction with the term “Junk Dealers.”
6. There are very few employers assigned to Classification 8264(2), Bottle Dealers, and 8264(3),
Rubber Stock Dealers, and the experience for these groups of employers has low statistical credibility. Salvaged and recycled material dealers that handle a variety of materials, including but not
limited to paper, glass, plastic or rubber, which are currently described by multiple classifications,
operate similarly to transfer stations and material recovery facilities, assigned to Classification
9424, Garbage or Refuse Landfill, Transfer Station and Material Recovery Facility Operations, as
they process discarded or scrap materials for reuse and recycling.
7. Classification 8847, Beverage Container Collection or Redemption, does not apply to collection or
redemption of California Redemption Value beverage containers at certified Processing Facilities,
and the classification does not define Processing Facilities or provide direction as to how these
operations are classified when performed at certified Processing Facilities.
Based on the findings, the WCIRB recommended the following:
1. Rename the Salvage Material Dealers Industry Group the Recycling and Refuse Management Industry Group and amend the group to include the following classifications applicable to recycling and refuse management: 9403(1), Garbage or Refuse Collecting, and 9424(1), Garbage or Refuse Landfill,
Transfer Station and Material Recover Facility Operations.
2. Eliminate Classification 8265(1), Iron or Steel Scrap Dealers, and assign its constituents to Classification 8500, Metal Scrap Dealers – ferrous or nonferrous, to classify the purchase, sorting, consolidation and sale of both ferrous and nonferrous scrap metals, provided metal sales equal or exceed 25%
of gross receipts.
3. Establish Classification 9403(3), Document Destruction – including mobile paper shredding, as part of
the Recycling and Refuse Management Industry Group, to apply to employers that conduct mobile
paper shredding and document destruction.
4. Eliminate Classification 8264(4), Wiping Cloth or Rag Dealers, and assign its constituents to Classification 8032, Stores – clothing, shoes, linens or fabric products – wholesale, and amend Classification
8032 to include the purchasing, sorting, cutting, laundering, bundling and reselling of wiping cloth or
rag material.
5. Eliminate Classification 8265(2), Junk Dealers, and assign its constituents to the newly established
Classification 9424(2), Recycled Material Dealers – N.O.C., as part of the Recycling and Refuse
Management Industry Group and as an alternate phraseology to Classification 9424(1), Garbage or
Refuse Landfill, Transfer Station and Material Recovery Facility Operations, to apply to employers
that purchase, sort or consolidate recovered recyclable materials for resale.
6. Eliminate Classifications 8264(1), Paper Stock Dealers – secondhand, 8264(2), Bottle Dealers –
secondhand, and 8264(3), Rubber Stock Dealers – secondhand, and assign their constituents, other
than mobile paper shredding and document destruction employers, to the newly established Classification 9424(2), Recycled Material Dealers – N.O.C., as an alternate phraseology to 9424(1), Garbage
or Refuse Landfill, Transfer Station and Material Recovery Facility Operations.
7. Amend Classification 9424, Garbage or Refuse Landfill, Transfer Station and Material Recovery Facility Operations, to apply to the disposal of medical waste, as well as green waste recycling operations when conducted at garbage or refuse landfill, transfer station or material recovery facility
locations that are operated by the same employer, and direct that California Certified Recycling Centers at garbage or refuse landfill, transfer station or material recovery facility locations that are operated by the same employer should be separately classified.
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8. Amend Classification 8847, Beverage Container Collection or Redemption, to clarify its intended application and direct that the collection or redemption of California Redemption Value beverage containers at certified Processing Facilities is assignable to Classification 8500, Metal Scrap Dealers –
ferrous or nonferrous.
Following staff’s presentation a Committee member inquired about the recycling of electronic waste and
the assignment of those operations. Staff discussed the various operations involved in recycling
electronic waste and referred to a footnote contained in Classification 9424(1) directing that it also applies
to the dismantling of electronic waste to allow for proper disposal. The Committee agreed that the
assignment of electronic waste was clearly defined. The Committee also inquired about the credibility of
the classifications studied and if any were eliminated because of low credibility. Staff advised there were
some classifications described by alternate phraseologies with very few constituents that were
consolidated in order to be statistically credible. A Committee member also inquired about the impact of
the combination of Classifications 8264(4) and 8032. Staff explained that this combination had minimal
impact on the advisory pure premium rate for Classification 8032 because these two classifications had
relatively similar loss to payroll ratios and Classification 8032 is a large and statistically credible
classification.
Following the Committee’s discussion, a motion was made, seconded and unanimously approved to
include the proposed changes in the Salvage Materials Industry Group Study in the January 1, 2019
Regulatory Filing.
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Salvage Material Dealers Industry Study
8264(1), Paper Stock Dealers – secondhand
8264(2), Bottle Dealers – secondhand
8264(3), Rubber Stock Dealers – secondhand
8264(4), Wiping Cloth or Rag Dealers – including all laundry operations
8265(1), Iron or Steel Scrap Dealers
8265(2), Junk Dealers – N.O.C.
8500, Metal Scrap Dealers – nonferrous
8847, Beverage Container Collection or Redemption
9403(1), Garbage or Refuse Collecting
9424, Garbage or Refuse Landfill, Transfer Station and Material Recovery Facility Operations –
all employees

I.

Executive Summary

Objective
The WCIRB performed a comprehensive review of the Salvage Material Dealers Industry Group, which
includes classifications applicable to the purchasing, sorting, consolidating and selling of various recycled
and secondhand materials, including but not limited to California Redemption Value (CRV) beverage
containers, scrap metal, rubber stock, paper stock, wiping cloths, green waste, electronic waste and
similar salvage materials, as well as classifications applicable to garbage or refuse collection and landfill,
transfer station and material recovery facility operations. The objective of this study is to clarify and
strengthen the distinction between salvage material dealer classifications, consolidate classifications
where applicable, simplify their administration and provide direction as to their application.
Findings
Based on staff’s review, the WCIRB determined:
1. The operations of the recycling and waste disposal industries are converging. Both industries are
in the business of recovering as many recyclable materials as possible to reduce waste.
2. There is significant overlap in the operations of employers that recycle ferrous metals, assigned to
Classification 8265(1), Iron or Steel Scrap Dealers, and employers that recycle nonferrous metals,
assigned to Classification 8500, Metal Scrap Dealers – nonferrous, and the combination of these
classifications would make the procedure for classifying metal scrap recyclers much easier to
administer. Additionally, these classifications are operationally similar and have similar loss to
payroll ratios.
3. Mobile paper shredding and document destruction operations are distinct and significant
operations within Classification 8264(1), Paper Stock Dealers – secondhand, and are
operationally dissimilar from the rest of the operations assigned to Classification 8264.
Additionally, the historical loss to payroll ratio for this group of employers is significantly lower
than for the rest of Classification 8264. The operations associated with the curbside collection of
refuse and recyclables assigned to Classification 9403(1), Garbage or Refuse Collecting, are
comparable to the mobile paper document shredding operations assigned to Classification
8264(1) and have similar loss to payroll ratios.
4. There are very few employers assigned to Classification 8264(4), Wiping Cloth or Rag Dealers,
and the experience of these employers has low statistical credibility. Additionally, the loss to
payroll ratio for this group of employers is slightly higher than the rest of Classification 8264. The
operations contemplated under Classification 8264(4) are comparable to the operations
assignable to Classification 8032, Stores – clothing, shoes, linens or fabric products – wholesale,
and the loss to payroll ratio for employers assigned to Classification 8264(4) is closer to that of
Classification 8032.
5. The loss to payroll ratio for Classification 8265(2), Junk Dealers, is significantly lower than that of
Classification 8265(1), Iron or Steel Scrap Dealers, and Classification 8500, Metal Scrap Dealers
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– nonferrous. Employers assigned to Classification 8265(2) primarily handle a variety of
miscellaneous recyclable materials, as well as some ferrous or nonferrous metal scraps.
Currently, the description for Classification 8265(2) is ambiguous and does not provide direction
as to how much metal can be handled in order to differentiate these employers from those that
primarily sell ferrous or nonferrous scrap metals. The non-metal recyclable materials that are
listed in Classification 8265(2), including glass, plastic, textiles, paper and rubber, are also listed
in other Salvage Material Dealers classifications. Additionally, employers assigned to
Classification 8265(2) have, at times, expressed dissatisfaction with the term “Junk Dealers.”
6. There are very few employers assigned to Classification 8264(2), Bottle Dealers, and 8264(3),
Rubber Stock Dealers, and the experience for these groups of employers has low statistical
credibility. Salvaged and recycled material dealers that handle a variety of materials, including but
not limited to paper, glass, plastic or rubber, which are currently described by multiple
classifications, operate similarly to transfer stations and material recovery facilities, assigned to
Classification 9424, Garbage or Refuse Landfill, Transfer Station and Material Recovery Facility
Operations, as they process discarded or scrap materials for reuse and recycling.
7. Classification 8847, Beverage Container Collection or Redemption, does not apply to collection or
redemption of California Redemption Value beverage containers at certified Processing Facilities,
and the classification does not define Processing Facilities or provide direction as to how these
operations are classified when performed at certified Processing Facilities.
Recommendations
Based on the findings, the WCIRB recommends the following:
1. Rename the Salvage Material Dealers Industry Group the Recycling and Refuse Management
Industry Group and amend the group to include the following classifications applicable to recycling
and refuse management: 9403(1), Garbage or Refuse Collecting, and 9424(1), Garbage or Refuse
Landfill, Transfer Station and Material Recover Facility Operations.
2. Eliminate Classification 8265(1), Iron or Steel Scrap Dealers, and assign its constituents to
Classification 8500, Metal Scrap Dealers – ferrous or nonferrous, to classify the purchase, sorting,
consolidation and sale of both ferrous and nonferrous scrap metals, provided metal sales equal or
exceed 25% of gross receipts.
3. Establish Classification 9403(3), Document Destruction – including mobile paper shredding, as part of
the Recycling and Refuse Management Industry Group, to apply to employers that conduct mobile
paper shredding and document destruction.
4. Eliminate Classification 8264(4), Wiping Cloth or Rag Dealers, and assign its constituents to
Classification 8032, Stores – clothing, shoes, linens or fabric products – wholesale, and amend
Classification 8032 to include the purchasing, sorting, cutting, laundering, bundling and reselling of
wiping cloth or rag material.
5. Eliminate Classification 8265(2), Junk Dealers, and assign its constituents to the newly established
Classification 9424(2), Recycled Material Dealers – N.O.C., as part of the Recycling and Refuse
Management Industry Group and as an alternate phraseology to Classification 9424(1), Garbage or
Refuse Landfill, Transfer Station and Material Recovery Facility Operations, to apply to employers
that purchase, sort or consolidate recovered recyclable materials for resale.
6. Eliminate Classifications 8264(1), Paper Stock Dealers – secondhand, 8264(2), Bottle Dealers –
secondhand, and 8264(3), Rubber Stock Dealers – secondhand, and assign their constituents, other
than mobile paper shredding and document destruction employers, to the newly established
Classification 9424(2), Recycled Material Dealers – N.O.C., as an alternate phraseology to 9424(1),
Garbage or Refuse Landfill, Transfer Station and Material Recovery Facility Operations.
7. Amend Classification 9424, Garbage or Refuse Landfill, Transfer Station and Material Recovery
Facility Operations, to apply to the disposal of medical waste, as well as green waste recycling
operations when conducted at garbage or refuse landfill, transfer station or material recovery facility
locations that are operated by the same employer, and direct that California Certified Recycling
Centers at garbage or refuse landfill, transfer station or material recovery facility locations that are
operated by the same employer should be separately classified.
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8. Amend Classification 8847, Beverage Container Collection or Redemption, to clarify its intended
application and direct that the collection or redemption of California Redemption Value beverage
containers at certified Processing Facilities is assignable to Classification 8500, Metal Scrap Dealers
– ferrous or nonferrous.

II. Introduction
The Salvage Material Dealers Industry Group was reviewed in 2015 and 2016 as part of a multi-year
effort to enhance the classification descriptions contained in the California Workers’ Compensation
Uniform Statistical Reporting Plan—1995 (USRP). During these reviews, several changes were made for
clarity; however, the intended application of each classification was not changed. It became apparent
during these reviews that these classifications are difficult to distinguish from one another and a study
was necessary to clearly define each classification. Additionally, since many salvage material industry
employers handle a variety of recyclable materials and the recycling operations are not always physically
separated, the appropriate classification for these operations can change from year-to-year depending on
which salvage material classification has the highest advisory pure premium rate that year. Finally, the
WCIRB regularly receives questions and inquiries from customers regarding the Salvage Material Dealers
classifications. As a result, the C & R Committee directed the WCIRB to conduct a comprehensive study
of this Industry Group.
In order to conduct a holistic review of this Industry Group, WCIRB staff expanded the scope of the study
to also include the waste collection and disposal operations assigned to Classifications 9424, Garbage or
Refuse Landfill, Transfer Station and Material Recovery Facility Operations, and 9403(1), Garbage or
Refuse Collecting. 1 The refuse disposal industry is diverting recovered and recyclable materials from
traditional landfill operations, aiming to reduce the amount of materials that go to landfills, with the goal of
zero waste. 2 As such, the Salvage Material Dealer and refuse disposal industries are converging and
their operations are becoming more similar to one another.

III. Classification History
Classification 9403(1), Garbage, Ashes or Refuse Collecting, was established in 1915 for companies
engaged in the collection of garbage. Classification 8264, Paper Stock or Rag Dealers, originated in 1930
when Classifications 8120, Rubber Stock Dealers, 8212, Bottle Dealers, and 8216, Paper Stock and Rag
Dealers, were combined for ratemaking purposes. Classification 8264 included two other phraseologies:
Rubber Stock Dealers – secondhand – no collected or handling of scrap iron or steel (N.P.D.), and Bottle,
Rubber or Paper Stock or Rag Dealers – second – hand – no collecting or handling of scrap iron or steel
(N.P.D.). Classification 8265(2), Junk Dealers – N.O.C., was established in 1968, and Classification 8103,
Wiping Cloth or Rag Dealers, was established in 1984.
In 1985, the State of California enacted the California Beverage Container Recycling and Litter Reduction
Act (Assembly Bill No. 2020), which was intended to provide an incentive to the public to recycle
beverage containers. At this time, the classification procedure for the beverage container collection and
redemption industry required nearly all companies to be assigned to Classification 8500, Scrap Metal
Dealers. In 1992, the C & R Committee discussed the feasibility of establishing a separate classification
for certified beverage container collection and redemption centers in connection with a study of the
beverage container collection and redemption industry. The Committee decided that this group was a
homogenous and identifiable group of employers, and represented a distinct and different exposure from
those contemplated under Classification 8500. Classification 8847, Beverage Container Collection or
Redemption, was established in 1993 for beverage container collection and redemption operations,
including curbside collection operations.
1

In connection with this study, the WCIRB reviewed approximately 213 Classification Inspection Reports.
The California Department of Resources and Recycling and Recovery (CalRecycle) defines Zero Waste as “a process and a
philosophy that involves a redesign of products and consumption, so that all material goods can be reused or recycled—or not
needed at all.”

2
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In 2015, the Salvage Material Dealers Industry Group classifications were enhanced as part of a multiyear project. Classification 8103 was eliminated as part a separate study because it did not develop
sufficient data to produce a statistically credible advisory pure premium rate, and Classification 8264(4),
Wiping Cloth or Rag Dealers – including all laundry operations, was established. The refuse collection
industry was also studied in 2015 to determine the appropriate classification procedure for the curbside
collection of CRV beverage containers by refuse companies. Classification 9403(1) was amended to
include the curbside collection of recyclables. These operations had been previously assigned to
Classification 8847.

