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Seminar Type: Management

Seminar Level:
Basic: An introductory level course is basic in nature and addresses fundamental
concepts. We expect attendees to have a basic level of insurance knowledge, have
been oriented to an agency’s processes. For functional courses, it is not necessary for
the attendee or participant to have previous knowledge of the agency management
system or software program.

Class Description: You balance your receivables and payables every month and write checks,
but do you have a system of checks and balances in accounting for your organization? Having a
solid system of checks and balances can bring benefits in many ways. Ensure your trust
account is “in trust.” Bring greater accuracy in commissions paid to your producers. Ensure your
organization is getting the amount of commission it should from carriers. Most importantly, a
proper system of checks and balances can protect you and your business from dishonest
employees. This session will discuss various checks and balances for accounting and provide
actionable thoughts to set them up. Attendees should have an understanding of Applied TAM.

Learning Outcomes:

¢ Discuss the different types of checks and balances that should be in place in your
accounting department.

¢ Implement different methods and capabilities in Applied TAM to ensure your producer
commission rates are paid correctly throughout the life of a policy.

¢ Identify different points where there should be a separation of duties and where Applied
TAM’s security can help force that separation.

e Set up reports you can run in Applied TAM to provide insight into a given check or
balance.

Assumptions: This seminar is based on the following
Applied TAM Version 2015
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Our class description says “You balance your receivables and payables every month...” but are
you certain that is really true? Whether you are the agency owner or are a member of the
agency’s staff, reports need to be run on a regular basis, and need to be provided to your
Management Team so that they know for sure that receivables and payables are not only in
balance but have good clean detail. Keeping receivables and payables in balance is a great first
step, but a look at the details is also very important. And sometimes having a separate set of
eyes (or report criteria) that looks at this a bit differently than “the usual method” is very helpful.
Let’s start with several reports that support the financial statements. And let’s look at the “nitty
gritty” details even though things may be “in balance”.

Reports Review

Basic Premises for the Accounting Department (for any of this to make sense):
¢ No items are ever paid to the companies for Agency Bill premiums that are not invoiced
first (whether or not the client has paid you).
o TAM's Agency Bill Reconciliation routine MUST be used for paying Agency Billed items.

If these two things are not happening then you are not using the system the way it is intended
and you are leaving your agency at risk for producing faulty financial statements. Reports MUST
be run to validate that you are in balance, and should be provided to your Management Team
as one of your checks and balances.

First, some basic instructions
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Accounts Receivable

This report lists all balances due from and to customers. It should be run AFTER the Month End
process has been posted. Some things that are important here are:
e Make sure that zero balances are not excluded, nor credit balances
¢ Balance to Month End mode may give you extra details that show zeros, but this report
can never be recreated after the next month is closed, so it is always a good idea to
keep a copy in PDF format.
e Suggestion is to show the Prebills for future months, so that you can check to see they
aren’t too far in the future.

Parameters (Accounting Reports / Aged Receivables)

Report Mode

Balance to Month End

Agencies All Agencies (Run separately for each agency)
Branch All Branches

Department All Departments

Age Date Current system date defaults OK to use

Age Categories

Up to 30, 31-60, 61-90, Over 90

Mailmerge Data

Exclude Mailmerge Data

Age which clients?

All Clients w/o Direct Bill

Customers

All Customers

Customer Service Reps

All CSRs

Producer

All Producers

Lines of Business

All Lines of Business

Prebill Option Items in or after the month after the last closed
Balances All balances

Customer codes All Customer Codes

Output Complete report

Sort option Customer

Company to Print Billing company

Consolidate Congloms? No

APPLIED NET

APPLIED TAM — FINANCIAL REPORTS / CHECKS & BALANCES // PAGE 6




SESSION HANDOUT A\

APPLIEDINET

Review Accounts Receivable details for:

The “test” for being in balance, is to look at the total numbers on this report. The Prebill
column subtracted from the Total Balance ties to the Accounts Receivable balance on the
balance sheet, and should also match to the balancing routine you are running either with
Night Utilities or before you close the month. But even though you balance, what are the
details in this report?

Prebill column: Look for items in a future accounting month too far in the future (October 16
or 25 instead of October 15). This error can usually be easily fixed if caught early. This
column may have many entries (and some balances will be zero) depending upon when in
the month the report is run. If you run this report at the end of September with August
closed, anything that occurred on customer accounts (new invoices, payments applied, etc.)
fall into Prebill. Once the next month is reached, these zero balance items will fall off the
report — unless they are too far in the future.

Small Balances either due the agency or the client that are un-cleared which should be
written off. How long have they been there? Who will write this off? Is there a separate
person in accounting who will do this, or is this something your account managers can help
with instead?

