State
und.

Premium
Audit Guide:
Construction

Your policy will go through regular payroll reviews to ensure you are
charged the correct amount of premium and to verify your business
operations, in accordance with California insurance industry regulations.

The construction industry has unique requirements that impact your
payroll and audit, and this guide is designed to help you prepare. It is
our goal to ensure that every premium audit is conducted efficiently
and accurately, with little impact to your business operations. By using
this guide to prepare, you can help ensure a smooth audit process.
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If you have questions about what a premium
audit is, what information is collected for an
audit or other general premium audit topics,
our Premium Audit Guide may be helpful to
you. This Premium Audit Guide-Construction
Operations is specially tailored for our
Construction Operations employers.

A Division of single employee’s
@ payroll

Each construction trade is separately classified. Often,
one single employee may work in several construction
trades. As a result, several different classification codes

may apply.

Splitting an employee's wages between class codes for
different construction operations may be allowed if
accurate timecards are maintained. Timecards with
number of hours worked in each trade, and a
summarization of payroll in each classification code, are
needed for all employees, even those who are paid
piecework or salary.

Without this documentation, the Workers’
Compensation Insurance Rating Bureau (WCIRB)
Manual rules require all wages be included in the
highest-rated class that applies to any portion of the
employee's work.
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Q]'o Classification pairs

The WCIRB classification system provides pairs of
classifications that apply to some construction trades.
Each classification in the pair describes the same job
duties, but the assignment of the classification is
determined by the employee’s hourly rate of pay.

The WCIRB and the California Industrial Welfare
Commission require employers to record their workers’
start and stop times.

As a result of this requirement, State Fund'’s payroll
auditors are required to verify each employee’s hourly
wage at the time of the audit through time cards,
personnel records, and employee earnings records. We
require original timecards if an employee works in a
high-pay construction classification code, and these
timecards must clearly show start, stop and break times,
hours worked, job duties, and wage rates.

Payroll may not be divided by means of percentages,
averages, estimates, or any basis other than specific time
records.

The following is an example of a pair of classifications in
the construction industry:

Duty Duty
Classification Classification
5183(1) 5187(1)
Plumbing-including Plumbing-

including shop -gas,
steam, hot water or
other pipe fittings
installation,
including house
connections
installation -
employees whose

shop-gas, steam,
hot water or other
pipefittings
installation -
includes house
connections
installations —
employees whose

regular hourly wage
does not equal or
exceed $31.00 per

regular hourly wage
equals or exceeds
$31.00 per hour.

hour.

Note: The WCIRB regularly adjusts the classification pair wage
thresholds based on published wage inflation information in the
construction industry. The thresholds used above are for illustration
purposes and do not apply to all classification pairs or all policy terms.

Assignment of this classification is subject to verification
at the time of final audit that the employee’s regular
hourly wage equals or exceeds $31.00 per hour. The
payroll of an employee whose regular hourly wage is not
shown to equal or exceed $31.00 per hour shall be
classified as 5183(1), Plumbing.

If the employer does not maintain original timecards
that show start, stop and break times, hours worked, job
duties and wage rates, then the auditor must reclassify
any employee working in the high-wage construction
classification into the low-wage construction
classification that best describes the work performed.
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https://content.statefundca.com/pdf/PremiumAuditGuide.pdf
https://www.wcirb.com/content/understanding-construction-dual-wage-thresholds

Q'j Subcontractors

All subcontractors are required to have a valid
contractors' license. Unlicensed individuals who perform
work requiring a contractors’ license are employees for
worker's compensation purposes. Policyholders should
obtain a certificate of workers' compensation insurance
from all subcontractors who have employees of their
own.

If a certificate of insurance from a subcontractor is not
provided at time of audit and the subcontractor does
not have a valid license, the subcontractor may be
considered an employee for workers’ compensation
purposes, and appropriate premium will be charged.

Premium for unlicensed or uninsured subcontractors
will be based on the trades they perform and the
amounts they are paid. The premium for uninsured
subcontractors can be substantial, and proof of
insurance and a valid license should be obtained and
verified from subcontractors prior to using their services.

In order to determine subcontract labor, the auditor may
review the following:

M Name of subcontractor

M Contractors State License Number. Licenses can
be verified at the Contractors State License
Board

M Certificate of Insurance covering the time period
the services were provided (for subcontractors
with employees of their own)

M General ledger or check registers and any
records of cash pay

Q¥ Physical inspection
A2 for roofing

California’s Insurance Code (IC §11665) requires workers'
compensation insurers to perform an annual payroll
audit for all contractors holding a C-39 license from the
Contractors State License Board. The audit must include
an in person visit to the contractor's place of business. If
the payroll audit is conducted at an accountant’s or
bookkeeper's office, the auditor will also need to
conduct a physical inspection of the work location listed
on the policy or the yard or warehouse where
equipment and tools are stored.