IV. Classification Procedures in Other Jurisdictions
Below is a comparison between the WCIRB’s current classifications and those maintained by the National
Council of Compensation Insurance, Inc. (NCCI) jurisdictions for the Scrap Metal and Junk Dealer and
Secondhand Material Dealer industries:
WCIRB
8265(1), Iron or Steel Scrap Dealers
8265(2), Junk Dealers – N.O.C.
8500, Metal Scrap Dealers – nonferrous
8264(1), Paper Stock Dealers
8264(2), Bottle Dealers
8264(3), Rubber Stock Dealers
8264(4), Wiping Cloth or Rag Dealers
8847, Beverage Container Collection or
Redemption

NCCI
8265, Iron or Steel – Scrap Dealer & Drivers
8263, Junk Dealer & Drivers
8500, Metal Scrap Dealers & Drivers
8264, Paper Stock or Rag Dealer
8264, Bottle Dealer – Used & Drivers
8264, Rubber Stock Dealer – Used & Drivers
8264, Rag or Paper Stock Dealer – Used & Drivers
8264, Container Recycling – Bottle or Can &
Drivers
8264, Can Recycling – Beverage & Drivers
9403, Garbage, Ashes or Refuse Collection &
Drivers
9403, Garbage, Ashes or Refuse Collection &
Drivers
7590, Garbage Works

9403(1), Garbage or Refuse Collecting
9424, Garbage or Refuse Landfill, Transfer Station
and Material Recovery Facility Operations

Like the WCIRB, NCCI has two different classifications based on whether the principal material handled is
ferrous or nonferrous metal. NCCI also has a classification that is applied when a variety of recycled
materials are handled. As discussed above, Classification 8264 includes the handling of other
secondhand materials, including bottles, paper stock, rags and rubber. NCCI also maintains Classification
9403, Garbage, Ashes or Refuse Collection & Drivers, for garbage collection operations.
Whereas the WCIRB uses Classification 9424 for landfill, transfer station and material recovery facility
operations, NCCI uses Classification 7590, Garbage Works, for garbage reduction and incineration
operations, and drivers are separately classified as 9403. NCCI also assigns employers that collect and
haul shredded documents from office locations to disposal sites to Classification 9403, which aligns with
the WCIRB’s research and recommendations outlined in this Study.
Texas maintains the following classification for paper shredding operations, 8264, Paper Shredding and
Bailing & Drivers, as well as 8264, Recycling Paper & Driver, for paper recycling operations. Additionally,
Arkansas has one classification, 8812, Recycling Operations – all employees & drivers, for the collecting,
sorting, packaging and shipping of various recycled materials, including paper, glass or aluminum.
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V. Analysis of Classifications 8500, Metal Scrap Dealers, and 8265(1), Iron or Steel Scrap Dealers
Description of Operations
Classification 8265(1), Iron or Steel Scrap Dealers, applies to employers that receive or purchase, sort,
consolidate and sell ferrous scrap metal, including but not limited to various steel and iron plate, and tube
and sheet metal stock.
Classification 8500, Metal Scrap Dealers – nonferrous, applies to employers that purchase, sort,
consolidate and sell nonferrous scrap metal, including but not limited to stainless steel, aluminum, copper,
brass, tin, lead and other precious metals. This classification also applies to Processing Centers that
process CRV beverage containers and are certified by the California Department of Resources Recycling
and Recovery.
Classification Analysis
The WCIRB found that employers frequently handle both ferrous and nonferrous scrap metals, which
makes it difficult to distinguish between Classifications 8265(1) and 8500. Additionally, the advisory pure
premium rate relativities for these classifications tend to fluctuate from year-to-year, as neither
classification is consistently higher rated. This leads to fluctuations in the classification applicable to
employers that handle both ferrous and nonferrous metals in areas without physical separation, even
when the employers’ operations have not changed. 3 The WCIRB found that employers that sell metal that
exceeds 25% of gross receipts operate similarly, whether the metal sold is ferrous or nonferrous.
Employers that primarily handle ferrous or nonferrous scrap metals may also handle other miscellaneous
recyclable materials. Currently, Classification 8265(2), Junk Dealers, applies to employers that handle
ferrous or nonferrous scrap metals, in addition to glass, plastic, textiles, paper, rubber and other
miscellaneous secondhand recyclable materials. It has sometimes been difficult to distinguish between
Classifications 8265(1), 8265(2) and 8500 as these classifications do not provide direction as to the
amount of scrap metal that must be handled in order to determine which classification applies. The
WCIRB found that employers that sell ferrous or nonferrous scrap metals exceeding 25% of their gross
receipts, assigned to Classification 8265(1) or Classification 8500, operate differently than those assigned
to Classification 8265(2) that sell little or no metal and primarily sell a variety of miscellaneous recyclable
materials.
Statistical Analysis
To assess whether employers that handle both ferrous and nonferrous scrap metals should be
consolidated into one classification, the WCIRB compared the average loss to payroll ratios for
Classification 8265(1) and Classification 8500 based on 2018 Classification Relativity data.

3

Classification 8265 had a higher advisory pure premium rate for the 1/1/2017 and 7/1/2017 effective dates; however, Classification
8500 was higher rated prior to that for the 7/1/2016 effective date.
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Table 1.1 depicts the Classification Relativity 4 data for all of Classification 8265 as it is currently defined
at policy year 2018 level.
Table 1.1: All Classification 8265
Classification Relativity Data at Policy Year 2018 Level
Year

Payroll

Losses

2010
2011
2012
2013
2014

59,930,515
63,481,901
57,966,465
57,136,426
52,480,878
290,996,186

3,124,143
3,185,802
3,061,618
1,666,628
3,128,046
14,166,238

Loss to Payroll
Ratio
5.213
5.018
5.282
2.917
5.960

Five-Year Average Loss to Payroll Ratio
Selected (Unlimited) Loss to Payroll Ratio 5

4.868
7.145

Credibility 6
Indemnity
0.85

Medical
0.75

Table 1.2 depicts the Classification Relativity data for employers that handle ferrous metal, assigned to
Classification 8265(1) as it is currently defined, at policy year 2018 level.
Table 1.2: Classification 8265(1) 7
Classification Relativity Data at Policy Year 2018 Level
Year

Payroll

Losses

2010
2011
2012
2013
2014

62,800,556
65,669,344
61,606,974
48,049,045
37,169,085
275,295,003

2,804,774
3,114,387
3,061,730
1,566,207
2,364,042
12,911,139

Five-Year Average Loss to Payroll Ratio

Loss to Payroll
Ratio
4.466
4.743
4.970
3.260
6.360

4.690 8

4
The Classification Relativities used in this study are from statewide ratemaking data from the WCIRB’s January 1, 2018
Regulatory Filing.
5
The Selected (Unlimited) Loss to Payroll Ratio is the basis of the advisory pure premium rate and the expected loss rate for the
classification(s). It is derived from the loss to payroll experience from the latest two-, three-, four- or five-year periods by taking into
account the previous year’s pure premium rate, credibility, and the impact of atypically large claims, etc.
6
The relativity for each classification in the upcoming policy year is determined based on a comparison of that classification’s actual
losses per $100 of payroll and the ratio of losses per $100 of payroll underlying the current pure premium rate. The “credibilities”
assigned to a classification are the statistical weights assigned to that classification’s experience as a predictor of future claim
experience relative to the loss per $100 of payroll underlying the classification’s current pure premium rate. The predictability or
credibilities assigned to a classification’s recent historical experience depends on the volume of indemnity and medical claims
incurred during the experience period. The WCIRB strives to have classifications that are fully, or 100%, statistically credible based
on historical experience over five or fewer years, which means that the classification’s relativity in the upcoming policy year can be
best estimated using only the loss per $100 of payroll experience from the latest two-, three-, four- or five-year periods. The WCIRB
generally will not recommend the establishment of a new classification if the credibility factors are less than one-half (< 0.50).
7
This classification includes a proportional allocation of residual data. See Appendix I for additional information.
8
Due to the allocation of the residual data at the aggregate level, the WCIRB could not provide the credibility for this subset.
However, before the residual was allocated, the data for Classification 8265(1) was relatively credible at 82% credibility for
indemnity and 75% credibility for medical.
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Table 1.3 depicts the Classification Relativity data for employers that handle nonferrous scrap metal,
assigned to Classification 8500 as it is currently defined, at policy year 2018 level.
Table 1.3: Classification 8500
Classification Relativity Data at Policy Year 2018 Level
Year

Payroll

Losses

2010
2011
2012
2013
2014

92,752,343
105,430,547
102,727,963
113,502,438
136,711,053
551,124,345

4,857,396
5,296,843
6,357,832
5,314,778
6,175,395
28,002,243

Loss to Payroll
Ratio
5.237
5.024
6.189
4.683
4.517

Five-Year Average Loss to Payroll Ratio:
Selected (Unlimited) Loss to Payroll Ratio:

5.081
6.513

Credibility
Indemnity
1.00

Medical
0.95

Table 1.4 depicts the Classification Relativity data for Classification 8265(1) combined with Classification
8500 for employers that handle ferrous or nonferrous scrap metals at policy year 2018 level.
Table 1.4: Classifications 8265(1) and 8500
Classification Relativity Data at Policy Year 2018 Level
Year

Payroll

Losses

2010
2011
2012
2013
2014

155,552,889
171,099,891
164,334,937
161,551,483
173,880,138
826,419,347

7,662,170
8,411,230
9,419,562
6,880,985
8,539,437
40,913,383

Loss to Payroll
Ratio
4.926
4.916
5.732
4.259
4.911

Five-Year Average Loss to Payroll Ratio:
Selected (Unlimited) Loss to Payroll Ratio:

4.951
6.705

Credibility
Indemnity
1.00

Medical
1.00

As shown in Table 1.4, the loss to payroll ratio for Classification 8500 combined with Classification
8265(1) for employers that handle ferrous or nonferrous scrap metal is relatively close to that for both
Classification 8265 and Classification 8500, individually. This data is fully credible in five years for
indemnity and for medical. Additionally, these classifications have relatively similar loss to payroll ratios
and the combination of these classifications would make the procedure for classifying metal scrap
recyclers much easier to administer.
Impact Analysis
Table 1.5 depicts the impact on affected policyholders (employers that handle ferrous or nonferrous scrap
metal) if Classification 8500 is combined with Classification 8265(1).
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Table 1.5: Classification 8500 Combined with 8265(1)
Comparison of Selected (Unlimited) Loss to Payroll Ratio at Policy Year 2018 Level
Classification 8500

Classifications 8265
and 8500 Combined

Difference

6.513

6.705

+0.192 (2.95%)

As shown in Table 1.5, the selected (unlimited) loss to payroll ratio for Classification 8500 would increase
by approximately 3% if its experience is combined with that of Classification 8265(1). 9
Finding
Based on staff’s review, the WCIRB determined:
1. There is significant overlap in the operations of employers that recycle ferrous metals, assigned to
Classification 8265(1), Iron or Steel Scrap Dealers, and employers that recycle nonferrous metals
assigned to Classification 8500, Metal Scrap Dealers – nonferrous, and the combination of these
classifications would make the procedure for classifying metal scrap recyclers much easier to
administer. Additionally, these classifications are operationally similar and have similar loss to payroll
ratios.
Recommendation
Based on this finding, the WCIRB recommends the following:
1. Eliminate Classification 8265(1), Iron or Steel Scrap Dealers, and assign its constituents to
Classification 8500, Metal Scrap Dealers – ferrous or nonferrous, to classify the purchase, sorting,
consolidation and sale of both ferrous and nonferrous scrap metals, provided metal sales equal or
exceed 25% of gross receipts.

VI. Analysis of Classification 8264(1), Paper Stock Dealers, and Document Destruction
Description of Operations
Classification 8264(1), Paper Stock Dealers, applies to employers that receive or purchase, sort, compact
and resell paper, cardboard or corrugated fiberboard scrap materials. This classification also applies to
the operation of paper document shredding at customer locations using trucks equipped with shredders.
Classification 9403(1), Garbage or Refuse Collecting, applies to employers engaged in refuse collection
at private residences and commercial locations, which includes curbside collection of various recyclable
items including bottles, cans, plastic, paper, cardboard, compostable items and green waste. Route
drivers are engaged in travelling to residential or commercial locations to pick up collection bins and dump
them into compactor trucks, which are subsequently transported to a landfill, transfer station or material
recovery facility for sorting.

Classification Analysis
Staff found that paper document shredding assigned to Classification 8264(1) represents a significant
service industry and reviewed whether this operation should be assigned to a separate and distinct new
classification with a unique four digit code. 10 Staff found that approximately half of the employers that
have payroll reported in Classification 8264(1) conduct mobile paper shredding or specialize in document

9

The impact on the remaining constituents of Classification 8265 is shown in Section VIII.
See Tables 2.1 to 2.5 in the Statistical Analysis section to review the data.

10
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destruction (Document Destruction subset), and the other half recycle paper and cardboard scraps at
fixed locations including yards (Paper Scrap subset).
Statistical Analysis
To assess whether a new classification should be established for employers that conduct paper
document destruction and mobile paper shredding, the WCIRB compared the average loss to payroll
ratios for the identified subsets of Classifications 8264(1) and 9403 based on 2018 Classification
Relativity data.
Table 2.1 depicts the Classification Relativity data for all employers that collect or purchase used paper,
bottles, rubber scraps and wiping rags, assigned to Classification 8264 as it is currently defined, at policy
year 2018 level.
Table 2.1: All Classification 8264
Classification Relativity Data at Policy Year 2018 Level
Year

Payroll

Losses

2011
2012
2013
2014

122,156,339
133,966,352
125,588,994
119,154,846
500,866,532

8,130,661
9,346,759
8,028,699
6,392,861
31,898,981

Loss to Payroll
Ratio
6.656
6.977
6.393
5.365

Four-Year Average Loss to Payroll Ratio:
Selected (Unlimited) Loss to Payroll Ratio:

6.369
8.207

Credibility
Indemnity
1.00

Medical
1.00

Table 2.2 depicts the Classification Relativity data for the Paper Scrap subset of Classification 8264(1)
that is comprised of employers that collect or purchase used or waste paper, cardboard or corrugated
stock for resale, at policy year 2018 level.
Table 2.2: Classification 8264(1) Paper Scrap Subset 11
Classification Relativity Data at Policy Year 2018 Level
Year

Payroll

Losses

2011
2012
2013
2014

62,947,864
67,860,585
73,444,883
69,853,807
274,107,138

4,886,209
4,882,344
4,648,023
3,795,098
18,211,673

Four-Year Average Loss to Payroll Ratio:

11

Loss to Payroll
Ratio
7.762
7.195
6.329
5.433

6.644 12

This classification includes a proportional allocation of residual data. See Appendix I for additional information.
Due to the allocation of the residual data at the aggregate level, the WCIRB could not provide the credibility for this subset.
However, before the residual was allocated, the data for the Paper Scrap subset of Classification 8264(1) was very credible at 92%
credibility for indemnity and 82% credibility for medical.

12
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Table 2.3 depicts the Classification Relativity data for the Document Destruction subset of Classification
8264(1) that is comprised of employers that conduct paper document destruction or mobile paper
shredding operations, at policy year 2018 level.
Table 2.3: Classification 8264(1) Document Destruction Subset 13
Classification Relativity Data at Policy Year 2018 Level
Year

Payroll

Losses

2013
2014

29,240,368
27,994,602
117,602,127

1,473,368
1,035,206
6,161,447

Loss to Payroll
Ratio
5.039
3.698

4.383 14

Two-Year Average Loss to Payroll Ratio:

As shown in Table 2.2, the loss to payroll ratio for the Paper Scrap subset is relatively similar to the loss
to payroll ratio for all of Classification 8264 (within 5%). However, Table 2.3 shows that the loss to payroll
ratio for the Document Destruction subset of Classification 8264(1) is significantly lower than that of both
Classification 8264 as a whole and the Paper Scrap subset. This result is consistent with the WCIRB’s
assessment that document destruction and mobile shredding operations have a different exposure as
compared to paper scrap recycling and other constituents of Classification 8264.
Table 2.4 depicts the Classification Relativity data for employers engaged in the collection of commercial
waste and the curbside collection of recyclables, assigned to Classification 9403 as it is currently defined,
at policy year 2018 level.
Table 2.4: Classification 9403
Classification Relativity Data at Policy Year 2018 Level
Year

Payroll

Losses

2013
2014

847,198,511
881,952,226
1,729,150,737

40,412,479
42,738,508
83,150,986

Loss to Payroll
Ratio
4.770
4.846

Two-Year Average Loss to Payroll Ratio:
Selected (Unlimited) Loss to Payroll Ratio:

4.809
5.793

Credibility
Indemnity
1.00

Medical
1.00

13

This classification includes a proportional allocation of residual data. See Appendix I for additional information.
Due to the allocation of the residual data at the aggregate level, the WCRIB could not provide the credibility for this subset.
However, before the residual was allocated, the data for the Document Destruction subset of Classification 8264(1) was relatively
credible at 65% credibility for indemnity and 58% credibility for medical.

14
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Table 2.5 depicts the Classification Relativity data for Classification 9403 when combined with the
Document Destruction subset of Classification 8264(1) at policy year 2018 level:
Table 2.5 Classifications 9403 and 8264(1) Document Destruction Subset
Classification Relativity Data at Policy Year 2018 Level
Year

Payroll

Losses

2013
2014

876,438,879
909,946,828
1,786,385,706

41,885,847
43,773,714
85,659,561

Loss to Payroll
Ratio
4.779
4.811

Two-Year Average Loss to Payroll Ratio:
Selected (Unlimited) Loss to Payroll Ratio:

4.795
5.787

Credibility
Indemnity
1.00

Medical
1.00

As shown in Table 2.5, the loss to payroll ratio for Classification 9403 was minimally affected when
combined with the mobile shredding and Document Destruction subset of Classification 8264(1), and is
fully credible for both indemnity and medical. The operations associated with the curbside collection of
refuse and recyclables is very similar to mobile paper document shredding operations, noting that both
operations typically consist of driving a truck equipped with a compactor or shredder on a route for the
purpose of collecting containerized refuse or recyclable materials. It should be noted that NCCI also
assigns mobile paper shredding to Classification 9403.
Impact Analysis
Table 2.6 depicts the impact on affected policyholders if Classification 9403 is combined with the mobile
shredding and paper Document Destruction subset of Classification 8264(1).
Table 2.6: Classification 9403 Combined with 8264(1) Document Destruction Subset
Comparison of Selected (Unlimited) Loss to Payroll Ratio at Policy Year 2018 Level
Classification 9403

Classifications 9403 and
8264(1) Document Destruction

Difference

5.793

5.787

-0.006 (0.10 %)

As shown in Table 2.6, the selected (unlimited) loss to payroll ratio for Classification 9403 would decrease
by 0.1% if its experience is combined with that of the subset of employers conducting document
destruction and mobile paper shredding from Classification 8264(1). 15
Finding
Based on staff’s review, the WCIRB determined:
1. Mobile paper shredding and document destruction operations are distinct and significant operations
within Classification 8264(1), Paper Stock Dealers – secondhand, and are operationally dissimilar
from the rest of the operations assigned to Classification 8264. Additionally, the historical loss to
payroll ratio for this group of employers is significantly lower than for the rest of Classification 8264.
The operations associated with the curbside collection of refuse and recyclables assigned to

15

The impact on the remaining constituents of Classification 8264 is shown in Sections VII and VIII.
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Classification 9403(1), Garbage or Refuse Collecting, are comparable to the mobile paper document
shredding operations assigned to Classification 8264(1) and have similar loss to payroll ratios.
Recommendation
Based on the findings, the WCIRB recommends the following:
1. Establish Classification 9403(3), Document Destruction – including mobile paper shredding, as part of
the Recycling and Refuse Management Industry Group, to apply to employers that conduct mobile
paper shredding and document destruction.