Credit balances on items that have not been returned to the client (they will have a big Y in
the “Pd” column by the item number for TAM). What is the process to ensure these credits
are returned? Who has the authority to clear these credits? Be aware that in many cases the
producer is not paying back their share of the commission until the refund is made.
Unapplied items where the customer balances are zero, or obvious “in and out” items (which
may affect income numbers for cash based agencies).

Review the balances due from customers in general, and how old they are. Watch for
balances where the agency has already paid the company (a big Y in the “Pd” column by
the item number for TAM). These are advanced items.

Be aware of the Date and Amount Last Pmt fields listed below each client.

Watch for finance company balances (or broker balances if broker billing, lienholder
balances for lender bills).

See the sample in Appendix A for some examples of items “not quite right”.
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Company Payables in Balance to Last Month End Mode

This report lists UN-reconciled items due the company (according to the system Reconciliation
routines). This report must be run AFTER the month is posted, and the Date Selection field may
need to be changed before running the report. The special thing about this report is the

Summary Page.

Parameters (Accounting Reports / Company Payables)

Report Mode

Balance to Month End

Agencies All Agencies (Run separately for each agency)
Branch All Branches
Department All Departments

Billing Company

All Billing Companies

Date Selection

Items Due Before a month, select the month AFTER the
one last closed. (NOTE - this criteria needs checking
before running as it does not update correctly when
Month End is initiated).

Company Paid/Unpaid

Unpaid to Company

Customer Paid/Unpaid

All items

Lines of Business

All Lines of Business

Binder Bills Exclude Binder Bill tems
Major Sort Billing Company

Minor Sort Customer

Sub Total by Customer No

Output

Complete - Do Not Page Break and also be sure to print
the Summary

Extra criteria

None

Review Company Payables for:

e Summary Page — Review the last 3 columns. The “Net Owed” amount should match the
Acct Balance (the general ledger balance) for each company unless prepayments were
made (i.e., an item due in October was paid in September). Even though this report may
show that your companies are in balance, does the total “Acct Balance” total match to your
Company Payables total on the Balance Sheet?

o Compare the Summary Page to the Balance Sheet for the Company Payables area. If the
Account Balance total on this report does not match the Company Payables total on the
Balance Sheet, review the detail on the Balance Sheet for the companies that are missing

on the Company Payables report. In order to appear on the Company Payables report, there
must be something left in the system to flag. If there is nothing available to flag, there might
still be a GL balance.

Watch the report and the balance sheet for companies that are always direct bill as they
should not appear in either report.

Always work for zeros in the last column of the summary page which shows that the detail
for unpaid items on each company matches to the general ledger balance.
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e Accounting staff should understand why there is an out of balance situation and be prepared
to explain these items (pre-payments or a refund for a credit that was received from the
company and not flagged in a timely manner).

e Again the details are important. Look at the detail items in the report. Are there old items
that have in’s and out’s that have not been cleaned up? Are there old items where the client
has paid us but we have not paid the company? Are there credits appearing on the report
(so that means we haven’t been paid by the company — or perhaps we have but the items
weren’t reconciled) where the client balance is zero (so we either paid them back or applied
the credit somewhere else)? Are there old items that are not “real”?

Main principle in TAM agency bill accounting is that everything must be paid to the companies
after being reconciled, and paid for the same amount as reconciled. This way the reconciliation
of the details matches the transaction on the general ledger side. There are two main ways to
get out of balance in the company payables. Having the payment not match the reconciliation is
the first issue — or not doing a reconciliation at all. Secondly is having a reconciliation completed
in TAM with no offsetting GL transaction. Flagging off old items that are “almost” in and out
(without reaching a zero balance) or that you just need to “make it go away” will put you out of
balance unless some other journal entry happens to correct that action.

Please see the Company Payables report in Appendix B for some examples.

Income Statement

This report shows the income and expenses for the month just closed. There are alternate ways
to run this report that might be more meaningful for your Management Team. Using a
comparison with a prior year (if there is history) or with budget numbers (if they are entered in
TAM) is a good option. Optionally (or additionally) run this report using the Accounting Month
criteria of Full Year (or first six months or last six months) to review the period selected, rather
than just the individual month for TAM. Using the full or partial year options do not allow
comparison figures.