The auditor will need to review a Profit and Loss

statement for the audit period for all roofing contractors.
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<&~ Waiver of subrogation

A waiver of subrogation is an endorsement added to
your policy that prevents State Fund from recovering
damages from the party named in the endorsement.

Your client may require you to provide a waiver of
subrogation to limit the client’s potential liability in the
event one of your employees is injured while working on
the client's jobsite. State Fund will assess an additional
fee on the premium generated for all work performed
for the client named on the waiver endorsement. The
auditor will require a summary of payroll by employee
and classification code for all work performed for the
client's operations at the time of the audit.

If you have a blanket Waiver of Subrogation, State Fund
automatically waives its subrogation rights against any
of your clients when your job contract specifies that a
waiver of subrogation is required. For the blanket waiver,
State Fund applies a surcharge to the total premium
earned on the policy; therefore, no additional
information or special payroll summary is needed for the
audit.
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Wrap-up insurance

A wrap-up policy is an insurance policy that protects all
contractors and subcontractors working on a large
project. Some wrap-up policies only provide general
liability insurance, while others provide general liability
and workers’ compensation insurance for the project.
There are three types of wrap-up programs:

Owner-Controlled Insurance Policy (OCIP): a
wrap-up policy that is held by the property
owner.

Contractor-Controlled Insurance Policy (CCIP):
a wrap-up policy that is held by the contractor.

Statewide Educational Wrap-Up Policy
(SEWUP): a wrap-up policy that is held by
schools and community college districts.

» G

If the policyholder accepts a contract for a project that
includes a wrap-up policy for workers' compensation,
State Fund must be notified prior to the start of the
project. With proper notification, State Fund will endorse
the policy to exclude the project covered by the wrap-up
insurance. This endorsement will prevent double
coverage under the wrap-up and State Fund policies,
and will allow the auditor to exclude payroll from that
project from the State Fund audit.

www.StateFundCA.com

State Fund requires the following documentation
to exclude coverage for a wrap-up project:

M A Certificate of Liability Insurance that

shows proof of workers’ compensation
coverage under the general contractor’s
policy. The Certificate must show the
following information:

o Theworkers' compensation insurance
carrier

o The policy number

o The policy effective and expiration
dates

The certificate or the documentation in
the Welcome Packet you receive from the
wrap-up insurance carrier will indicate
the project name and will indicate that it
is a wrap-up project

The physical address where work is
performed for all jobs covered by a wrap-
up policy for workers' compensation.

M Attime of audit, the auditor will require:

o Payroll reports showing the payroll
and workers' compensation
classification codes for work done on
the wrap-up jobs. These payroll
reports are usually submitted to the
wrap-up insurance carrier monthly.
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g Contractors - executive level supervisor

The California Workers' Compensation Classification
System, administered by the WCIRB, provides a
classification for executive level supervisors of
construction operations. The executive level supervisor is
a manager who has very little exposure to field
operations. Employers may qualify for this classification
if they employ executive level supervisors of
construction operations and the employer also
maintains two levels of supervision between the
executive level supervisor and the workers performing
actual construction operations.

e The first level supervisor (sometimes called
a foreman) has authority and accountability
directly over the laborers. This first level
supervisor will report to a second level
supervisor.

o The first level supervisor is classified in the
construction classification code that best
describes the work they are supervising. If
the individual is supervising various trades,
multiple classification codes may apply,
providing proper recordkeeping is
maintained (see Construction Classifications
section above).

e Asecond level supervisor has authority and
accountability over the first level supervisor
and reports directly to the executive level
supervisor.

o The second level supervisor is classified in
the construction classification code that
best describes the work they are
supervising. If the individual is supervising
various trades, multiple classification codes
may apply, providing proper records are
maintained (see Construction Classifications
section above).
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To qualify for assignment to class 5606-Contractors-
construction or erection-executive level supervisors-no
direct supervision, the executive level supervisor must
not engage in first or second level supervision of
construction operations. A single employee’s payroll may
not be divided between class 5606 and any other
classification code. If an employee performs any direct
supervision or other job duties that cannot be assigned
to class 5606, then all wages earned by the employee
will be assigned to the appropriate construction
classifications, providing proper recordkeeping is
maintained (see Construction Classifications section
above).

Classification 5606 may also apply to construction
supervisors who oversee operations where licensed
subcontractors complete all phases of construction
(sometimes referred to as “paper contractor”). The
executive supervisor exercises control through the
licensed subcontractor. If the policyholder hires
unlicensed subcontractors, then classification code 5606
is no longer applicable.

For more information about Premium Audit, please
visit our website. Please include Policy Number and
Policy Name in all correspondence

How to contact us

Phone: (888) 782-8338

Premium Audit Dispute
ADispute@scif.com

Premium Audit Rewrite

RAudit@scif.com

All Other Premium Audit Requests
PAudit@scif.com

Mailing Address
P.O. Box 28920, Fresno, CA
93729-8917

www.StateFundCA.com/PA
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