VII. Analysis of Classification 8264(4), Wiping Cloth or Rag Dealers
Description of Operations
Classification 8264(4), Wiping Cloth or Rag Dealers – including all laundry operations, applies to
employers that receive or purchase used clothing and cloth material which is subsequently sorted by
color, material type and grade. Used clothing that is in good condition may be sold to other dealers for
resale to be used as clothing; other low grade used clothing and cloth material is cut, laundered, bundled
and resold as wiping cloths or rag material.
Classification 8032, Stores – clothing, shoes, linens or fabric products – wholesale, applies to stores
engaged in the sale of clothing, shoes, linens and fabric products to other dealers for resale. This
classification includes employers that sell recycled or used clothing to secondhand dealers.
Classification Analysis
Only 11 employers have been assigned Classification 8264(4), which represents only a small portion of
the overall data for Classification 8264 and would not be statistically credible on its own. The operations
performed by these employers, including fabric cutting and laundering, are specific to handling clothing or
cloth goods, and are dissimilar to operations performed by other recyclable material dealers. Additionally,
because wiping cloth and rag dealers often sell some portion of the items handled as used clothing, there
has been confusion as to whether Classification 8032 or Classification 8264(4) applies to these
employers.
Statistical Analysis
To assess whether wiping cloth and rag dealers assigned to Classification 8264(4) should be combined
with the constituents of Classification 8032, the WCIRB compared the average loss to payroll ratios for
Classifications 8264(4) and 8032 based on 2018 Classification Relativity data.
Table 3.1 depicts the Classification Relativity data for employers that collect or purchase and resell wiping
cloths or rags assigned to Classification 8264(4) at policy year 2018 level.
Table 3.1: Classification 8264(4) without Residual 16
Classification Relativity Data at Policy Year 2018 Level

16

Year

Payroll

Losses

2010
2011
2012
2013
2014

2,690,365
2,833,447
3,085,861
2,597,672
3,866,744
15,074,090

31,665
113,831
82,904
244,965
430,699
904,064

See Appendix I for more information regarding residual allocation.
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5.997 17

Five-Year Average Loss to Payroll Ratio:

As shown in Table 3.1, the loss to payroll ratio for Classification 8264(4) is slightly higher than the loss to
payroll ratio for Classifications 8264(2) and 8264(3) (shown in Table 4.1).
Table 3.2 depicts the Classification Relativity data for employers that sell clothing, shoes, linens and
fabric products to other dealers for resale assigned to Classification 8032 at policy year 2018 level.
Table 3.2: Classification 8032
Classification Relativity Data at Policy Year 2018 Level
Year

Payroll

Losses

2013
2014

316,616,273
342,708,417
659,324,690

16,264,099
13,716,066
29,980,165

Loss to Payroll
Ratio
5.137
4.002

Two-Year Average Loss to Payroll Ratio:
Selected (Unlimited) Loss to Payroll Ratio:

4.547
5.393

Credibility
Indemnity
1.00

Medical
1.00

As shown in Table 3.2, the two-year average loss to payroll ratio of 4.547 is very similar to that of
Classification 8264(4), which is 5.997 (shown above in Table 3.1).
Table 3.3 depicts the Classification Relativity data for Classification 8032 when combined with
Classification 8264(4) at the policy year 2018 level.
Table 3.3: Classification 8032 Combined with 8264(4)
Classification Relativity Data at Policy Year 2018 Level
Year

Payroll

Losses

2013
2014

320,196,394
347,126,773
667,323,166

16,600,740
14,171,584
30,772,324

Loss to Payroll
Ratio
5.185
4.083

Two-Year Average Loss to Payroll Ratio:
Selected (Unlimited) Loss to Payroll Ratio:

4.611
5.476

Credibility
Indemnity
1.00

Medical
1.00

As shown in Table 3.3, the loss to payroll ratio for Classification 8032 only increases slightly when
combined with Classification 8264(4), and is fully credible for both indemnity and medical. The operations
associated with processing and selling wiping cloth and rag material is similar to that of wholesale clothing
stores, and dissimilar to other recycled material dealers.
17

Table 3.1 shows five years of data for Classification 8264(4) without residual allocation at policy year 2018 level for Classification
8264(4). The two-year average with the residual allocation had low credibility and the five years of data is more representative of the
experience for these constituents.
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Impact Analysis
Table 3.4 depicts the impact on affected Classification 8032 policyholders if Classification 8032 is
combined with Classification 8264(4).
Table 3.4: Classification 8032 Combined with 8264(4)
Comparison of Selected (Unlimited) Loss to Payroll Ratio at Policy Year 2018 Level
Classification 8032

Classification 8032
Combined with 8264(4)

Difference

5.393

5.476

+0.083 (1.54%)

As shown in Table 3.4, the Selected (Unlimited) Loss to Payroll Ratio for Classification 8032 would
increase by only 1.5% if the 8032 experience is combined with that of wiping cloth and rag dealers from
Classification 8264(4).
Table 3.5 depicts the impact on affected Classification 8264(4) policyholders if 8264(4) is eliminated and
its constituents are combined with Classification 8032.
Table 3.5: Classification 8032 Combined with 8264(4)
Comparison of Selected (Unlimited) Loss to Payroll Ratio at Policy Year 2018 Level
Classification 8264
(Eliminated)

Classification 8032
Combined with 8264(4)

Difference

8.207

5.476

-2.731 (-33.28%)

As shown in Table 3.5, the Selected (Unlimited) Loss to Payroll Ratio for Classification 8032 combined
with wiping cloth and rag dealers from Classification 8264(4) would be 33.28% lower than that of all of
Classification 8264, which would be eliminated. 18
Finding
Based on staff’s review, the WCIRB determined:
1. There are very few employers assigned to Classification 8264(4), Wiping Cloth or Rag Dealers, and
the experience of these employers has low statistical credibility. Additionally, the loss to payroll ratio
for this group of employers is slightly higher than the rest of Classification 8264. The operations
contemplated under Classification 8264(4) are comparable to the operations assignable to
Classification 8032, Stores – clothing, shoes, linens or fabric products – wholesale, and the loss to
payroll ratio for employers assigned to Classification 8264(4) is closer to that of Classification 8032.
Recommendation
Based on this finding, the WCIRB recommends the following:
1. Eliminate Classification 8264(4), Wiping Cloth or Rag Dealers, and assign its constituents to
Classification 8032, Stores – clothing, shoes, linens or fabric products – wholesale, and amend
Classification 8032 to include the purchasing, sorting, cutting, laundering, bundling and reselling of
wiping cloth or rag material.

18

The reassignment of the remaining constituents of Classification 8264, which is proposed to be eliminated, is explained in
Section VIII.
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VIII. Analysis of Recycled Material Dealers and Resource Recovery
Description of Operations
Classification 8264(2), Bottle Dealers – secondhand, applies to employers that receive or purchase, sort,
crush and resell recyclable glass bottles that are not California Redemption Value (CRV) beverage
containers.
Classification 8264(3), Rubber Stock Dealers – secondhand, applies to employers that receive or
purchase, sort, grind and resell recyclable rubber scrap material.
Classification 8265(2), Junk Dealers – N.O.C., applies to employers that purchase, sort, consolidate and
sell ferrous or nonferrous scrap metals in addition to glass, plastic, textiles, paper, rubber and other
miscellaneous secondhand recyclable materials.
Classification 9424, Garbage or Refuse Landfill, Transfer Station and Material Recovery Facility
Operations – all employees, applies to the operation of landfill, transfer station or material recovery
facilities that receive various garbage and waste materials from collection trucks or from customers, as
well as salvageable recyclable materials, including but not limited to aluminum, glass, paper, plastic and
scrap metals. The items are offloaded from the trucks onto a conveyer where they are sorted by material
type to maximize material recovery and minimize waste that is disposed of in landfills.
Classification 8847, Beverage Container Collection or Redemption, applies to firms engaged in collecting
aluminum, glass and plastic CRV beverage containers, and then selling them to processors to collect the
redemption value. These employers are Recycling Centers, Dropoff and Collection Programs that are
certified by the California Department of Resources Recycling and Recovery (CalRecycle). This
classification does not apply to redemption centers located at Processing Facilities; these operations are
assigned to Classification 8500. 19
Classification Analysis
Since 2010, Classification 8264(2) has been assigned to only three employers; in each case, the
classification was assigned by analogy, as the employer was handling recycled glass, but not glass
bottles. Only 14 employers have been assigned to Classification 8264(3), which is typically assigned to
employers that specialize in handling rubber products, including shredding and processing rubber tires.
The volume of experience for this subset is limited in comparison to the rest of Classification 8264 and
would not be statistically credible on its own.
Employers assigned to Classification 8265(2) have, at times, expressed concern with the terminology of
“Junk Dealer.” This classification has also been difficult to distinguish from Classifications 8265(1), Iron or
Steel Scrap Dealers, and 8500, Metal Scrap Dealers – nonferrous, for employers that handle a significant
amount of scrap metals as well as other miscellaneous recyclable raw materials. Currently, these
classifications do not provide direction as to the amount of scrap metals that must be handled in order to
determine which class applies. Employers that sell ferrous or nonferrous scrap metals that exceed 25% of
their gross receipts operate differently than those that sell little or no metal and primarily sell a variety of
miscellaneous recyclable materials.
19

CalRecycle defines a Processing Facility (PR) as follows: Processors buy empty beverage containers from certified recyclers,
dropoff or collection, community service and curbside programs. They pay these programs, at a minimum, the CRV payment plus
possibly a scrap price. In addition to buying materials from recyclers, processors prepare recyclable materials for sale to end-users
where recyclable materials are converted into new products. Beverage container beneficiating production plants, steel mills, and
fiberglass mills are examples of end users. As part of preparing beverage containers for market, processors may sort materials to
recover the largest amount of recyclable materials possible, potentially involving flattening, decontaminating, and baling. Processors
“cancel” the beverage containers, usually by altering the shape of the container so that they cannot be redeemed for CRV again. For
example, aluminum beverage containers may be canceled by shredding or densifying. Processors are not required to purchase all
container types. For instance, a processor may choose to accept only aluminum beverage containers and not accept glass or
plastic. Processors cannot pay CRV to the public unless the processor is also certified as a recycling center. This is dual
certification. When selling these canceled beverage containers and other recyclable materials to end users, the scrap value received
becomes the revenue for the processor.
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Currently, garbage or refuse landfills, transfer stations and material recovery facilities assigned to
Classification 9424 work to identify and recover as many recyclable materials as possible to reduce the
amount of waste that goes into the landfill, including the dismantling of electronic or non-electronic waste
products to allow for proper disposal. As such, the recovery, sorting and processing of recyclable
materials at material recovery facilities is very similar to the operations of the Salvage Material Dealers
classifications described in this study.
Classification 8847 has also been assigned to CRV beverage container recycling centers, certified by
CalRecycle, including those at garbage or refuse landfill, transfer station or material recovery facility
locations that are operated by the same employer. Staff reviewed the prevalence of these two operations
at a single location by manually reviewing Classification Inspection reports, and whether the operation of
a recycling center should be included in Classification 9424, Garbage or Refuse Landfill, Transfer Station
and Material Recovery Facility Operations, when operated by the same employer, noting that
Classification 9424 specifies that it applies to all employees and does not direct that recycling centers be
separately classified. Staff found that CRV beverage recycling centers are fairly common at facilities
assigned to Classification 9424 and represent a distinct and separate exposure, and should remain as a
separately classifiable operation at garbage or refuse landfill, transfer and material recovery facilities.
Statistical Analysis
To assess whether employers that handle various recycled and recovered materials should be
consolidated into one classification, the WCIRB compared the average loss to payroll ratios for the
identified subsets of Classifications 8264, Classification 8265(2) and Classification 9424 based on 2018
Classification Relativity data.
Table 4.1 depicts the Classification Relativity data for employers that collect or purchase used bottles and
rubber scraps assigned to Classifications 8264(2) and 8264(3) at policy year 2018 level.
Table 4.1: Classifications 8264(2) and 8264(3) 20
Classification Relativity Data at Policy Year 2018 Level
Year

Payroll

Losses

2011
2012
2013
2014

13,806,086
14,095,029
15,723,276
14,855,950
58,480,340

1,506,329
1,284,279
1,435,369
1,103,763
5,329,740

Four-Year Average Loss to Payroll Ratio:

Loss to Payroll
Ratio
10.911
9.112
9.129
7.430

9.114 21

As shown in Table 4.1, the data for Classifications 8264(2) and 8264(3) has a loss to payroll ratio that is
significantly higher than that of all of Classification 8264 (shown in Table 2.1) and the Paper Scrap and
Document Destruction subsets of Classification 8264(1) (shown in Tables 2.2 and 2.3).

20

This classification includes a proportional allocation of residual data. See Appendix I for additional information.
Due to the allocation of the residual data at the aggregate level, the WCIRB could not provide the credibility for this subset.
However, before the residual was allocated, the data for Classifications 8264(2) and 8264(3) was low in credibility at 50% credibility
for indemnity and 44% credibility for medical.

21
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Table 4.2 depicts the Classification Relativity data for employers that handle ferrous or nonferrous scrap
metals in addition to a miscellaneous line of secondhand materials, including but not limited to glass,
plastic, textiles, paper and rubber, assigned to Classification 8265(2) at policy year 2018 level:
Table 4.2: Classification 8265(2) 22
Classification Relativity Data at Policy Year 2018 Level
Year

Payroll

Losses

2011
2012
2013
2014

9,106,348
9,762,626
9,212,205
9,377,693
37,458,872

375,201
300,200
187,044
238,616
1,101,061

Loss to Payroll
Ratio
4.120
3.075
2.030
2.545

2.939 23

Four-Year Average Loss to Payroll Ratio:

As shown in Table 4.2, the loss to payroll ratio for Classification 8265(2) is significantly lower than the
loss to payroll ratio for Classifications 8265(1) and 8500 (shown in Tables 1.2 and 1.3) for employers that
primarily handle ferrous and nonferrous scrap metals.
Table 4.3 depicts the Classification Relativity data for garbage or refuse landfill, transfer station and
material recovery facility operations, assigned to Classification 9424 as it is currently defined, at policy
year 2018 level:
Table 4.3: Classification 9424
Classification Relativity Data at Policy Year 2018 Level
Year

Payroll

Losses

2011
2012
2013
2014

167,160,148
181,560,022
183,410,831
216,925,917
749,056,919

9,731,838
6,748,127
10,406,428
10,941,635
37,828,029

Loss to Payroll
Ratio
5.822
3.717
5.674
5.044

Four-Year Average Loss to Payroll Ratio:
Selected (Unlimited) Loss to Payroll Ratio:

5.050
6.159

Credibility
Indemnity
1.00

Medical
1.00

Table 4.4 depicts the Classification Relativity data for Classification 9424 when combined with
Classification 8265(2), the Paper Scrap subset of Classification 8264(1) and the employers that handle
recycled glass and rubber scraps assigned to Classifications 8264(2) and 8264(3) at policy year 2018
level. Each of these classifications and subsets are comprised of recyclable material recovery and
processing operations that are relatively similar.

22

This classification includes a proportional allocation of residual data. See Appendix I for additional information.
The loss to payroll ratio for the constituents assigned to Classification 8265(2) is significantly lower than that of other subsets
under review. Additionally, the credibility for this subset, before the allocation of residual data, was a relatively low credibility at 40%
credibility for indemnity and 35% credibility for medical.