These are the “sums” of all of the details entered during a month. These details should be

reviewed by several people to make sure nothing is missed and everything is understood.
Question why an expense is high in one month, or missing for several months.
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Parameters (General Ledger / Income Statement)

Agencies All Agencies
Branch All Branches
Department All Departments

Level of Detalil

Complete Subacct Detall

Accounting Month

Single Month and pick the month just closed or
Full Year (and pick the current year)

Comparison

Comp(w/%) w/ prior year (if in system) OR
Comp(w/%)w/Budget Yr (if Budgets are entered) - note,
these options are not available for Full Year mode

Account Numbers

Show account numbers

Zero balances

Suppress Zero Balance Accounts

Report by Agency

Summarize by Agency (or Separate if > 1)

Report by Branch

Summarize by Branch (or Separate if using for profit
centers)

Report by Department

Summarize by Department (or Separate)

Sort Option

Summarize by Account

Extra criteria

None

Review Income Statement details for:

¢ Income swings from month to month and one year to the prior or to budgeted amounts (if

using and entered)

e Expense swings, or particularly high expense in an area for the month
o Isthere a large expense (computers let’s say) that should be capitalized and not just

expensed out all at one time?

e For the Full Year criteria, review income swings from month to month, is this typical each
year that there is a “bump” because of a common expiration date that causes this?
e Consistency in percentages (if percentages shown)

Please refer to Appendix C for sample report output.

APPLIED NET
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Balance Sheet

Like the Income Statement, there are many options for the Balance Sheet output. It is possible
to run the balance sheet accounts in a month by month view (for comparing one month to
another). Like the Income Statement, using a comparison with a prior year (if there is history) or
with budget numbers (if they are entered) is another good option.

Parameters (General Ledger / Balance Sheet)

Agencies All Agencies

Level of Detail Complete Subacct Detail

Accounting Month Specific Month / Full Year (and pick the current year) /
1t Half of Year or 2™ Hal of Year

Comparison No Comparative Figures / Compare w/ Yr (not available
in Full year or 1% or 2" half year views)

Account Numbers Show account numbers

Zero balances Suppress Zero Balance Accounts

Reporting Summarize Agencies (or Separate if > 1)

Review Balance Sheet details for:

e Bank account balances that look realistic (in the last closed month column as well as the
current month) for the Full Year version

o EFT “Sweep” or “Swipe” accounts without a zero balance (or a general trend that this
account increasing and not being cleared), perhaps internal procedures need to be
amended so that the accounts are cleared before the month is closed. This is less of an
issue using a Miscellaneous Disbursement that posts to the client like a Direct Bill Advance
check does, but is there still an account out there with a balance in it that could be old?

¢ Check the Company Payables area against the Company Payables report for out of balance
issues (i.e., direct bill income posted to the payable, or DB return commissions posted to the
payable instead of income — will have to look at the Status of Accounts for details)

o Look for ever growing liability accounts, like producer payables — or for producers who will
not be paid, or loan or credit card payable accounts that don’t appear to clear and/or are
moving in the wrong direction.

e Make sure that the total Assets number matches the Total Liabilities and Net Worth amount.
Though this happens rarely, if it does contact Applied Support for assistance in running the
utility to repair the balances.

Appendix D includes a portion of a Balance Sheet with some suggested items to review.
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Parameters (General Ledger / Status of Accounts)

Agencies All Agencies (Run separately for each agency)
Branch All Branches

Department All Departments

Account All Accounts

Accounting Month

Month you are reviewing

Inactive Accounts

Include with Balances > 0

Subtotal by Month

Yes

Include Month-end JE's

No ** (Unless you are reviewing an accounting month
that is not yet closed, then Yes)

Sort Option

Agcy,Brch,Dept,Account,Subcct

Page Break on

None

Review the Status of Accounts for:

o Detail on any items causing a question in your mind (i.e., Why are bank charges or
miscellaneous expenses so high this month?).

¢ Review the descriptions that have been included on checks issued so that you are sure you
can understand what was being paid.

o Everything should be understood and clearly described on this report, what expenses are
paid, where the income is coming from

e The status is a starting place for finding when things may have gone out of balance or out of

whack.

APPLIED NET
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Changes Report

This TAM report lists all the changes made to transactions, as well as deletions, and includes
the ID of the operator who made the change or deletion. This report is usually printed as a part
of Close Day, but can give a different perspective when run for the longer period to spot trends
on who is changing and/or deleting invoices. This would be a great report for a manager to
review for training issues and to see who is deleting and revising invoices and to ask the

‘why” questions.

Parameters (Accounting Reports / Changes Report)

Agencies All Agencies (Run separately for each agency if > 1)
Branch All Branches

Department All Departments

Month Month you are reviewing

Output Complete Report

Review the Change Report for:

o What is being changed, and why? Could training improve the situation?
o What is being deleted, and why? What is your agency standard for deleting (i.e., if anyone
has seen the invoice the rule is to reverse and re-enter), do deleted invoices fit your rule?

Miscellaneous Production

The Miscellaneous Production report gives a listing of User Defined Transactions, Agency Fees,
and Write Offs.

Parameters (Accounting Reports / Misc Production)

Agencies All Agencies (Run separately for each agency if > 1)
Branch All Branches

Department All Departments

Which Clients? All Clients

Accounting Month Month you are reviewing

Transaction type All Transactions

Sort Option Customer

Output Complete Report
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Review Miscellaneous Production for:

¢ Run for all transaction types but pay particular attention to any Write Off and JNL areas.