23
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Table 4.4: Classifications 9424, 8265(2) and 8264(1) Paper Scrap Subset
and Classifications 8264(2) and 8264(3)
Classification Relativity Data at Policy Year 2018 Level
Year

Payroll

Losses

2011
2012
2013
2014

253,020,445
273,278,261
281,791,195
311,013,367
1,119,103,269

16,499,577
13,214,950
16,676,864
16,079,112
62,470,503

Loss to Payroll
Ratio
6.521
4.836
5.918
5.170

Four-Year Average Loss to Payroll Ratio:
Selected (Unlimited) Loss to Payroll Ratio:

5.582
6.977

Credibility
Indemnity
1.00

Medical
1.00

As shown in Table 4.4, the loss to payroll ratio for Classification 9424 when combined with Classification
8265(2), the Paper Scrap subset of Classification 8264(1), and Classifications 8264(2) and 8264(3) is
slighter higher than the loss to payroll ratio for Classification 9424, which is fully credible for both
indemnity and medical. However, these constituents are operationally similar and all handle a variety of
recovered recyclable materials.
Impact Analysis
Table 4.5 depicts the impact on policyholders assigned to Classification 9424 if Classification 9424 is
combined with Classification 8265(2), the Paper Scrap subset of Classification 8264(1) and the recycled
material dealers assigned to Classifications 8264(2) and 8264(3).
Table 4.5: Classification 9424 Combined with 8265(2),
8264(1) Paper Scrap Subset and Classifications 8264(2) and 8264(3)
Comparison of Selected (Unlimited) Loss to Payroll Ratio at Policy Year 2018 Level

Classification 9424

Classifications 9424
Combined with 8265(2) and
8264(1) Paper and 8264(2)(3)

Difference

6.159

6.977

+0.818 (13.28%)

As shown in Table 4.5, the Selected (Unlimited) Loss to Payroll Ratio for Classification 9424 would
increase by approximately 13% if the experience is combined with the experience of Classification
8265(2), the Paper Stock subset of Classification 8264(1), and Classifications 8264(2) and 8264(3).
Findings
Based on staff’s review, the WCIRB determined:
1. The loss to payroll ratio for Classification 8265(2), Junk Dealers, is significantly lower than that of
Classification 8265(1), Iron or Steel Scrap Dealers, and Classification 8500, Metal Scrap Dealers –
nonferrous. Employers assigned to Classification 8265(2) primarily handle a variety of miscellaneous
recyclable materials, as well as some ferrous or nonferrous metal scraps. Currently, the description for
Classification 8265(2) is ambiguous and does not provide direction as to how much metal can be
handled in order to differentiate these employers from those that primarily sell ferrous or nonferrous
scrap metals. The non-metal recyclable materials that are listed in Classification 8265(2), including
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glass, plastic, textiles, paper and rubber, are also listed in other Salvage Material Dealers
classifications. Additionally, employers assigned to Classification 8265(2) have, at times, expressed
dissatisfaction with the term “Junk Dealers.”
2. There are very few employers assigned to Classification 8264(2), Bottle Dealers, and 8264(3), Rubber
Stock Dealers, and the experience for these groups of employers has low statistical credibility.
Salvaged and recycled material dealers that handle a variety of materials, including but not limited to
paper, glass, plastic or rubber, which are currently described by multiple classifications, operate
similarly to transfer stations and material recovery facilities assigned to Classification 9424, Garbage
or Refuse Landfill, Transfer Station and Material Recovery Facility Operations, as they process
discarded or scrap materials for reuse and recycling.
3. The operations of the recycling and waste disposal industries are converging. Both industries are in
the business of recovering as many recyclable materials as possible to reduce waste.
4. Classification 8847, Beverage Container Collection or Redemption, does not apply to collection or
redemption of California Redemption Value beverage containers at certified Processing Facilities, and
the classification does not define Processing Facilities or provide direction as to how these operations
are classified when performed at certified Processing Facilities.
Recommendations
Based on the findings, the WCIRB recommends the following:
1. Rename the Salvage Material Dealers Industry Group to the Recycling and Refuse Management
Industry Group and amend the group to include the following classifications applicable to recycling
and refuse management: 9403(1), Garbage or Refuse Collecting, and 9424(1), Garbage or Refuse
Landfill, Transfer Station and Material Recover Facility Operations.
2. Eliminate Classification 8265(2), Junk Dealers, and assign its constituents to the newly established
Classification 9424(2), Recycled Material Dealers – N.O.C., as part of the Recycling and Refuse
Management Industry Group and as an alternate phraseology to Classification 9424(1), Garbage or
Refuse Landfill, Transfer Station and Material Recovery Facility Operations, to apply to employers
that purchase, sort or consolidate recovered recyclable materials for resale.
3. Eliminate Classifications 8264(1), Paper Stock Dealers – secondhand, 8264(2), Bottle Dealers –
secondhand, and 8264(3), Rubber Stock Dealers – secondhand, and assign their constituents, other
than mobile paper shredding and document destruction employers, to the newly established
Classification 9424(2), Recycled Material Dealers – N.O.C., as an alternate phraseology to 9424(1),
Garbage or Refuse Landfill, Transfer Station and Material Recovery Facility Operations.
4. Amend Classification 9424, Garbage or Refuse Landfill, Transfer Station and Material Recovery
Facility Operations, to apply to the disposal of medical waste, as well as green waste recycling
operations when conducted at garbage or refuse landfill, transfer station or material recovery facility
locations that are operated by the same employer, and direct that California Certified Recycling
Centers at garbage or refuse landfill, transfer station or material recovery facility locations that are
operated by the same employer should be separately classified.
5. Amend Classification 8847, Beverage Container Collection or Redemption, to clarify its intended
application and direct that the collection or redemption of California Redemption Value beverage
containers at certified Processing Facilities is assignable to Classification 8500, Metal Scrap Dealers
– ferrous or nonferrous.

52
WCIRB California

®

Classification and Rating Committee
Meeting Minutes for March 20, 2018

Appendix I
Table 1 depicts the Classification Relativity data for Classification 8847 as it is currently defined at policy
year 2018 level.
Table 1: Classification 8847
Classification Relativity Data at Policy Year 2018 Level
Year

Payroll

Losses

2010
2011
2012
2013
2014

67,906,672
78,533,465
75,029,375
77,519,248
71,525,105
370,513,866

5,523,953
6,213,237
4,563,398
6,163,832
3,926,633
26,391,053

Loss to Payroll
Ratio
8.135
7.912
6.082
7.951
5.490

Four-Year Average Loss to Payroll Ratio:
Selected (Unlimited) Loss to Payroll Ratio:

7.123
8.132

Credibility
Indemnity
1.00

Medical
0.94

Table 2.1 depicts the Classification Relativity data for the Residual of Classification 8265 for employers
whose operations were unable to be identified at policy year 2018 level.
Table 2.1: Classification 8265 Residual
Classification Relativity Data at Policy Year 2018 Level
Year

Payroll

Losses

2010
2011
2012
2013
2014

2,317,011
3,721,609
3,209,837
2,917,927
4,617,318
16,783,702

305,365
1,240,601
467,938w
256,873
316,630
2,587,406

Loss to Payroll
Ratio
13.179
33.335
14.578
8.803
6.857

Five-Year Average Loss to Payroll Ratio:
Selected (Unlimited) Loss to Payroll Ratio:

15.416
9.163

Credibility
Indemnity
0.27

Medical
0.24

The residual group in Table 2.1 represents that data that could not be sorted into either Classification
8265(1) or Classification 8265(2) because a WCIRB Inspection Report was not available or there was not
enough information online to make a determination. Additionally, it was noted that a significant portion of
this data is from temporary staffing agencies.
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Table 2.2 depicts the Classification Relativity data for Classification 8265(1) without the residual allocation
at policy year 2018 level.
Table 2.2: Classification 8265(1) without Residual
Classification Relativity Data at Policy Year 2018 Level
Year

Payroll

Losses

2010
2011
2012
2013
2014

60,815,089
62,480,265
58,856,437
45,548,648
33,212,465
260,912,903

2,543,104
2,051,305
2,660,750
1,346,090
2,092,719
10,693,970

Loss to Payroll
Ratio
4.182
3.283
4.521
2.955
6.301

Five-Year Average Loss to Payroll Ratio:
Selected (Unlimited) Loss to Payroll Ratio:

4.099
6.259

Credibility
Indemnity
0.82

Medical
0.72

Table 2.3 depicts the Classification Relativity data for Classification 8265(2) without the residual allocation
at policy year 2018 level.
Table 2.3: Classification 8265(2) without Residual
Classification Relativity Data at Policy Year 2018 Level
Year

Payroll

Losses

2010
2011
2012
2013
2014

8,179,869
8,573,818
9,303,326
8,794,675
8,716,995
43,568,684

586,841
197,682
233,242
150,288
193,309
1,361,363

Loss to Payroll
Ratio
7.174
2.306
2.507
1.709
2.218

Five-Year Average Loss to Payroll Ratio:
Selected (Unlimited) Loss to Payroll Ratio:
Credibility
Indemnity
0.40

Medical
0.35
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Table 3.1 depicts the Classification Relativity data for the Residual of Classification 8264 for employers
whose operations were unable to be identified at policy year 2018 level.
Table 3.1: Classification 8264 Residual
Classification Relativity Data at Policy Year 2018 Level
Year

Payroll

Losses

2010
2011
2012
2013
2014

11,850,316
16,016,321
22,931,883
30,276,015
16,998,958
98,073,494

1,503,010
1,865,960
2,373,324
2,825,158
764,858
9,332,310

Loss to Payroll
Ratio
12.683
11.650
10.349
9.331
4.499

Five-Year Average Loss to Payroll Ratio:
Selected (Unlimited) Loss to Payroll Ratio:

9.516
9.834

Credibility
Indemnity
0.61

Medical
0.54

The residual group in Table 3.1 represents the data that could not be sorted into any of the subsets within
Classification 8264 because a WCIRB Inspection Report was not available or there was not enough
information online to make a determination. Additionally, it was noted that a significant portion of this data
is from temporary staffing agencies.

Table 3.2 depicts the Classification Relativity data for the Paper Scrap subset of Classification 8264(1)
without residual allocation at policy year 2018 level.
Table 3.2: Classification 8264(1) Paper Scrap Subset without Residual
Classification Relativity Data at Policy Year 2018 Level
Year

Payroll

Losses

2010
2011
2012
2013
2014

52,580,009
53,447,668
54,258,374
55,486,448
59,770,753
275,543,251

4,505,803
3,779,401
3,474,590
2,972,260
3,341,417
18,073,471

Loss to Payroll
Ratio
8.569
7.071
6.404
5.357
5.590

Five-Year Average Loss to Payroll Ratio:
Selected (Unlimited) Loss to Payroll Ratio:
Credibility
Indemnity
0.92

Medical
0.82
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Table 3.3 depicts the Classification Relativity data for the Document Destruction subset of Classification
8264(1) without residual allocation at policy year 2018 level.
Table 3.3: Classification 8264(1) Document Destruction without Residual
Classification Relativity Data at Policy Year 2018 Level
Year

Payroll

Losses

2010
2011
2012
2013
2014

18,511,045
24,287,001
26,454,612
21,758,042
23,793,529
114,804,229

987,693
585,142
2,020,047
775,167
846,181
5,214,229

Loss to Payroll
Ratio
5.336
2.409
7.636
3.563
3.556

Five-Year Average Loss to Payroll Ratio:
Selected (Unlimited) Loss to Payroll Ratio:

4.542
6.600

Credibility
Indemnity
0.65

Medical
0.58

Table 3.4 depicts the Classification Relativity data for Classification 8264(4) without residual allocation at
policy year 2018 level.
Table 3.4: Classification 8264(4) without Residual
Classification Relativity Data at Policy Year 2018 Level
Year

Payroll

Losses

2010
2011
2012
2013
2014

2,690,365
2,833,447
3,085,861
2,597,672
3,866,744
15,074,090

31,665
113,831
82,904
244,965
430,699
904,064

Loss to Payroll
Ratio
1.177
4.017
2.687
9.430
11.139

Five-Year Average Loss to Payroll Ratio:
Selected (Unlimited) Loss to Payroll Ratio:
Credibility
Indemnity
0.29

Medical
0.26
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Table 3.5 depicts the Classification Relativity data for Classifications 8264(2) and 8264(3) without residual
allocation at policy year 2018 level.
Table 3.5: Classification 8264(2) and 8264(3) without Residual
Classification Relativity Data at Policy Year 2018 Level
Year

Payroll

Losses

2010
2011
2012
2013
2014

11,607,176
11,767,912
11,176,808
11,870,470
12,692,730
59,115,096

316,238
1,268,874
982,259
1,075,851
1,006,430
4,649,653

Loss to Payroll
Ratio
2.725
10.782
8.788
9.063
7.929

Five-Year Average Loss to Payroll Ratio:
Selected (Unlimited) Loss to Payroll Ratio:
Credibility
Indemnity
0.50

Medical
0.44
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Recommendation
Amend Part 3, Standard Classification System, Section VII, Standard Classifications, Rule 1,
Classification Section, Subrule a(14), Salvage Material Dealers, to rename the Salvage Material Dealers
Industry Group the Recycling and Refuse Management Industry Group.

PROPOSED

Section VII – Standard Classifications
1. Classification Section
This section contains an alphabetical listing of classifications that describe most occupations, employments, industries and businesses. The classifications are organized as follows:
a. Industry Groups
•
•
•

(14) Salvage Material DealersRecycling and Refuse Management
•
•
•

*

*

*

*

*

*

*

Recommendation
Amend Classification 8847, Beverage Container Collection or Redemption, which is part of the renamed
Recycling and Refuse Management Industry Group, to clarify its intended application and provide
direction as to how related operations shall be classified.
PROPOSED

SALVAGE MATERIAL DEALERSRECYCLING AND REFUSE MANAGEMENT
BEVERAGE CONTAINER COLLECTION OR REDEMPTION

8847

This classification applies to the operation of certified rRecycling cCenters, mobile recycling centersor Dropoff or cCollection pPrograms, forother than curbside collection programs, certified by
the California Department of Resources Recycling and Recovery and engaged in the collection
and redemption of California Redemption Value (CRV) beverage containers. This classification
does not apply to collection or redemption operations conducted at certified pProcessing fFacilities.
Collection or redemption of California Redemption Value (CRV) beverage containers at locations
certified as Processing Facilities by the California Department of Resources Recycling and Recovery shall be classified as 8500, Metal Scrap Dealers – ferrous or nonferrous.
The curbside collection of recyclables, including but not limited to beverage containers shall be
classified as 9403(1), Garbage or Refuse Collecting.

*

*

*

*

*
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Recommendation
Eliminate Classification 8264(2), Bottle Dealers, which is part of the Salvage Material Dealers Industry
Group, as the operations described by this classification are assignable to Classification 9424(2),
Recycled Material Dealers.

PROPOSED

SALVAGE MATERIAL DEALERS
BOTTLE DEALERS – secondhand

8264(2)

This classification applies to the purchasing, sorting, crushing and resale of glass originating
from glass bottles. This classification includes certified processing facilities that process glass
bottles.
This classification does not apply to handling scrap metal; refer to Classifications 8265(1), Iron
or Steel Scrap Dealers, or 8500, Metal Scrap Dealers.
The collection and redemption of California Redemption Value beverage containers at sites
other than processing facilities shall be classified as 8847, Beverage Container Collection or
Redemption.
The purchasing, sorting, consolidating and selling of ferrous or nonferrous scrap metals in addition to a miscellaneous line of secondhand materials, including but not limited to glass, plastic,
textiles, paper and rubber shall be classified as 8265(2), Junk Dealers.

*

*

*

*

*

*

*

Recommendation
Establish Classification 9403(3), Document Destruction – including mobile paper shredding, as part of the
Recycling and Refuse Management Industry Group, to apply to employers that conduct mobile paper
shredding and document destruction.
PROPOSED

RECYCLING AND REFUSE MANAGEMENT
DOCUMENT DESTRUCTION – including mobile paper shredding
This classification applies to the mobile collection of paper documents at customer locations for
secure destruction on a fee basis, including mobile paper document shredding and transport to
salvaged or recycled material dealers, transfer stations, material recovery facilities or disposal
sites.
Fixed locations (not mobile) where employers collect or purchase, sort, consolidate and sell recovered recyclable raw materials, including but not limited to glass, plastic, paper and rubber,
and where the sale of ferrous or nonferrous scrap metal does not equal or exceed 25% of gross
receipts shall be separately classified as 9424(2), Recycled Material Dealers.
Transfer station, material recovery facility or disposal site operations shall be separately classified as 9424(1), Garbage or Refuse Landfill, Transfer Station and Material Recovery Facility
Operations.
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The storage of paper documents on a fee basis shall be separately classified as 8292, Warehouses – general merchandise.
The pick-up or delivery of paper documents in connection with document storage operations
shall be separately classified as 7219, Trucking Firms.

*

*

*

*

*

*

*

Recommendation
Amend Classification 9403(1), Garbage or Refuse Collecting, to move this classification into the
Recycling and Refuse Management Industry Group and for consistency with other proposed changes.

PROPOSED

RECYCLING AND REFUSE MANAGEMENT
GARBAGE OR REFUSE COLLECTING

9403(1)

This classification applies to the collection of household and commercial waste and the curbside
collection of recyclables, including but not limited to beverage containers for transport to transfer
stations, material recovery facilities or disposal sites. This classification includes debris box,
trash bin and roll-off container rental services. Such services include the delivery and pick up of
debris boxes, bins and containers and the disposal of waste.
This classification includes the collection of hazardous materials for transport to disposal or
processing sites.
The operation of landfill disposal sites, transfer stations and material recovery facilities shall be
separately classified as 9424(1), Garbage or Refuse Landfill, Transfer Station and Material
Recovery Facility Operations.

*

*

*

*

*
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Recommendation
Amend Classification 9424, Garbage or Refuse Landfill, Transfer Station and Material Recover Facility
Operations, to move this classification into the Recycling and Refuse Management Industry Group, to
clarify its application to the disposal of medical waste, as well as green waste recycling operations when
conducted at garbage or refuse landfill, transfer station or material recovery facility locations that are
operated by the same employer, and direct that California Certified Recycling Centers at garbage or
refuse landfill, transfer station or material recovery facility locations that are operated by the same
employer should be separately classified.