¢ Watch the amounts on the Small Balances waived, and “multiple” write offs where a large
amount is written off in small increments. What account is it on, is it real? Is there a need to
consider amending the Security for Write Off amounts for some personnel? Are they trying
to write off something that shouldn’t be written off?

o Watch the amounts for Bad Debt write offs. Same concerns as with Small Balances waived,
are they really Bad Debts?

e For TAM, JNL Transactions are transactions that affect the client and are offset to a general
ledger number. Anything done with a JNL transaction should be reviewed for the offsetting
GL account. Any JNL transactions entered can have an adverse effect on the Earned
Commissions report results.

e Other items such as any of the old format EFT “Sweeps” or “Swipes” can be viewed here as
well as other user defined transactions.
Do you use MEM bills and/or FINS?

o Who is using these codes and is it appropriate for them to be used by those who are
creating these transactions?

See Appendix E for a sample report.

Earned Commissions Report

This report validates the month end journal entry, moving from Unearned Commission to
Earned Commission Income, for Cash based agencies for Agency Bill. This report also provides
an indication of the amount available to move from Trust to Operating for States with Trust
Accounting, though it is known to not be completely accurate for TAM Accrual based agencies.

Parameters (Accounting Reports / Earned Commissions Report)

Agencies All Agencies (Run separately for each agency if > 1)

Branch All Branches

Department All Departments

Transactions Payments and Returns

Accounting month Month you are reviewing

Full/partial Include Partially Paid/Returned Items

Sort Customer

Output Complete Report — or Summary (depending on the
detail you wish to view)

APPLIED TAM — FINANCIAL REPORTS / CHECKS & BALANCES // PAGE 14
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Review Earned Commissions for:

e Total amount available for transfer from Trust to Operating. Note that this report does not
“‘know” what amounts have been transferred, it only tracks the commissions on the invoices
paid for the month.

¢ Be aware that TAM JNL transactions do not affect this report in the same manner as Bad
Debt Write Offs and Small Balances Waived. With a JNL transaction, the report acts as if the
client actually paid the item, where with a standard write off the report does a better job of
reducing the amount available to transfer.

e If you are Accrual based for Agency Bill, this report is known to not be accurate where
adjustments were made to invoicing after the premium was paid. Applied Systems advises
that the better report to use for transferring commissions from Trust to Operating is the
Premium Trust Account Reconciliation report.

Premium Trust Account Reconciliation

This report provides the agency with an indication of what should be in the Agency trust
accounts at any point in time. In TAM the report cannot be run for a date in the past, only the
current date.

The report indicates what the MINIMUM trust balance should be based upon amounts received

from the client and paid to the carriers. The results of this report must be manually compared to
the actual trust account balances.

Parameters (General Ledger / Premium Trust Account Rec.)

Agencies All Agencies (Run separately for each agency if > 1)

Sort Option Customer (or Accounting Month to review old items)

Subtotal by Sort Option Yes

Output Summary (or Complete — be warned this can print many
pages in complete mode)

Review Premium Trust Account Reconciliation for:

o Compare the minimum balance calculation against the total in all Trust cash accounts.

e If the report is run in detail, sort on Accounting Month to see if there are old items that may
need a utility run to clean them up.

e Use some method to track the changes that occur between times the report is run. A simple
spreadsheet can be set up to see what the report indicates as a minimum balance each time
it is run, and if you like you can even use the “Balance Sheet Method” of determining what
should be in trust for comparison purposes for the same timeframe.
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Be aware that the logic behind this report is very different from the traditional “Balance Sheet
Method” and is generally more conservative. The balance sheet method uses the equation of
what has been billed plus what is in the bank versus what balances show remaining to be paid
to the carriers. The premium trust reconciliation report on the other hand is based upon the
portions of the billed premiums that are paid by the customer and include the amounts already
paid to the carriers (even if the client has not paid). The premium trust method also tracks “cash
on account” where there is no offsetting invoicing to apply the payment to, as well as unpaid
refunds to insureds where the carrier has refunded the net return premium to the agency.

Producer Report

Making sure that your producers get paid the correct amounts on the premiums they produce is
very important. Unlike some other parts of TAM where we can reconcile items, there isn’t the
same functionality at this time for producer payables. So we need to take care in setting up the
policy screens and creating the transaction, use the tools that we can to help support the
commission rates they should be paid, and review the reports to make sure the amounts on the
report appear to be correct.

The Producer Report can be run in several modes, but the general recommendation is to review

the format for which your accounting system is set to pay your Producers (see suggested
criteria listed below), and supports the Month End Journal Entries posted to the liability and
expense accounts for Producers (if generating journal entries). You may wish to experiment with
other versions of this report (particularly the “all invoiced” option); to view what has transpired
during a month, whether or not the client has paid the premium.

Parameters (Accounting Reports / Producer Report)

Mode Commissions due Producers

Agencies All Agencies (Run separately for each agency if > 1)
Branch All Branches

Department All Departments

Accounting Month

Month you are reviewing

Producer

All Producers

Territory

All Territories

Agency Billed Items

Partially paid items (may vary depending on accounting
setup — should default with the mode selected)

Direct Bill ltems

All invoiced items (may vary depending on accounting
setup — should default with the mode selected)

Print Agency Comm.

Yes (or No if you would rather not distribute to the
Producers with the agency humbers shown)

Include Zero Comm.

Yes (to catch errors)

Sort option

Customer

Show GL Data

No or Yes. A Yes includes the opening and ending
balances from the producer’s payable account.

Output

Complete

APPLIED NET
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Review Producer Reports for:

e Detail (to correct producer commission percentages) and totals for each Producer
e Also check the zero items to be confirm they are not errors needing correction.

Exclusion Report

Now that we have reviewed paying the producers their correct commissions, let’s visit this report

that helps us confirm we are getting paid. The Exclusion report is designed to detect direct bill
policies that the agency is not receiving commission payments on. It is intended to facilitate the
Record Commissions, No Reconciliation method of handling direct bill. It displays any Billing
Screen within the selected Effective Date range that has not had a transaction entered on it
within the selected Transaction Date Range.

This report is very useful in making sure that the agency has received at least one commission
payment for each direct bill policy entered in the system. It is not as useful for helping to make
sure that additional payments after the first are being received. The results of this report are
adversely affected by issues such as late endorsements (after the expiration date), final audit
billings, and late payments of direct bill commissions for the prior policy. All of these will result in

the omission of policies from this report.

Parameters (Management Reports / Exclusion Report)

Agencies All Agencies (Run separately for each agency if > 1)
Branch All Branches / Selected Branches
Department All Departments / Selected Departments

Transaction Date

Range of Dates / Range of Months - This is the range
that transactions must be within to remove a policy from
the report. The range must be broad enough to include
the timeframe to have received at least one commission
payment.

Billing Companies

All Companies

Policy Type

All Policy Types

Transaction Type

NEW, REN & REW along with any similar user defined
transaction types you may use.

Bill Mode

Direct Bill Only

Effective Date

Range of Dates - The Effective Date on the Billing
Screens used to include the policies to be evaluated for
this report. The policies meeting this criteria will appear
on the report unless there is a transaction for them that
falls within the Transaction Date range noted above.

Risk

Groups risks, Show 1% Risk

Sort Option

BCO + Policy Type

Extra Criteria

Policy.status <> “CANXCIRXCNPxCCRxNON” (any of
your out of force status codes).

APPLIED NET
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Review Exclusion Report for:

o A “perfect’ report would be blank, indicating that all policies within the effective date range
have had one direct bill payment applied to them.

o What items are still “left” on this report? Why? Is it a transaction date timing issue that a
change of criteria would help?

¢ How about for agencies using transact and reconcile? Are there different settings that could
be used (the answer of course is YES!)? The report can also be used for agency billed items
as well to confirm that all policies effective in the month have been invoiced before the
month is closed.

Another “Check and Balance” is the use of the concept of separation of duties. It is the idea of
having more than one person required to complete a task. In business the separation by sharing
of more than one individual in a single task is an internal control intended to prevent fraud and
error (as defined by Wikipedia). This is often difficult particularly in smaller agencies, but the
point is not to allow one individual to control a process from start to finish. There are some
simple alternatives to consider if there aren’t enough people to fully separate duties that are
discussed with each section that follows.

We all make mistakes and separation of duties allows those honest mistakes to be caught
before they can cause problems or issues. Use of the concept allows the honest people to sleep
at night, and helps to keep those who may be less honest in check.

Cash Handling — Controls

If you take cash at your agency what controls do you have in place to ensure that the money
makes it to the bank? Here are some possible suggestions:

¢ Print a “Receipt for Cash”, create a document template, or use the old fashioned
receipt book.
e Some agencies actually make a photocopy of the cash received
o Create a CASH activity:
o CASH defaults in TAM when printing a receipt for cash (Homebase / Options / Print
receipt for cash)
o Could default as the activity on a document in TAM
o or could be manually added
o Copy of “the paperwork” to the agency bookkeeper with the cash
Bookkeeper counts the cash in the presence of the person issuing the receipt
e How do you control making change and ensuring that the “change” box is kept supplied and
accurate?
e Have a secure location for storing the cash until deposited at the bank.
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o Perhaps create a specific Activity Report for any CASH activities to compare to the total
cash received.

e Confirm that bank couriers can carry cash or develop a safe method to get the cash to
the bank.