PROPOSED

RECYCLING AND REFUSE MANAGEMENT
GARBAGE OR REFUSE LANDFILL, TRANSFER STATION AND MATERIAL RECOVERY
FACILITY OPERATIONS – all employees
This classification applies to employers that receive, sort and consolidate garbage, refuse,
waste or recyclable materials, primarily (more than 50% of gross receipts) for fee based
disposal. This classification includes gate attendants and cashiers who receive payments from
customers. This classification also applies to the disposal of medical waste.
This classification also applies to dismantling electronic or non-electronic waste products to
allow for proper disposal.
This classification shall include gate attendants and cashiers who receive payments from
customersalso applies to the processing of green waste, including but not limited to grass
clippings, leaves, weeds, tree trimmings and similar yard waste at garbage or refuse landfill,
transfer station or material recovery facility locations that are operated by the same employer.
The collection of household and commercial waste and the curbside collection of recyclables,
including but not limited to beverage containers for transport to transfer stations, material
recovery facilities or disposal sites shall be separately classified as 9403(1), Garbage or Refuse
Collecting.
Recycling Centers, Dropoff or Collection Programs other than curbside collection, certified by
the California Department of Resources Recycling and Recovery, engaged in the collection and
redemption of California Redemption Value (CRV) beverage containers shall be separately
classified as 8847, Beverage Container Collection or Redemption.

*

*

*

*

*
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Recommendation
Eliminate Classification 8265(1), Iron or Steel Scrap Dealers, which is part of the Salvage Material
Dealers Industry Group, as the operations described by this classification are assignable to Classification
8500, Metal Scrap Dealers.

PROPOSED

SALVAGE MATERIAL DEALERS
IRON OR STEEL SCRAP DEALERS

8265(1)

This classification applies to the purchasing, sorting, consolidating and selling of ferrous scrap
metal, including but not limited to steel and iron beams, pipe, rebar, sheet metal, plate stock and
heavy tubing.
Dealers of nonferrous and stainless steel scrap metal shall be classified as 8500, Metal Scrap
Dealers.
Dealers in new metal shall be classified as 8106, Iron or Steel Merchants.
The purchasing, sorting, consolidating and selling of ferrous or nonferrous scrap metals in addition to a miscellaneous line of secondhand materials, including but not limited to glass, plastic,
textiles, paper and rubber shall be classified as 8265(2), Junk Dealers.
Wrecking or salvaging shall be separately classified.

*

*

*

*

*

*

*

Recommendation
Eliminate Classification 8265(2), Junk Dealers, which is part of the Salvage Material Dealers Industry
Group, as the operations described by this classification are assignable to Classification 9424(2),
Recycled Material Dealers.
PROPOSED

SALVAGE MATERIAL DEALERS
JUNK DEALERS – N.O.C.

8265(2)

This classification applies to the purchasing, sorting, consolidating and selling of ferrous or nonferrous scrap metals in addition to a miscellaneous line of secondhand materials, including but
not limited to glass, plastic, textiles, paper and rubber.
This classification also applies to the dismantling of electronic waste to obtain recyclable materials for sale.
Dismantling electronic or non-electronic waste products to allow for proper disposal shall be
classified as 9424, Garbage or Refuse Landfill, Transfer Station and Material Recovery Facility
Operations.
Also refer to Classifications 8265(1), Iron or Steel Scrap Dealers, and 8500, Metal Scrap
Dealers.
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Wrecking or salvaging shall be separately classified.

*

*

*

*

*

*

*

Recommendation
Amend Classification 8500, Metal Scrap Dealers, which is part of the renamed Recycling and Refuse
Management Industry Group, to include the purchase, sorting, consolidation and sale of both ferrous and
nonferrous scrap metals, provided metal sales equal or exceed 25% of gross receipts, clarify its intended
application and provide direction as to how related operations should be classified.

PROPOSED

SALVAGE MATERIAL DEALERSRECYCLING AND REFUSE MANAGEMENT
METAL SCRAP DEALERS – ferrous or nonferrous

8500

This classification applies to theemployers that purchasinge, sorting, consolidatinge and selling
offerrous or nonferrous scrap metal, including but not limited to steel, iron, stainless steel, aluminum, copper, brass, tin, lead and precious metals, provided the sale of metal equals or exceeds
25% of gross receipts. This classification includes certifiedalso applies to pProcessing fFacilities
certified by the California Department of Resources Recycling and Recovery that process aluminumCalifornia Redemption Value (CRV) beverage containers.
Dealers of ferrous scrapnew metals shall be classified as 8265(1)8106, Iron or Steel ScrapMetal
Stock Dealers – ferrous or nonferrous.
Dismantling electronic or non-electronic waste products to allow for proper disposal shall be
classified as 9424(1), Garbage or Refuse Landfill, Transfer Station and Material Recovery Facility Operations.
The purchasing, sorting, consolidating and selling of ferrous or nonferrous scrap metals in addition to a miscellaneous line of secondhand materialsFixed locations (not mobile) where employers collect or purchase, sort, consolidate and sell recovered recyclable raw materials, including
but not limited to glass, plastic, textiles, paper and rubber, and where the sale of ferrous or nonferrous scrap metal does not equal or exceed 25% of gross receipts shall be classified as
82659424(2), JunkRecycled Material Dealers.
The collection and redemption of California Redemption Value beverage containers at sites other than certified pProcessing fFacilities shall be classified as 8847, Beverage Container Collection or Redemption.
Wrecking or demolition work at outside locations shall be separately classified.

*

*

*

*

*
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Recommendation
Eliminate Classification 8264(1), Paper Stock Dealers, which is part of the Salvage Material Dealers
Industry Group, as the operations described by this classification, are assignable to either Classification
9424(2), Recycled Material Dealers or Classification 9403(3), Document Destruction.

PROPOSED

SALVAGE MATERIAL DEALERS
PAPER STOCK DEALERS – secondhand

8264(1)

This classification applies to the purchasing, baling and resale of paper, cardboard and corrugated stock, and includes mobile paper shredding services.
This classification does not apply to handling scrap metal; refer to Classifications 8265(1), Iron
or Steel Scrap Dealers, or 8500, Metal Scrap Dealers.
The collection and redemption of California Redemption Value beverage containers at sites
other than processing facilities shall be classified as 8847, Beverage Container Collection or
Redemption.
The purchasing, sorting, consolidating and selling of ferrous or nonferrous scrap metals in addition to a miscellaneous line of secondhand materials, including but not limited to glass, plastic,
textiles, paper and rubber shall be classified as 8265(2), Junk Dealers.

*

*

*

*

*

*

*

Recommendation
Establish Classification 9424(2), Recycled Material Dealers – N.O.C., as part of the Recycling and Refuse
Management Industry Group, to apply to employers that purchase, sort or consolidate recovered
recyclable materials for resale.

PROPOSED

RECYCLING AND REFUSE MANAGEMENT
RECYCLED MATERIAL DEALERS – N.O.C.

9424(2)

This classification applies to fixed locations (not mobile) where employers collect, purchase, sort
or consolidate recovered recyclable materials for resale, including but not limited to glass, plastic, paper, cardboard, corrugated stock and rubber, and where the sale of ferrous or nonferrous
scrap metal does not equal or exceed 25% of gross receipts.
Dealers of ferrous or nonferrous scrap metal, including salvaged or recycled material dealers
where the sale of scrap metal equals or exceeds 25% of gross receipts, shall be classified as
8500, Metal Scrap Dealers.
Employers that receive or purchase, sort, cut, launder, bundle and resell wiping cloth or rag material shall be classified as 8032, Stores – clothing, shoes, linens or fabric products – wholesale.
Employers that receive, sort or consolidate garbage, refuse, waste or recyclable materials, primarily (more than 50% of gross receipts) for fee based disposal shall be classified as 9424(1),
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Garbage or Refuse Landfill, Transfer Station and Material Recovery Facility Operations.
Mobile collection and secure destruction of paper documents, including mobile paper shredding
at customer locations shall be separately classified as 9403(3), Document Destruction.
Recycling Centers, Dropoff or Collection Programs other than curbside collection, certified by
the California Department of Resources Recycling and Recovery, engaged in the collection and
redemption of California Redemption Value (CRV) beverage containers shall be separately
classified as 8847, Beverage Container Collection or Redemption.

*

*

*

*

*

*

*

Recommendation
Eliminate Classification 8264(3), Rubber Stock Dealers, which is part of the Salvage Material Dealers
Industry Group, as the operations described by this classification are assignable to Classification 9424(2),
Recycled Material Dealers.

PROPOSED

SALVAGE MATERIAL DEALERS
RUBBER STOCK DEALERS – secondhand

8264(3)

This classification applies to the purchasing, sorting, grinding and resale of scrap rubber
material.
This classification does not apply to the manufacture of rubber or rubber products.
This classification does not apply to handling scrap metal; refer to Classifications 8265(1), Iron
or Steel Scrap Dealers, or 8500, Metal Scrap Dealers.
The purchasing, sorting, consolidating and selling of ferrous or nonferrous scrap metals in addition to a miscellaneous line of secondhand materials, including but not limited to glass, plastic,
textiles, paper and rubber shall be classified as 8265(2), Junk Dealers.

*

*

*

*

*
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Recommendation
Eliminate Classification 8264(4), Wiping Cloth or Rag Dealers, which is part of the Salvage Material
Dealers Industry Group, as the operations described by this classification are assignable to Classification
8032, Stores – clothing, shoes, linens or fabric products – wholesale.

PROPOSED

SALVAGE MATERIAL DEALERS
WIPING CLOTH OR RAG DEALERS – including all laundry operations

8264(4)

This classification applies to the purchasing, sorting, cutting, laundering, bundling and resale of
wiping cloth or rag material.
This classification does not apply to handling scrap metal; refer to Classifications 8265(1), Iron
or Steel Scrap Dealers, or 8500, Metal Scrap Dealers.
The purchasing, sorting, consolidating and selling of ferrous or nonferrous scrap metals in addition to a miscellaneous line of secondhand materials, including but not limited to glass, plastic,
textiles, paper and rubber shall be classified as 8265(2), Junk Dealers.

*

*

*

*

*

*

*

Recommendation
Amend Classification 8232(3), Fuel and Material Dealers, to provide direction as to how related
operations should be classified.

PROPOSED

FUEL AND MATERIAL DEALERS – N.O.C. – including counterpersons
This classification applies to dealers of solid combustible fuel materials, including but not limited
to coal, charcoal, firewood, bark, sawdust and wood chips. This classification also applies to
dealers of soil amendments, including but not limited to compost and green waste materials, including incidental composting.
The processing of green waste, including but not limited to grass clippings, leaves, weeds, tree
trimmings and similar yard waste at garbage or refuse landfill, transfer station or material recovery facility locations that are operated by the same employer shall be classified as 9424(1), Garbage or Refuse Landfill, Transfer Station and Material Recovery Facility Operations.
The manufacturing or blending of bark, sawdust, compost, wood chips and other soil amendments that include manure or other animal by-products shall be classified as 4665, Rendering or
Fertilizer Mfg.
The wholesale distribution of gasoline, oil, propane or other types of petroleum products shall be
classified as 8350, Gasoline or Oil Dealers.
The manufacture of wood chips for sale to co-generation plants shall be classified as 2710(2),
Log Chipping.
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Commercial lumberyards shall be classified as 8232(1), Lumberyards.
The sale of building materials, including secondhand building materials, shall be classified as
8232(2), Building Material Dealers.

*

*

*

*

*

*

*

Recommendation
Amend Classification 8106, Iron or Steel Merchants, to clarify its intended application and provide
direction as to how related operations should be classified.

PROPOSED

IRON OR STEEL MERCHANTSMETAL STOCK DEALERS – not junk dealers or iron or steelferrous or nonferrous – not metal scrap dealers
This classification applies to the sale of new ferrous or nonferrous metal stock, including but not
limited to iron, steel, aluminum, brass and bronze. This classification also applies to the sale of
load bearing metal wire rope or cable. This classification includes incidental cutting, shearing,
slitting, bending and straightening that is performed in connection with metal sales.
The fabrication of structural iron or steel components shall be classified as 3030, Iron or Steel
Works – structural.
The fabrication of non-structural architectural or ornamental iron, steel, brass or bronze items
shall be classified as 3040, Iron or Steel Works – non-structural.
Dealers of ferrous scrap metal shall be classified as 8265(1), Iron or Steel Scrap Dealers.
Dealers of ferrous, nonferrous or stainless steel scrap metals shall be classified as 8500, Metal
Scrap Dealers.
Dealers of ferrous or nonferrous scrap metals in addition to a miscellaneous line of
secondhandFixed locations (not mobile) where employers collect or purchase, sort, consolidate
and sell recovered recyclable raw materials, including but not limited to glass, plastic, textiles,
paper and rubber, and where the sale of ferrous or nonferrous scrap metal does not equal or
exceed 25% of gross receipts shall be classified as 82659424(2), JunkRecycled Material Dealers.

*

*

*

*

*
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Recommendation
Amend Classification 1438, Smelting, Sintering, Refining or Alloying, for consistency with other proposed
changes.

PROPOSED

SMELTING, SINTERING, REFINING OR ALLOYING – metals – not lead – N.O.C.

1438

This classification applies to the extraction, purification, refining or alloying of metals, including
but not limited to gold, silver, tin, zinc, aluminum, calcium carbide, brass, bronze and copper (not
lead) using metallurgical processes, such as heating, cooling, exposure to chemicals or
electrolytes and compression. This classification includes the pouring of molten metals to
produce ingots.
The manufacture, alloying, sintering, refining or recovery of lead shall be classified as 3647(2),
Lead Mfg., Reclaiming or Alloying.
The dismantling of electronic waste to obtain recyclable materials for sale shall be classified as
8265(2), Junk Dealers.

*

*

*

*

*

*

*

Recommendation
Amend Classification 8032, Stores – clothing, shoes, linens or fabric products – wholesale, which is part
of the Stores Industry Group, to include the purchasing, sorting, cutting, laundering, bundling and
reselling of wiping cloth or rag material.

PROPOSED

STORES
STORES – clothing, shoes, linens or fabric products – wholesale

8032

This classification applies to wholesale stores engaged in the sale of clothing, shoes, linens and
fabric products, including but not limited to curtains and draperies.
This classification also applies to employers that do not manufacture but prepare clothing for
display and sale by sewing in labels, tagging, pressing, placing on hangers or packaging for
clothing retailers on a fee basis.
This classification also applies to employers that receive or purchase, sort, cut, launder, bundle
and resell wiping cloth or rag material.
Retail clothing stores shall be classified as 8008, Stores – clothing, shoes, linens or fabric products – retail.
Clothing manufacturing shall be classified as 2501(1), Clothing Mfg. Clothing manufacturers include employers who design garments, even if some or all of the production sewing or assembling operations are subcontracted.

*

*

*

*

*
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Recommendation
Amend the cross-reference to Classification 8847, Beverage Container Collection or Redemption, for
consistency with other proposed changes.

PROPOSED

BEVERAGE CONTAINER COLLECTION OR REDEMPTION
See Salvage Material DealersRecycling and Refuse Management.

*

*

*

*

*

*

*

Recommendation
Eliminate the cross-reference to Classification 8264(2), Bottle Dealers, for consistency with other
proposed changes.

PROPOSED

BOTTLE DEALERS – secondhand
See Salvage Material Dealers.

*

*

*

*

*

*

*

Recommendation
Establish a cross-reference to Classification 9403(3), Document Destruction, for consistency with other
proposed changes.

PROPOSED

DOCUMENT DESTRUCTION – including mobile paper shredding
See Recycling and Refuse Management.

*

*

*

*

*
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Recommendation
Establish a cross-reference to Classification 9403(1), Garbage or Refuse Collecting, for consistency with
other proposed changes.

PROPOSED

GARBAGE OR REFUSE COLLECTING
See Recycling and Refuse Management.

*

*

*

*

*

*

*

Recommendation
Establish a cross-reference to Classification 9424(1), Garbage or Refuse Landfill, Transfer Station and
Material Recover Facility Operations, which is part of the Recycling and Refuse Management Industry
Group, for consistency with other proposed changes.

PROPOSED

GARBAGE OR REFUSE LANDFILL, TRANSFER STATION AND MATERIAL RECOVERY
FACILITY OPERATIONS
See Recycling and Refuse Management.

*

*

*

*

*

*

*

Recommendation
Eliminate the cross-reference to Classification 8265(1), Iron or Steel Scrap Dealers, for consistency with
other proposed changes.

PROPOSED

IRON OR STEEL SCRAP DEALERS
See Salvage Material Dealers.

*

*

*

*

*
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Recommendation
Eliminate the cross-reference to Classification 8265(2), Junk Dealers, for consistency with other proposed
changes.

PROPOSED

JUNK DEALERS
See Salvage Material Dealers.

*

*

*

*

*

*

*

Recommendation
Amend the cross-reference to Classification 8500, Metal Scrap Dealers, for consistency with other
proposed changes.

PROPOSED

METAL SCRAP DEALERS
See Salvage Material DealersRecycling and Refuse Management.

*

*

*

*

*

*

*

Recommendation
Eliminate the cross-reference to Classification 8264(1), Paper Stock Dealers – secondhand, for
consistency with other proposed changes.

PROPOSED

PAPER STOCK DEALERS – secondhand
See Salvage Material Dealers.

*

*

*

*

*
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Recommendation
Establish a cross-reference to Classification 9424(2), Recycled Material Dealers – N.O.C., which is part of
the Recycling and Refuse Management Industry Group, for consistency with other proposed changes.