Client Credit Card Payments

Do you take client credit cards for payment of either direct or agency billed items? If so, be
certain you have solid procedures for how transactions are handled. Include such things as:

¢ What reports are run from the credit card company to confirm that all entries are entered on
your system to credit your client’s accounts?
e How are the entries made to the system?
o How are the charges from the credit card company handled in your system?
o Are they charged by the credit card company on each “deposit” or is it a one-time per
month charge?
o What GL account is used for the credit card fee expenses if one is needed?
o Do you ask your clients for direct billed items to go directly to the carrier with their
information so that their credit card numbers never go through your hands?
¢ How is the data taken from the client? Signature required from the customer?
e Once credit card details are taken, is that customer data stored in your system?
o Isitfully secure to match the privacy requirements in the states where you
do business?
o Many agencies choose not to keep this information and destroy all details once
entered into the credit card system.

Bank Records

It is essential that you are reconciling your bank statements in a timely manner. Whether you
close your month right at the end of the month, or wait until the bank statements are in, your
Agency Owners should be looking at the reconciliation reports available from the system along
with a copy of the bank statement to confirm that the reconciled system balance matches the
bank’s balance. If this is not done, the financial data on the balance sheet and the review of the
trust position simply cannot be trusted.

Accounting people may say that they don’t reconcile in your system, but that they are in balance
with the bank. That may be true but there is no way a check can be run on the system to

confirm the bank balances. Simply put, my recommendation to Agency Owners is to consider
getting new accounting people if they do not do the bank recs in the system.
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Bank Statements

Here are some control suggestions and/or questions for Bank Statements:

Who opens the bank account statements when they come in the mail? Can they be sent to
the Agency Owner’s home address?

Who reviews the bank statements and cancelled checks other than the person responsible
for doing the bank recs?

Who can sign checks? Is there more than one signature required on checks over a certain
amount?

Is there a different person who reconciles the bank statements? Someone who doesn’t
issue and/or sign checks should be doing this job unless there are some other controls

in place.

Who has access to check stock? Is it locked up? How about other extra boxes of checks,
are they in the supply room where they might be available to anyone with access to

that room?

Are the checks issued through the system or handwritten or typed?

Who signs checks, is there supporting detail provided for this process? Does the signer look
at the supporting detail (invoice, bill or statement)?

Does someone review the bank statements for out of order check numbers (perhaps stolen
from one of those boxes in the supply closet)?
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Provide a physical copy of the bank statements from the bank and the Reconciliation
Worksheets for all bank accounts to the Agency Principals on a monthly basis. Here is a sample

below (though old) from TAM.

The last page of the reconciliation worksheet from TAM shows what the Balance on the Bank
Statement is per the TAM records. This should be compared to the ending balance shown on
the bank’s statement and it should match or there should be some reason recorded on the
paperwork of why it didn’t match (i.e., a “live” payroll check that didn’t clear as a part of the

journal entry that was
made to record the
payroll for the entire
office, or an error made
by the bank where TAM
is correct and the bank is
fixing their error).

Compare this number

to the balance on the —_]
actual Bank Statement to
make sure that they

match.

Also review the details
on the reconciliation
pages showing:

Outstanding checks:

e Why haven't they cleared? Who are they to? Are they for companies where perhaps

RECONCILIATION WORKSHEET

Date:  10/14/2007

Journal 1 1010 Premium Trust Checking Account Last Check 1754
Last Misc. a2
Agency 1 Last Deposit 79

CurrentBalance 7018491

Plus: Qutstanding Withdrawals 34 8965 37

46,588.55

Less: Ou ding Deposits

Balance on Bank Statement

coverage never got bound?
Outstanding Miscellaneous Withdrawals:

Page 4

e Wasitan EFT that we recorded that the company didn’t withdraw? Is there a charge that

we expected would have been withdrawn and it wasn’t done?
Outstanding Deposits:

e There shouldn’t be outstanding deposits for the prior month (or before) unless it
happened at the end of the month and was in transit. If there are deposits showing, ask

for the details and find out why.

Remember the basic premise that the bank MUST be right or everything else is suspect!
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Agency Credit Cards

Do you have credit cards that are used by office staff?
¢ \Who reviews the credit card statements and pays the bills?
e |s there any “separation of duties” there?
e Can these records be reviewed online for your Agency Owner to have the opportunity to
view the details?
e Along similar lines, if reimbursing staff members for use of their personal credit cards are
receipts required before reimbursement can be issued?

How is the payroll handled in your agency?
¢ Who is responsible for reviewing time cards or attendance records?
e Who provides the numbers to your payroll company, and how is that done, over the
phone, online?
e |s anyone reviewing the online reports or approving the payroll?

When payroll reports are received in your office:

Who receives them?

Who opens them?

What process is followed for entering the payroll numbers into your system?
How are the disbursements recorded and who does that step?