PROPOSED

RECYCLED MATERIAL DEALERS – N.O.C.
See Recycling and Refuse Management.

*

*

*

*

*

*

*

Recommendation
Eliminate the cross-reference to Classification 8264(3), Rubber Stock Dealers, for consistency with other
proposed changes.

PROPOSED

RUBBER STOCK DEALERS – secondhand
See Salvage Material Dealers.

*

*

*

*

*

*

*

Recommendation
Eliminate the cross-reference to Classification 8264(4), Wiping Cloth or Rag Dealers, for consistency with
other proposed changes.

PROPOSED

WIPING CLOTH OR RAG DEALERS
See Salvage Material Dealers.

*

*

*

*

*
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Recommendation
Amend Section VIII, Abbreviated Classifications – Numeric Listing, for consistency with other proposed
changes.

PROPOSED

Section VIII – Abbreviated Classifications – Numeric Listing
•
•
•
8106
•
•
•
8264(1)
8264(2)
8264(3)
8264(4)
•
•
•
8265(1)
8265(2)
•
•
•
9403(3)
•
•
•
9424(1)
9424(2)
•
•
•

Iron/Steel MerchantsMetal Stock Dealers

Paper Stock Dealers
Bottle Dealers
Rubber Stock Dealers
Wiping Cloth/Rag Dealers

Iron/Steel Scrap Dealers
Junk Dealers

Document Destruction

Garbage/Transfer Station/Mat Recovery
Recycled Material Dealers

*

*

*

*

*
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Item III-D
Payroll — Remuneration: Equity-Based Compensation Plans Study
The Committee was advised that WCIRB staff led a multi-jurisdictional working group, including the
National Council on Compensation Insurance (NCCI) and the other independent rating organizations, to
review payroll as the basis of premium for workers’ compensation insurance. The goals of this group were
to ensure that the payroll reported for workers’ compensation purposes (1) provides a basis of exposure
that is reasonably correlated with the losses expected to emerge, (2) mitigates the risk of potential
manipulation and (3) can be reasonably and efficiently audited by insurers.
The WCIRB performed a comprehensive study of equity-based compensation to help assure consistency
in the data submitted to the WCIRB and used in experience rating and pure premium ratemaking. The
recommendations in this study reflect the consensus of the multi-jurisdictional working group with respect
to the most appropriate treatment of equity-based compensation plans from a national perspective.
Equity-based compensation plans are increasingly common forms of compensation in certain industries in
California and can result in significant fluctuations in an employee’s payroll from year-to-year that may not
necessarily correlate with fluctuations in the underlying exposure for workers’ compensation losses. The
California Workers’ Compensation Uniform Statistical Reporting Plan—1995 (USRP) currently provides
limited information regarding the reporting of equity-based compensation. Although the USRP currently
references Profit Sharing and Stock Option and Stock Purchase Plans, it does not specifically address
other forms of equity-based compensation.
Based on its review of the characteristics of equity-based compensation plans, WCIRB staff determined:
1. The USRP currently provides limited information regarding the reporting of equity-based
compensation. Clear and uniform rules regarding the reporting of equity-based compensation based
on a consensus view developed by the multi-jurisdictional working group can provide clarity to all
stakeholders and promote consistent reporting practices nationwide.
2. Equity-based compensation that is paid on a scheduled or annual basis, or based on the
achievement of performance goals or milestone anniversaries, can represent a recurring portion of an
employee’s overall compensation and is therefore a reasonable proxy for workers’ compensation
exposure and should be included as reportable remuneration.
3. Payment of equity-based compensation due to accelerated cliff vesting triggered by an Initial Public
Offering (IPO) of stock or a change in majority ownership, results in typically infrequent, non-recurring
events that can produce very large increases in payroll that can result in volatility in reported payrolls
from year to year without similar shifts in underlying loss exposure. These amounts are not a regular
or recurring portion of an employee’s overall compensation and are therefore not a reasonable proxy
for workers’ compensation exposure during an individual policy period and should not be included as
reportable remuneration.
4. Employee payroll-based contributions to fund equity-based compensation plans are similar to
employee payroll-based contributions to fund pensions or deferred compensation plans and should
be included as reportable remuneration.
5. Employer contributions to stock purchase plans and discounts on the purchase of stock are currently
excluded from reportable remuneration. The existing rules do not address payments by the employer
in connection with an employee’s cashless exercise of stock options, which are taxable income and
should be included as reportable remuneration. The existing rules could also be clarified to
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specifically reference employer contributions to Qualified or Non-Qualified Employee Stock Purchase
Plans (ESPP).
In view of the above, the WCIRB recommended the following:
1. Establish a new Subrule in Part 3, Section V, Rule 1, Payroll – Remuneration, (Rule 1) to reference
equity-based compensation plans (other than stock options and stock purchase plans); direct that the
amount by which an employee’s salary is reduced to contribute to an equity-based compensation
plan be included as reportable remuneration; and direct that equity-based compensation payments be
included as reportable remuneration at the time of vesting, except for payments made due to
accelerated cliff vesting triggered by an Initial Public Offering (IPO) of stock, or a change in majority
ownership.
2. Amend the USRP, Appendix II, Payroll/Remuneration Table, to add an entry for reporting payroll for
equity-based compensation plans (other than stock options and stock purchase plans); direct that the
amount by which an employee’s salary is reduced to contribute to an equity-based compensation
plan be included as reportable remuneration; and direct that equity-based compensation payments be
included as reportable remuneration at the time of vesting, except for payments made due to
accelerated cliff vesting triggered by an Initial Public Offering (IPO) of stock, or a change in majority
ownership.
3. Amend Part 3, Section V, Payroll – Remuneration, Rule 1, Payroll – Remuneration, Rule 1, Subrule f,
Employer Contributory Payments, to direct that employer payments in connection with an employee’s
cashless exercise of stock options are included as reportable remuneration and for consistency with
other remuneration reporting rules.
4. Amend Part 3, Section V, Payroll – Remuneration, Rule 1, Subrule g, Salary Reduction and Cafeteria
Benefit Plans, to include stock options, ESPPs and equity-based compensation plans.
5. Establish a new Subrule in Part 3, Section V, Rule 1, Payroll – Remuneration, to direct that the
amount by which an employee’s salary is reduced to contribute to the purchase of stock options or
ESPPs be included as reportable remuneration, employer contributions or stock discount amounts
not be included as reportable remuneration, and payments by an employer in connection with an
employee’s cashless exercise of stock options be included as reportable remuneration.
6. Amend the Stock Option Plans entry in Appendix II, Payroll/Remuneration Table, to clarify that the
amount by which an employee’s salary is reduced to contribute to the purchase of stock be included
as reportable remuneration, employer contributions or stock discount amounts not be included as
reportable remuneration, and payments by an employer in connection with an employee’s cashless
exercise of stock options be included as reportable remuneration.
7. Amend the Stock Purchase Plans entry in Appendix II, Payroll/Remuneration Table, to clarify that the
amount by which an employee’s salary is reduced to contribute to the purchase of ESPPs be included
as reportable remuneration and for consistency with other remuneration reporting rules.
8. Amend the Profit Sharing entry in Appendix II, Payroll/Remuneration Table, to clarify that employer
contributions to purchase an ESPP not be included as reportable remuneration.
Following staff’s presentation, a Committee member requested clarification about what constitutes a
change in majority ownership with regard to accelerated cliff vesting events, as well as the meaning of
deferred compensation and how it is treated under the proposals. Staff advised that a change in majority
ownership refers to a greater than fifty-percent change, which would occur when the owner(s) prior to the
change own less than a one-half interest after the change. Staff also clarified the meaning of deferred
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compensation and when it is recognized as remuneration. WCIRB staff agreed to add additional clarifying
changes to the Study and Proposed Changes consistent with the Committee’s discussion and agreed to
provide these revisions to the Committee following the meeting for review and final approval. Finally, the
Committee discussed the likely impact of the proposed changes on premium audits and WCIRB staff
explained that the proposed changes generally clarify the types of remuneration that are already intended
under existing rules to be reported as remuneration in California and, to the extent practical, align
workers’ compensation remuneration with taxable payroll to minimize the complexity of premium audits.
Following the Committee’s discussion, a motion was made, seconded and unanimously approved to
include the proposed changes in the January 1, 2019 Regulatory Filing, subject to the Committee’s
acceptance of staff’s further revisions. The Committee agreed that if the Committee members had
significant concerns with the updated Study and proposed rule changes discussed above, the Study
would be referred back to the Committee for further discussion at the next meeting.1

1

Following the Committee meeting, the Study and proposed rules were updated to reflect the Committee’s feedback and copies of
the revisions were provided to the Committee members for review and approval. The Committee members agreed that the attached
revisions accurately reflected the Committee’s feedback and should be included in the January 1, 2019 Regulatory Filing.
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Payroll — Remuneration: Equity-Based Compensation Plans Study
California Workers’ Compensation Uniform Statistical Reporting Plan—1995
Part 3, Standard Classification System, Section V, Payroll – Remuneration, Rule 1, Payroll –
Remuneration, and Appendix II, Payroll/Remuneration Table

Executive Summary
Objective
The California Workers’ Compensation Uniform Statistical Reporting Plan—1995 (USRP)1 defines
reportable remuneration and includes numerous provisions for adjusting, limiting or excluding specific
forms of compensation.
WCIRB staff led a multi-jurisdictional working group, including the National Council on Compensation
Insurance (NCCI) and the other independent rating organizations, to review payroll as the basis of
premium for workers’ compensation insurance. The goals of this group were to ensure that the payroll
reported for workers’ compensation purposes (1) provides a basis of exposure that is reasonably
correlated with the losses expected to emerge, (2) mitigates the risk of potential manipulation and (3) can
be reasonably and efficiently audited by insurers. As part of this review, the WCIRB performed a
comprehensive study of equity-based compensation2 to help assure consistency in the data submitted to
the WCIRB and used in experience rating and pure premium ratemaking.
Equity-based compensation is defined by the Internal Revenue Service as any compensation paid that is
based on the value of ownership shares or specified stock, regardless of whether there is an actual
transfer of equity. Examples of equity-based compensation include but are not limited to Stock Transfers,
Stock Options, Stock Warrants, Restricted Stock, Restricted Stock Units, Phantom Stock Plans and Stock
Appreciation Rights. Equity-based compensation plans are increasingly common forms of compensation
in certain industries in California and can result in significant fluctuations in an employee’s payroll from
year-to-year that may not necessarily correlate with fluctuations in the underlying exposure for workers’
compensation losses. The USRP currently provides limited information regarding the reporting of equitybased compensation. Although the USRP currently references Profit Sharing and Stock Option and Stock
Purchase Plans, it does not specifically address other forms of equity-based compensation.
The recommendations in this Study reflect the consensus of the multi-jurisdictional working group as to
the most appropriate treatment of equity-based compensation plans from a national perspective.
Findings
Based on its review of the characteristics of equity-based compensation plans, WCIRB staff determined:
1. The USRP currently provides limited information regarding the reporting of equity-based
compensation. Clear and uniform rules regarding the reporting of equity-based compensation based
on a consensus view developed by the multi-jurisdictional working group can provide clarity to all
stakeholders and promote consistent reporting practices nationwide.
2. Equity-based compensation that is paid on a scheduled or annual basis, or based on the
achievement of performance goals or milestone anniversaries, can represent a recurring portion of an
employee’s overall compensation and is therefore a reasonable proxy for workers’ compensation
exposure and should be included as reportable remuneration.

1

See Part 3, Standard Classification System, Section V, Payroll – Remuneration, Rule 1, Payroll – Remuneration, and Appendix II,
Payroll/Remuneration Table, of the USRP (“Rule 1” and “Appendix II”).
2 Also known as share-based compensation or stock compensation.
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3. Payment of equity-based compensation due to accelerated cliff vesting an Initial Public Offering
(IPO) of stock, or a change in majority ownership, is caused by typically non-recurring infrequent
events that can produce very large increases in payroll that can result in volatility in reported payrolls
from year to year without similar shifts in underlying loss exposure. These amounts are not a regular
or recurring portion of an employee’s overall compensation and are therefore not a reasonable proxy
for workers’ compensation exposure during an individual policy period and should not be included as
reportable remuneration.
4. Employee payroll-based contributions to fund equity-based compensation plans are similar to
employee payroll-based contributions to fund pensions or deferred compensation plans and should
be included as reportable remuneration.
5. Employer contributions to stock purchase plans and discounts on the purchase of stock are currently
excluded from reportable remuneration. The existing rules do not address payments by the employer
in connection with an employee’s cashless exercise of stock options, which are taxable income and
should be included as reportable remuneration. The existing rules could also be clarified to
specifically reference employer contributions to Qualified or Non-Qualified Employee Stock Purchase
Plans (ESPP).
6. Employee contributions to qualified or non-qualified deferred compensation plans are currently
included as reportable remuneration when earned, and employer contributions to such plans are
excluded. The existing rules do not address payments of previously deferred compensation. Amounts
paid to current employees from an employer’s previous contributions to deferred compensation
should be included as reportable remuneration when paid. Payout of deferred compensation to retired
or terminated employees who are not employed during the current policy period should not be
included as reportable remuneration, provided the employer maintains records that segregate such
payments.
Recommendations
In view of the above, the WCIRB recommends the following:
1. Establish a new Subrule in Part 3, Section V, Rule 1, Payroll – Remuneration, (Rule 1) to reference
equity-based compensation plans (other than stock options and stock purchase plans); direct that the
amount by which an employee’s salary is reduced to contribute to an equity-based compensation
plan be included as reportable remuneration; and direct that equity-based compensation payments be
included as reportable remuneration at the time of vesting, except for payments made due to
accelerated cliff vesting triggered by an Initial Public Offering (IPO) of stock, or a change in majority
(greater than 50%) ownership such as that which might result from a merger or acquisition.
2. Amend the USRP, Appendix II, Payroll/Remuneration Table, to add an entry for reporting payroll for
equity-based compensation plans (other than stock options and stock purchase plans); direct that the
amount by which an employee’s salary is reduced to contribute to an equity-based compensation
plan be included as reportable remuneration; and direct that equity-based compensation payments be
included as reportable remuneration at the time of vesting, except for payments made due to
accelerated cliff vesting triggered by an Initial Public Offering (IPO) of stock, or a change in majority
(greater than 50%) ownership such as that which might result from a merger or acquisition.
3. Amend Part 3, Section V, Payroll – Remuneration, Rule 1, Payroll – Remuneration, Rule 1, Subrule f,
Employer Contributory Payments, to direct that employer payments in connection with an employee’s
cashless exercise of stock options are included as reportable remuneration, provide direction
regarding when the payout of deferred compensation from an employer’s contributions to previously
deferred payroll should be included as reportable remuneration and for consistency with other
remuneration reporting rules.
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4. Amend Part 3, Section V, Payroll – Remuneration, Rule 1, Subrule g, Salary Reduction and Cafeteria
Benefit Plans, to include stock options, Qualified or Non-Qualified Employee Stock Purchase Plans
(ESPP) and equity-based compensation plans, and clarify that an employee’s elected deferrals or
payroll-based contributions to employee-elected deferral plans are included as remuneration when
earned.
5. Establish a new Subrule in Part 3, Section V, Rule 1, Payroll – Remuneration, to direct that the
amount by which an employee’s salary is reduced to contribute to the purchase of stock options or
Qualified or Non-Qualified Employee Stock Purchase Plans (ESPP) be included as reportable
remuneration when earned, employer contributions or stock discount amounts not be included as
reportable remuneration, and payments by an employer in connection with an employee’s cashless
exercise of stock options be included as reportable remuneration.
6. Amend the Stock Option Plans entry in Appendix II, Payroll/Remuneration Table, to clarify that the
amount by which an employee’s salary is reduced to contribute to the purchase of stock be included
as reportable remuneration, employer contributions or stock discount amounts not be included as
reportable remuneration, and payments by an employer in connection with an employee’s cashless
exercise of stock options be included as reportable remuneration.
7. Amend the Deferred Compensation – 401K entry in Appendix II, Payroll/Remuneration Table, to
provide direction regarding when an employee’s contributions or deferrals of compensation to
employee-elected deferral plans should be included as reportable remuneration, and when the payout
of deferred compensation from an employer’s contributions to previously deferred payroll should be
included as reportable remuneration.
8. Amend the Stock Purchase Plans entry in Appendix II, Payroll/Remuneration Table, to clarify that the
amount by which an employee’s salary is reduced to contribute to the purchase of Qualified or NonQualified Employee Stock Purchase Plans (ESPP) be included as reportable remuneration and for
consistency with other remuneration reporting rules.
9. Amend the Profit Sharing entry in Appendix II, Payroll/Remuneration Table, to clarify that employer
contributions to purchase a qualified or non-qualified Employee Stock Purchase Plan (ESPP) not be
included as reportable remuneration.
Introduction
Payroll, also referred to as remuneration, has historically been used as a proxy for determining exposure
to losses for ratemaking and experience rating purposes. Remuneration is reasonably correlated with
losses and can be audited and validated against other documents that are reported to state or federal
government agencies. For certain classifications with great variability in remuneration without a
corresponding variability in exposure to loss (e.g., classifications pertaining to highly compensated
athletes and entertainers), the remuneration for individual employees is limited in the USRP for purposes
of premium computation. Remuneration is also limited for executive officers, partners, individual
employers and members of limited liability companies for reporting purposes and premium computation.
The advisory pure premium rate for each classification represents the ratio of reported losses relative to
reported remuneration, and the expected losses that are compared to actual losses in the experience
rating calculation are also based on reportable remuneration. As such, it is imperative for accurate
ratemaking and experience rating that reportable remuneration is clearly defined, auditable, resistant to
manipulation and reasonably well-correlated to the expected exposure to losses.
This Study examined equity-based compensation plans and determined that the treatment of such
compensation can result in great variability in reported remuneration without necessarily a commensurate
79
WCIRB California®

Classification and Rating Committee
Meeting Minutes for March 20, 2018

change in exposure to loss. The USRP currently provides limited information regarding the reporting of
equity-based compensation. A goal of this Study was to develop rules that would apply broadly to
evolving equity-based compensation plans.
Historical Background
Historically, the basis used to calculate premium for workers’ compensation insurance has, with few
exceptions, been an employee’s remuneration.3 Rule 1 and Appendix II are a compilation of rules that
establish the types of compensation that are included in or excluded from the reportable remuneration for
statistical reporting purposes. Rule 1 starts with the following broad definition of Payroll – Remuneration:
As used in this Plan, payroll and remuneration are synonymous and mean the monetary
value at which service is recompensed. Except as provided herein, remuneration
includes: gross wages, salaries, commissions, bonuses, vacation, holiday and sick pay,
overtime payments, the market value of gifts, and all substitutes for money earned
during the policy period by employees and officers of the employer, and any other
persons for whom voluntary coverage is provided under the policy.
Rule 1 contains 16 Subrules, a through p, each directing the inclusion, exclusion, computation or
limitation of various forms of remuneration for reporting purposes. More than 50 additional directives are
provided in Appendix II, and many of the table entries reference specific provisions of Rule 1.
The intent of each directive must be consistent with the concept that remuneration is the monetary value
at which an employee’s service is recompensed and the objective that remuneration is a reasonable
proxy for the insurer’s exposure resulting from the work performed by the employee during the policy
period.
Equity-based compensation plans are an evolving component of remuneration. Prior to 2007, start-up and
technology companies frequently used equity-based compensation plans such as stock options and stock
purchase plans to recruit and retain staff. Stock options are awarded as an option for the employee to
purchase stock in the company at a specified price at a future date. Stock options have value to the
extent the option price is lower than the market price for the stock. Stock options can become worthless if
the stock’s market price falls below the option price; these are often described as “underwater” stock
options. Stock purchase plans, also referred to as Employee Stock Purchase Plans (ESPP), are similar to
stock options in that employees are provided the right to purchase company stock. However, with ESPPs,
employers may contribute to the stock purchase plan by offering a discounted price to employees that is
typically 10-15% below market value. The amount of the discount represents the employer’s contribution.
Many employers, including but not limited to employers in technology-related industries, have shifted from
stock options and stock purchase plans to other forms of equity-based compensation plans. Around 2007,
a version of equity-based compensation called Restricted Stock Units (RSUs) became popular with many
technology and start-up employers. RSUs allow employers to plan to issue shares of common stock to an
employee at a future date, subject to the employee satisfying vesting requirements. This deferred stock
issuance avoids equity dilution until the RSUs vest. Other equity-based compensation plans that are
essentially bonuses indexed to the value of company stock or ownership shares that do not transfer
actual equity to the recipient also avoid equity dilution. Multiple forms of equity-based compensation
remain in use and new forms may emerge.

3

There are currently four classifications that use a basis of exposure other than remuneration:
Code No.
Standard Classification
Unit of Exposure
8278
Jockeys or Harness Drivers
Per Race
7707
Firefighting Operations, Volunteers
Per Capita, Per Year
7722
Police, etc., Volunteers
Per Capita, Per Year
8631
Racing Stables
Per Occupied Stall, Per Day
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Analysis
Equity-based compensation plans are increasingly common forms of compensation in certain industries in
California and can result in significant fluctuations in an employee’s reported remuneration from year-toyear. Equity-based compensation is defined by the Internal Revenue Service (IRS) as any compensation
paid that is based on the value of equity which is, generally, the stock of the employer,4 whether or not
stock ownership is actually transferred to the employee. Examples of equity-based compensation include
but are not limited to Stock Options, Stock Purchase Plans, Stock Transfers, Stock Warrants, Restricted
Stock, Restricted Stock Units, Phantom Stock Plans and Stock Appreciation Rights.5
Because new forms of equity-based compensation plans are expected to continue to emerge, proposed
changes to Rule 1 and Appendix II should not be limited to specific equity-based compensation plans, as
such provisions could become quickly outdated. Instead, this Study identifies characteristics of equitybased compensation plans that should be included or excluded as remuneration for reporting purposes.
Proposed changes to Rule 1 and Appendix II have been developed based on these identified
characteristics so that they can be uniformly applied to any equity-based compensation plan.

Characteristics of Various Types of Equity-Based Compensation
Many equity-based compensation plans are structured with a multi-year vesting plan and distribution
schedule; this acts as a form of retention bonus to encourage an employee to stay with an employer in
order to receive the future scheduled payment when a vesting date or performance goal is reached.
Although the final value of the scheduled payment is not known at the time it is awarded, the annual
scheduled vesting amounts can form a significant portion of an employee’s yearly compensation. In some
industries, employees may agree to accept a reduced salary in exchange for participation in equity-based
compensation plans. A currently popular form of equity-based compensation plan is an RSU. Staff
reviewed audited payroll and RSU amounts for 17 large technology employers, and RSUs ranged from
5% to 53% of each employer’s reported California remuneration for the year. Equity-based payments
made according to a regular vesting schedule are an integral and recurring part of annual compensation
for many employers and are, therefore, a reasonable proxy for workers’ compensation exposure and
should be included as reportable remuneration.
In addition to scheduled vesting, some equity-based compensation plan agreements include provisions
for immediate or “cliff” vesting upon the occurrence of a specific event, at which time employees earn the
right to receive the full value of their equity-based compensation plan. For example, cliff vesting can occur
when an employee reaches a milestone anniversary or achieves a performance goal. These cliff vesting
payments are a form of bonus that is calculated based on equity valuation and therefore, like other
bonuses, should be included as reported remuneration.
Some cliff vesting can result in extraordinarily large payroll increases due to a single payout of equitybased compensation. Such large payouts are usually due to accelerated cliff vesting triggered by a
change in majority ownership such as that which might result from a merger6 or acquisition7, or when a
company makes an Initial Public Offering (IPO) of stock. When a company undergoes an IPO, it is
common to accelerate the cliff vesting of outstanding restricted stock units (RSUs). If the IPO results in
the stock price rapidly increasing, the RSU values can increase greatly with no corresponding increase in
workers’ compensation loss exposure. When a company undergoes a change in majority ownership,
including but not limited to a merger or acquisition, it is common for the acquiring company to accelerate
the cliff vesting of outstanding equity compensation obligations that had been issued by the acquired
company. The significant increase in remuneration caused by these typically non-recurring events is not a
regular or recurring portion of an employee’s overall compensation. For this reason, the payments made
4

See https://www.irs.gov/businesses/corporations/equity-stock-based-compensation-audit-techniques-guide.
See Appendix I for descriptions of common types of equity-based compensation plans.
6 A merger is a deal to unite two existing companies into one new company. After the merger, the acquired company ceases to exist
and becomes part of the acquiring company, or the merged companies become a new company.
7 An acquisition occurs when the purchasing company obtains more than 50% ownership in a target company.
5
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to employees as a result of accelerated cliff vesting triggered by these ownership changes or IPOs is not
a strong proxy for the insurer’s exposure in the year they are paid. Accordingly, these payments should
not be included as reportable remuneration.
When evaluating the various forms of equity-based compensation, the multi-jurisdictional working group
considered whether certain types should be excluded from reported remuneration in light of the objective
that any exclusion allowance should be resistant to manipulation. There was consensus, however, that
the extraordinarily large amounts that may potentially be paid at accelerated cliff vesting triggered by
changes in majority (greater than 50%) ownership could be excluded from reported remuneration
provided the qualifying ownership change is significant, and not a minor ownership change that could be
orchestrated to reduce remuneration. In order to have an objective and uniform standard for determining
what constitutes a significant change in ownership for this purpose, the WCIRB proposes defining a
change in majority ownership as a change in ownership where the owner(s) prior to the change own less
than a one-half interest after the change.
The WCIRB also considered the need to adjust advisory pure premium rates resulting from the exclusion
of accelerated cliff vesting payments triggered by a majority change in ownership or an IPO. Cliff vesting
triggered by an IPO or majority change in ownership occur infrequently within a company and are
unpredictable. These characteristics make locating and isolating the payments to employees difficult.
Additionally, it is unclear to what extent these payments have been included or excluded from reported
remuneration by insurers. For these reasons, the WCIRB does not recommend any pure premium rate
adjustments at this time to reflect the exclusion of accelerated cliff vesting payments triggered by an IPO
or majority change in ownership.
Current USRP Provisions
Rule 1, Subrule f, Employer Contributory Payments, addresses employer contributions to specific forms of
equity-based compensation plans, including stock purchase plans and the exercise of stock options:
f.

Employer Contributory Payments

Contributory payments made by the employer in connection with group insurance, stock
purchase plans or qualified retirement plans, the exercise of stock options and deferred
compensation plans are not to be included in the payroll.
Payments by an employer of amounts otherwise required by law to be paid by employees
to statutory insurance or pension plans, such as the Federal Social Security Act, are to
be included in the payroll.
In addition, equity-based compensation payments based on the valuation of stock or ownership shares,
while not specifically addressed in the USRP, have been considered a form of bonus. Since Rule 1
specifically includes bonuses as reportable remuneration, equity-based compensation payments based
on the valuation of stock are currently intended to be included as remuneration at the fair market value at
the time of vesting or payment.
Evaluation
Appendix II references three types of equity-based compensation, Profit Sharing, Stock Option Plans and
Stock Purchase Plans, and identifies whether each should be included or excluded from remuneration.8
The reference to Stock Purchase Plans does not use the current terminology, which is Qualified or NonQualified ESPP. With regard to Stock Option Plans, Appendix II directs that when the option is exercised
and the employee purchases stock at a price that is lower than the market value, the difference between
the market value and the lower option price is not included as payroll. These amounts are generally not
recorded as payroll by the employer and auditing these amounts is impractical. However, in some cases,
an employee may receive stock or money from the employer due to a cashless exercise of a stock option.
8

See Appendix II of this Study for the current provisions in Appendix II of the USRP that address equity-based compensation.
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In these cases, the employee does not pay to acquire stock, but instead receives an adjusted settlement
from the employer net of the option price that the employee otherwise would have paid. These amounts
are considered taxable income, are recorded by the employer as payroll,9 and should be included as
reported payroll for workers’ compensation purposes.
Equity-based compensation plans can include contributions made by employees and employers. Appendix II directs that the amount by which an employee’s salary is reduced to fund a deferred compensation
plan10 is included as reported payroll. In addition, entries in Appendix II direct that employee payrollbased contributions to Pension/Retirement Plans and Stock Purchase Plans are included as reported
payroll. Employee payroll-based contributions to any other form of equity-based compensation plan are
similar to contributions made to pension, deferred compensation or stock purchase plans. Accordingly,
employee payroll-based contributions to equity-based compensation plans should also be included as reportable remuneration at the time they are earned and contributed.
Entries in Appendix II direct that employer contributory payments for qualified Pension/Retirement Plans
and Stock Purchase Plans are not to be included as reported payroll. With stock purchase plans, employers may contribute to equity-based compensation plans by offering a discounted purchase price to employees that is typically 10-15% below market value. The amount of the discount, representing the
employer’s contribution, is currently excluded from reported remuneration. For other equity-based compensation plans, the entire value of the equity-based compensation plan may be provided by the employer, equating to a bonus that is therefore included as remuneration.
Although the USRP discusses how to report remuneration for employee and employer contributions to
deferred compensation plans, it does not address how to report remuneration when deferred compensation is paid. Under the current rules, when an employee elects to defer receiving a portion of his or her
compensation until a later date, such compensation is included as remuneration when earned, and when
an employer makes contributions to a deferred compensation plan, such contributions are not included as
remuneration. Payout of deferred compensation to current employees from an employer’s contributions to
previously deferred payroll should be included as reportable remuneration when paid as it is considered
additional income. However, any deferred amounts paid to retired or terminated employees who are not
employed during the current policy period should not be included as reportable remuneration, provided
the employer maintains records that segregate such payments. Since the employee is no longer employed, such amounts are likely not a reasonable proxy for workers’ compensation exposure, and it could
be difficult to determine the correct classification under which such amounts should be reported.
Findings
Based on its review of the characteristics of equity-based compensation plans, WCIRB staff determined:
1. The USRP currently provides limited information regarding the reporting of equity-based
compensation. Clear and uniform rules regarding the reporting of equity-based compensation based
on a consensus view developed by the multi-jurisdictional working group can provide clarity to all
stakeholders and promote consistent reporting practices nationwide.
2. Equity-based compensation that is paid on a scheduled or annual basis, or based on the
achievement of performance goals or milestone anniversaries, can represent a recurring portion of an
employee’s overall compensation and is therefore a reasonable proxy for workers’ compensation
exposure and should be included as reportable remuneration.
9

Cashless exercise of stock options can also be achieved by borrowing funds from a broker, purchasing stock through the broker at
the option price, and selling stock to immediately repay the loan. These transactions are not recorded by the employer as payroll
and auditing these amounts is impractical, so such transactions should not be included as reported payroll for workers’
compensation purposes.
10 See the entry for Deferred Compensation – 401K in Appendix II of the USRP.
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3. Payment of equity-based compensation due to accelerated cliff vesting triggered by an Initial Public
Offering (IPO) of stock, or a change in majority ownership, is caused by typically non-recurring
infrequent events that can produce very large increases in payroll that can result in volatility in
reported payrolls from year to year without similar shifts in underlying loss exposure. These amounts
are not a regular or recurring portion of an employee’s overall compensation and are therefore not a
reasonable proxy for workers’ compensation exposure during an individual policy period and should
not be included as reportable remuneration.
4. Employee payroll-based contributions to fund equity-based compensation plans are similar to
employee payroll-based contributions to fund pensions or deferred compensation plans and should
be included as reportable remuneration.
5. Employer contributions to stock purchase plans and discounts on the purchase of stock are currently
excluded from reportable remuneration. The existing rules do not address payments by the employer
in connection with an employee’s cashless exercise of stock options, which are taxable income and
should be included as reportable remuneration. The existing rules could also be clarified to
specifically reference employer contributions to Qualified or Non-Qualified Employee Stock Purchase
Plans (ESPP).
6. Employee contributions to qualified or non-qualified deferred compensation plans are currently
included as reportable remuneration when earned, and employer contributions to such plans are
excluded. The existing rules do not address payments of previously deferred compensation. Amounts
paid to current employees from an employer’s previous contributions to deferred compensation
should be included as reportable remuneration when paid. Payout of deferred compensation to retired
or terminated employees who are not employed during the current policy period should not be
included as reportable remuneration, provided the employer maintains records that segregate such
payments.
Recommendations
In view of the above, the WCIRB recommends the following:
1. Establish a new Subrule in Part 3, Section V, Rule 1, Payroll – Remuneration, (Rule 1) to reference
equity-based compensation plans (other than stock options and stock purchase plans); direct that the
amount by which an employee’s salary is reduced to contribute to an equity-based compensation
plan be included as reportable remuneration; direct that equity-based compensation payments be
included as reportable remuneration at the time of vesting, except for payments made due to
accelerated cliff vesting events triggered by an Initial Public Offering (IPO) of stock, or a change in
majority (greater than 50%) ownership such as that which might result from a merger or acquisition.
2. Amend the USRP, Appendix II, Payroll/Remuneration Table, to add an entry for reporting payroll for
equity-based compensation plans (other than stock options and stock purchase plans); direct that the
amount by which an employee’s salary is reduced to contribute to an equity-based compensation
plan be included as reportable remuneration; and direct that equity-based compensation payments be
included as reportable remuneration at the time of vesting, except for payments made due to
accelerated cliff vesting events triggered by an Initial Public Offering (IPO) of stock, or a change in
majority (greater than 50%) ownership such as that which might result from a merger or acquisition.
3. Amend Part 3, Section V, Payroll – Remuneration, Rule 1, Payroll – Remuneration, Rule 1, Subrule f,
Employer Contributory Payments, to direct that employer payments in connection with an employee’s
cashless exercise of stock options are included as reportable remuneration, provide direction
regarding when the payout of deferred compensation from an employer’s contributions to previously
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deferred payroll should be included as reportable remuneration and for consistency with other
remuneration reporting rules.
4. Amend Part 3, Section V, Payroll – Remuneration, Rule 1, Subrule g, Salary Reduction and Cafeteria
Benefit Plans, to include stock options, Qualified or Non-Qualified Employee Stock Purchase Plans
(ESPP) and equity-based compensation plans and clarify that an employee’s elected deferrals or
payroll-based contributions to employee-elected deferral plans are included as remuneration when
earned.
5. Establish a new Subrule in Part 3, Section V, Rule 1, Payroll – Remuneration, to direct that the
amount by which an employee’s salary is reduced to contribute to the purchase of stock options or
Qualified or Non-Qualified Employee Stock Purchase Plans (ESPP) be included as reportable
remuneration when earned, employer contributions or stock discount amounts not be included as
reportable remuneration, and payments by an employer in connection with an employee’s cashless
exercise of stock options be included as reportable remuneration.
6. Amend the Stock Option Plans entry in Appendix II, Payroll/Remuneration Table, to clarify that the
amount by which an employee’s salary is reduced to contribute to the purchase of stock be included
as reportable remuneration, employer contributions or stock discount amounts not be included as
reportable remuneration, and payments by an employer in connection with an employee’s cashless
exercise of stock options be included as reportable remuneration.
7. Amend the Deferred Compensation – 401K entry in Appendix II, Payroll/Remuneration Table, to
provide direction regarding when an employee’s voluntary contributions or deferrals of compensation
to employee-elected deferral plans should be included as reportable remuneration, and when the
payout of deferred compensation from an employer’s contributions to previously deferred payroll
should be included as reportable remuneration.
8. Amend the Stock Purchase Plans entry in Appendix II, Payroll/Remuneration Table, to clarify that the
amount by which an employee’s salary is reduced to contribute to the purchase of Qualified or NonQualified Employee Stock Purchase Plans (ESPP) be included as reportable remuneration and for
consistency with other remuneration reporting rules.
9. Amend the Profit Sharing entry in Appendix II, Payroll/Remuneration Table, to clarify that employer
contributions to purchase a qualified or non-qualified Employee Stock Purchase Plan (ESPP) not be
included as reportable remuneration.
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Appendix I
Types of Equity-Based Compensation
Examples of equity-based compensation include Stock Options, Stock Transfers, Stock Warrants, Restricted Stock, Restricted Stock Units, Phantom Stock Plans, Stock Appreciation Rights, and other awards
whose value is based on the value of specified stock.
Stock Options
Contracts between a company and its employees that give employees the right to buy a specific
number of the company’s shares at a fixed price within a certain period of time. The fixed price is often called the grant or exercise price. Employees who are granted stock options hope to profit by exercising their options to buy shares at the exercise price when the shares are trading at a price that is
higher than the exercise price.11
Employee Stock Purchase Plan (ESPP)
An employer-sponsored program that allows employees to make planned, periodic purchases of
company stock through payroll deductions.12
Stock Transfers
The transfer of compensatory stock options using programs instituted by the employer that permit
employees the opportunity to transfer any outstanding forms of equity compensation to a financial institution or other person or entity approved by the employer. 13
Stock Warrants
Similar to stock options, they are certificates that allow the owner to purchase a specified number of
shares, at a specified time, for a specified price. Stock options are normally granted to employees
and other service providers, whereas warrants are typically granted to non-employees (including outside investors). They are typically options to purchase stock over a long period and are freely transferable instruments.
Restricted Stock
Stock that has been granted to an executive that is nontransferable and subject to forfeiture under
certain conditions, such as termination of employment or failure to meet either corporate or personal
performance benchmarks. Restricted stock also generally becomes available to the recipient under a
graded vesting schedule that lasts for several years.14
Restricted Stock Units
Unsecured, unfunded promises to pay cash or stock in the future that are considered nonqualified deferred compensation subject to IRC §§ 3121(v)(2), 451 and 409A. Typically, one Restricted Stock
Unit represents one share of actual stock. Restricted Stock Units generally are not taxable at grant if
they meet the requirements of, or otherwise are exempt from, IRC §§ 451 and 409A. Generally, a
taxable event does not take place until the vesting of the Restricted Stock Unit. In addition, Restricted
Stock Units are not considered property for purposes of IRC §83 since no actual property has been
transferred, and therefore an IRC §83(b) election cannot be made with respect to the grant of a Restricted Stock Unit.