What if “live checks” must be issued because of an error in payroll or an employee has an
urgent need for an advance?

e Isthere a fair process in place for these special circumstances?

e How do you ensure that the adjustments are made with the payroll company?

Quarterly Payroll reports and W-2's:
¢ Is anyone reviewing them to see the individual year to date numbers for individuals?

How can you break this up a bit so that one person isn’t in control of all of the parts (unless of
course you have an agency owner doing payroll)?

It is suggested that someone from your Management Team review the payroll reports on a
regular basis so that there are “no surprises” at the end of the year.
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TAM Security Settings

There are some controls you can put into place by reviewing settings in Security Manager. Here
are a few suggestions.

Accounting — Cash Disbursements and Cash Receipts: All of the criteria should be reviewed
for accounting staff. Who has access to issuing and printing checks? Who has access to
Bank Reconciliations?

Customer — Transactions: Adding MEM'’s, Deleting, JNL transactions, Journal Entry (J/E
between items), the ability to use User Defined Transactions, and Writeoffs are all available
in this area.

Can staff delete customer transactions? Perhaps this should only be for managers?

Does everyone have access to JNL transactions? And who reviews how often JNLs are
used and what for?

Broker — Transactions and Lienholder — Transactions: Both have similar controls as in
Customers if you are using these transactions in your agency.

Write off Maximums can be established for each individual who should have access to write
items off. This is located on each individual’s User Account screen in the Write-Off's area.
Cash Journal: Security can be controlled for each journal separately.

Reports: Limit reporting for staff members who do not need full access to only those areas
that they need to do their work.

Vendor: Does everyone need access here? What about the ability to review attachments?

Other TAM Settings available

Here are a few additional settings which may be of assistance towards improvement of data
entry so there’s less to review during your checks and balances processes.

Producer Commission Defaults: For each producer (this is available in brokers and
companies too) access Options, Commission defaults. The set up can be done for specific
or all companies and for specific or all policy types. The descriptions are free form for
agency specific wording and many defaults can be added.

Within System Setup there is a setting for “Commission Default Indicator” that can be turned
on which will bold the Company / Broker / Producer code on the billing screen to indicate
that a double click will show the defaults that have been entered.

Each user can set up Customer Screen Defaults and Billing Screen Defaults. They are
available from Options on any Customer (also Prospect) and policy list. These options aid
with consistent data entry and also improve user efficiency.
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These are situations which can cause issues for your agency. Any tools you can use or
processes you can change to deal with the items on this list are encouraged. Include your
Management Team in these discussions as they also need to be involved in some of these
decisions and review processes.

1.

2.

Bank Accounts that are not audited and there are accounting or managerial staff who have
signature authority.

Company Payables that are out of balance, so no one natices if funds leave the agency
when they shouldn’t. Or personnel have the option to do “creative invoicing” because no one
ever follows up on closing out the item detail. Are insured or finance company checks
deposited into anyone else’s account other than the agency trust account?

Accounts Receivable being out of balance or out of control and no one regularly reviews this
report and uses it as the tool it should be.

Are your insureds educated when to expect return premiums? Do we get refunds to them in
a timely manner if at all?

Bank recs are generally being done in most agencies, but do you know they are being done
correctly? Sometimes they are not. Many times it is not that the person doesn’t know how to
do a bank rec, but that they don’t know how to get the information into the system in a way
that makes the bank recs straightforward.

Are producers paid on “invoiced” or “paid” basis? Do they review their reports and report any
inaccuracies? If paid on a “paid” item basis, are they provided reports on “invoiced” items to
allow them to review that detail? Are your producer payable liability accounts supportable
and explainable? Are you clearing the liability as it is created?

Are other accrual accounts (such as payroll taxes, carrier sweeps, loan or credit card
payable accounts) clearing as they should?

Are ALL payments out of trust or operating scrutinized by someone other than the person
making out the check? Could someone be paying their personal bills through your operating
account and you wouldn’t notice...or changing who the check is payable to between the time
it is written/signed and/or entered into computer? Is there control in place over the check
numbers so that the last one used yesterday is one number less than the first one today?
Are your checks typed instead of system entered and printed?

Is anyone reviewing the Payroll records?
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Review — What are your checks and balances?

What can you do to ensure that your financial statements have valid balances?

Can you add a new report to support some of those numbers?

Or is there a different way to run a report that helps with the review process?

Is there a way to confirm that someone is reviewing the details in all of the reports and
that they are being run with the correct criteria and on a timely basis?

Is there a process where a separation of duties can be employed to make things more
secure for the agency?

Are there any security settings you could change to eliminate any doubt of someone
doing something they shouldn’t do either by accident or on purpose?