11

https://www.sec.gov/fast-answers/answers-empopthtm.html
http://www.morganstanleyfa.com/public/facilityfiles/sb090312151937/dcb41be8-fe11-4aad-8615-e117c01e92f0.pdf
13 https://www.sec.gov/Archives/edgar/data/1382821/000119312517228856/d325499dex103.htm
14 http://www.investopedia.com/articles/tax/09/restricted-stock-tax.asp
12
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Restricted Stock Units Settled with Stock
A Restricted Stock Unit payable in stock is similar to a Restricted Stock Award, except that the
employer does not transfer the stock to the employee until the Restricted Stock Unit vests.
Restricted Stock Units settled in stock are subject to IRC §§ 451 and 409A (unless they satisfy an
exception) but are not subject to IRC §83 at grant. Restricted Stock Units settled in stock are
subject to IRC §83 only when the stock is actually transferred to the employee. Typically, the
value of the stock transferred is includable in the income of the service provider and a
corresponding deduction allowed to the service recipient.
Restricted Stock Units Settled With Cash
A Restricted Stock Unit payable in cash is an arrangement under which the employee has the
right to receive the value of the unit on the date the unit vests. Restricted Stock Units payable in
cash are never subject to IRC §83 because no property is ever transferred. The amount of cash
received upon vesting of the Restricted Stock Unit is includible in income of the service provider
and a corresponding deduction is allowed to the service recipient.
Phantom Stock Plans
An arrangement under which deferred amounts are determined by a reference to hypothetical
“phantom” shares of the employer’s stock without ever issuing the actual shares to the employee.
Depending on the terms of the arrangement, the employee may be entitled to receive only the growth
in the value of the stock between the time the employer awards the phantom shares and the time the
employee cashes out the shares. Alternatively, the employee may be entitled to receive the entire
value of the stock as well as any dividends paid from the time the employer grants the phantom
shares. The employer does not hold actual shares of stock for the employee, but depending on the
terms of the plan, the employee may be paid in actual shares or in cash at the time of the cash-out.
Stock Appreciation Rights (SAR)
An arrangement, during a specified period, wherein the employee has the right to receive the
increased value of the employer’s stock by cashing out or exercising the SAR. The employee can
only benefit from the appreciation in the value of the stock; therefore, a taxable event does not take
place until the exercise of a SAR. The amount received upon exercise of the SAR is includible in the
employee’s income, constitutes wages, and creates a deduction to the employer at that time. Stock
appreciation rights are not deferred compensation subject to the special timing rule under IRC
§3121(v)(2). See Treas. Reg. §31.3121(v)(2)-1(b)(4)(ii) and Notice 2005-1. However, if the terms of
the SAR limit the amount that an employee may receive upon exercise, the IRS has ruled income has
been constructively received in the tax year in which the maximum limit has been attained.
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Appendix II
Following are the current provisions in Appendix II of the USRP that address equity-based compensation.

Payroll/Remuneration Table

Type of Compensation

Is Payment Included
as Payroll?

Exception or Comment

Yes

Similar to a bonus




Profit Sharing
Annual distribution

Employer contribution to a stock No
purchase plan or fund that is
held by the employer until the
employee’s termination, and
distribution is not made through
the regular payroll



Stock Option Plans

No

Employees may be granted an option to
purchase stock in the company at a specified
price. Typically when the option is exercised,
the employee purchases stock at a price that
is lower than the market value. The
difference between the market value and the
lower option price is not included as payroll.

Stock Purchase Plans
Employee’s contribution

Yes

Employer’s contribution

No
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Recommendation
Amend Part 3, Standard Classification System, Section V, Payroll – Remuneration, Rule 1, Payroll –
Remuneration, Subrule f, Employer Contributory Payments, to direct that employer payments in
connection with an employee’s cashless exercise of stock options are included as reportable
remuneration, provide direction regarding when the payout of deferred compensation from an employer’s
contributions to previously deferred payroll should be included as reportable remuneration and for
consistency with other remuneration reporting rules.
PROPOSED
Section V – Payroll – Remuneration
1. Payroll – Remuneration1




f.

Employer Contributory Payments

Contributory payments made by the employer in connection with group insurance, Qualified or NonQualified Employee sStock pPurchase pPlans (ESPP), or qualified retirement plans, the exercise of stock
options other than the cashless exercise of stock options, and deferred compensation plans areshall not
to be included in the payrollas remuneration.
Payout of deferred compensation to current employees from an employer’s contributions to previously
deferred payroll shall be included as remuneration. Payout of deferred compensation to retired or
terminated employees who are not employed during the current policy period shall not be included as
remuneration provided the employer maintains records that segregate such payments.
Payments by an employer in connection with an employee’s cashless exercise of stock options shall be
included as remuneration.
Payments by an employer of amounts otherwise required by law to be paid by employees to statutory
insurance or pension plans, such as the Federal Social Security Act, are toshall be included in the
payrollas remuneration.




*

*

*

*

*

*

*

Recommendation
Amend Part 3, Section V, Rule 1, Subrule g, Salary Reduction and Cafeteria Benefit Plans, to include
stock options, Qualified or Non-Qualified Employee Stock Purchase Plans (ESPP) and equity-based
compensation plans and clarify that an employee’s elected deferrals or payroll-based contributions to
employee-elected deferral plans are included as remuneration when earned, and to provide direction
regarding when the payout of deferred compensation from an employer’s contributions to previously
deferred payroll should be included as reportable remuneration.

PROPOSED
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g. Salary Reduction and Cafeteria Benefit Plans
The amount by which an employee’s salary is reduced to fund a pension, or deferred compensation plan,
equity-based compensation plan, Qualified or Non-Qualified Employee Stock Purchase Plan (ESPP),
stock options or other employee-elected deferral plan shall be included as remuneration when earned
even though such plan is a portion of a cafeteria plan. The amount by which an employee’s salary is
reduced to fund the welfare or fringe benefit portion of a cafeteria plan qualified under Section 125 of the
Internal Revenue Code shall not be included as remuneration provided the employer’s books and records
are maintained to show separately such amounts by employee and in summary by type of operation
performed.




*

*

*

*

*

*

*

Recommendation
Establish Part 3, Section V, Rule 1, Subrule q, Stock Options and Stock Purchase Plans, to provide
direction regarding the inclusion of stock options and Qualified or Non-Qualified Employee Stock
Purchase Plans (ESPP) as reportable remuneration.

PROPOSED





q. Stock Options and Stock Purchase Plans
The amount by which an employee’s salary is reduced to contribute to the purchase of stock options or
Qualified or Non-Qualified Employee Stock Purchase Plans (ESPP) shall be included as remuneration
when earned. The difference between the market price of stock and any discounted price paid by the
employee to purchase the stock shall not be included as remuneration. Contributory payments made by
the employer in connection with the exercise of stock options or Qualified or Non-Qualified Employee
Stock Purchase Plans (ESPP), other than the cashless exercise of stock options, shall not be included as
remuneration (see Subrule f, Employer Contributory Payments).
Payments by an employer in connection with an employee’s cashless exercise of stock options shall be
included as remuneration.




*

*

*

*

*
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Recommendation
Establish Part 3, Section V, Rule 1, Subrule r, Equity-Based Compensation Plans (Other Than Stock
Options and Stock Purchase Plans), to provide direction regarding the inclusion of equity-based
compensation (other than stock options and stock purchase plans) as reportable remuneration.

PROPOSED




r.

Equity-Based Compensation Plans (Other Than Stock Options and Stock Purchase Plans)

The value of equity-based compensation plans (other than Stock Options and Stock Purchase Plans),
including but not limited to Stock Transfers, Stock Warrants, Restricted Stock, Restricted Stock Units,
Phantom Stock Plans and Stock Appreciation Rights, shall be included as remuneration at the time of
vesting when vesting is on a scheduled or annual basis, such as graded vesting or scheduled cliff vesting,
or when the vesting is based on the achievement of performance goals or milestone anniversaries. The
amount by which an employee’s salary is reduced to contribute to an equity-based compensation plan
shall be included as remuneration. The market value of equity-based compensation plans shall not be
included as remuneration when accelerated cliff vesting is triggered by (1) an Initial Public Offering (IPO)
of stock, or (2) a change in majority ownership where the owner(s) prior to the change own less than a
one-half interest after the change.




*

*

*

*

*

*

*

Recommendation
Amend the Deferred Compensation – 401K entry in Appendix II, Payroll/Remuneration Table, to provide
direction regarding when an employee’s voluntary contributions or deferrals of compensation to
employee-elected deferral plans should be included as reportable remuneration, and when the payout of
deferred compensation from an employer’s contributions to previously deferred payroll should be included
as reportable remuneration.

PROPOSED

Type of Compensation

Is Payment Included
as Payroll?

Exception or Comment
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Deferred Compensation –
401K

See USRP, Part 3, Section V, Rule 1f and 1g

Employee’s contribution –
Yes
qualified or non-qualified plan –
including “Cafeteria” and 401K
plans or other employeeelected deferral plans

Employee’s voluntary contributions or
deferrals made through regular payroll
deductions are included even when the
contribution is part of a “Cafeteria” plan
qualified under Section 125 of the Internal
Revenue Code

Employer’s contribution –
No
qualified or non-qualified
supplemental plan – including
“Cafeteria” and 401K plans or
other employee-elected deferral
plans

Exclude if contributions to a “qualified” and
“non-qualified” plans

Payout to current employees

Yes

Payout of deferred compensation to current
employees from employer’s contributions to
previously deferred payroll is considered
additional income.

Payout to retired/terminated
employees

No

Exclude amounts paid to retired/terminated
employees who are not employed during the
current policy period, provided the employer
maintains records that segregate such
payments. NOTE: Include payments to
employees employed for any portion of the
current policy period.





*

*

*

*

*

*

*

Recommendation
Amend Appendix II, Payroll/Remuneration Table, to add an entry for reporting payroll for Equity-Based
Compensation Plans (Other Than Stock Options and Stock Purchase Plans).

PROPOSED

Type of Compensation

Is Payment Included
as Payroll?

Exception or Comment





Equity-Based Compensation

See USRP, Part 3, Section V, Rule 1r
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Is Payment Included
as Payroll?

Type of Compensation

Exception or Comment

Plans (Other Than Stock
Options and Stock Purchase
Plans)
Employee Contribution

Yes

Include the amount by which an employee‘s
salary is reduced to contribute to an equitybased compensation plan

Payment at time of vesting
(graded vesting or scheduled
cliff vesting)

Yes

Include amounts paid on a graded vesting
schedule or a scheduled cliff vesting date

Payment at time of an
accelerated cliff vesting event
that is triggered by (1) an Initial
Public Offering (IPO) of stock,
or (2) a change in majority
ownership where the owner(s)
prior to the change own less
than a one-half interest after
the change

No

Cliff vesting may be accelerated based on
changes in company ownership. Exclude
amounts paid at time of accelerated cliff
vesting due to (1) an IPO, or (2) a change in
majority ownership where the owner(s) prior
to the change own less than a one-half
interest after the change. A change in
majority ownership could include a merger
or acquisition if the owner(s) prior to the
change own less than a one-half interest
after the change





*

*

*

*

*

*

*

Recommendation
Amend the Profit Sharing entry in Appendix II, Payroll/Remuneration Table, to update the terminology to
refer to a “stock purchase plan” as a “Qualified or Non-Qualified Employee Stock Purchase Plan (ESPP).”

PROPOSED

Is Payment Included
as Payroll?

Exception or Comment

Annual distribution

Yes

Similar to a bonus

Employer contribution to a
Qualified or Non-Qualified
Employee sStock pPurchase

No

Type of Compensation




Profit Sharing
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Is Payment Included
as Payroll?

Type of Compensation

Exception or Comment

pPlan (ESPP) or fund that is
held by the employer until the
employee’s termination and
distribution is not made
through the regular payroll




*

*

*

*

*

*

*

Recommendation
Amend the Stock Option Plans entry in Appendix II, Payroll/Remuneration Table, to include the rules for
reporting payroll for Stock Options.

PROPOSED

Type of Compensation

Is Payment Included
as Payroll?

Exception or Comment





Stock Option Plans

See USRP, Part 3, Section V, Rule 1q

Employee’s Contribution

Yes

Include the amount by which an employee’s
salary is reduced to contribute to the
purchase of stock

Employer’s Contribution (other
than the cashless exercise of
stock options)

No

See USRP, Part 3, Section V, Rule 1f

Employer’s Contribution for
cashless exercise of stock
options

Yes

Taxable amounts paid by the employer
when an employee completes a cashless
exercise of stock options are included as
payroll.

Difference between the stock’s
market price and the exercise
price

No

Employees may be granted an option to
purchase stock in the company at a
specified price. Typically when the option is
exercised, the employee purchases stock at
a price that is lower than the market value.
The difference between the market value
and the lower option price is not included as
payroll.
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Is Payment Included
as Payroll?

Type of Compensation

Exception or Comment





*

*

*

*

*

*

*

Recommendation
Amend the Stock Purchase Plans entry in Appendix II, Payroll/Remuneration Table, to clarify that
employee payroll-based contributions be included as reportable remuneration and for consistency with
other remuneration reporting rules.

PROPOSED

Is Payment Included
as Payroll?

Type of Compensation

Exception or Comment





Employee Stock Purchase
Plans (ESPP) – Qualified or
Non-Qualified

See USRP, Part 3, Section V, Rule 1q

Employee’s contribution

Yes

Employer’s contribution

No

Include the amount by which an employee’s
salary is reduced to contribute to the
purchase of stock purchase plans





*

*

*

*

*
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The meeting was adjourned at 11:15 AM.
Note to Committee Members: These Minutes, as written, have not been approved. Please refer to the
Minutes of the meeting scheduled for May 8, 2018 for approval and/or modification.
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