Are there other tools you could employ to aid the staff in being both more accurate
and proficient?
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Appendices:
Appendix A — Aged Receivable Report Sample

Agad From: D4/0515

Trri Dabe Ibem PdA B D Tran Type Due Date Month BB Prl BCO LO8 Pra-Ball Upio 30 a1 e 60 61 ba 90 Crear 840 Balanca
DAYROB1 W ' Why is this item from January 02 still on the A/R and paid to the company? I
12107 12 REM PCHG 014208 Jandi B CUH CHE o 10,100.04
000 Q.00 .00 000 10,180,584 1018054
Ph-r 7088763873 Fax 7083833832
HAWEJO1 J. A Hawes Insurance Services | A 51 balance from Movember 2012 not written off? l
110112 DEES YW 1 1 2 NEW WC-S 112312 MNevi2 B KM GAl C 1.00 1.00
0.aa Q.00 Q.00 000 1.00 1.0
Ph-r708-331-9210 Fax708-331-9223
A zero balance, but the payment from September 14 unapplied
ABBOJO1 Joseph W. Abbot to the old AFE could mean the income was never recorded and
2010 2577 113 AFE HOME 022010 Sepid D RFNPRD P the producer newver paid. 15.00 15.00
o014 AL 11 1 PAY Q20114 Sepld A RPN _ _ -15.00 -15.00
000 .00 000 0aa 0.00 0.0
Ph-r 708 728-8345 PHrb Cale: 020114 Amount Last Pmt:  15.00
BOOKR-1 Mary Lewis DVB/A )
110112 9?31 ¥ 112 REM GLS 1101712 Movl2 A KMJ PEM C | Another small balance not waived. l 1.75 175
1.75 1.75
Ph-r 708 758- 3004 P& 708 799-5501 Cale: 040114 Amount Last Pmt:  1968.25
This shows a credit audit from July 2011, with the carrier
ﬁ:‘;‘"‘" Box : . Gmmpmﬂiﬂ:;lm" N1 A mRES refunding the money, never returned to the insured. Another 100.000.00 T
p— a5—1 1 1 PAY 0RO1M4 Augld A KN payment from August 2014 unapplied. 10.9%a 73 0.9%973
2815 Az 112 RIS PCHKG 021115 Marl5 A JKR SEL C TTHETTET 11,500.00
IS aEL 112 RIS PCHG 041115 AgrlS A JKR SEL C 11,500.00 11,500.00
043015 apEr 112 RIS PCHG 051115 Mayis A JHKR SEL C© 11,500.00 11,500.00
11,500.00 27.000.00 .00 oan -110,999.73
Phr P& 708 7562000 Dale: 30515 Amount Last Pt 1150000
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COLEM-1 COLEMAN DISTRIBUTORS, | This is an example of a prebil WaAY too far out,
0514 2069 112 REN WCS 050725\ Msy2s | Geowic 856700 9567.00

c
P5A05S14 2951 112 CRP WG-S5 0590514 Mayld A GEOHIC C -9.567.00 -9.567.00
pAMs14 2884 112 AFE WCS IEIE.EI?.IE. GGEOHIC C S00.00 S00.00
PS54 2884 112 CRP WC-S 0530314 Mayld A GEROHIC C -500.04 -500.00
B35 IG5 112 RIS PCKG 0490515 AgrlS A GGEOHIC C 12,000.00 12,000.00
P15 112 RE PCKG 050315 MaylS A GEOHIC C 1200000 12.000.00

Wﬁmwﬁ”“m%ﬂwmnmmmw

E1 Keith Smith
1110514 w6 111 PAY 110514 Movid & RFN TTL00 FTL00
000 @0 .00 000 -TTL00 -TTA)
Ph-r708 4749048 Ph- b4 76632610 Diabe: 110514 Amauni Last Prnt: 77000

A payment sitting on one account that looks like it should
ISMITKEZ Kelly Smith Family Trust be on the other.
111612 2681 % 113 REM AUTO 111612 MoviZ A GGAADI P

o714 346 112 REMN AUTD O71514 Julld A GGAHAR P

955.00 955.00
7700 TTA0D

SON-1

It appears that advance payments have been done for this client consistently. VWhat about trust funds?
Aasoci - port l g W pay W by, W I

2814 11 RIE TRS 0E15714 Myx14 A KRAMHAR C 75 275
314 11 RE TRS 011515 Janls A KAMHAR C 1,528.75 1.648.75
314 11 RIE TRS 021515 Febid A KAMHAR C 1,648.75 154875
1040114 11 PAY 1001714 Cctld A KRM - 3000 - 00
2815 11 RIE TRS 01515 My A KAMHAR C 2.000.00 200000
115 11 RIE TRS 041515 AgrlS A KAMHAR C 2000000 200000
15 11 RIE TRS 051515 MaylS A KAMHAR C 200000 200000
2 000,00 400000 1,648.75 1,528.75 G225 9201 25
Ph-r Pr-bT0E-487-9621 Deale: 020515 Amount Last Pmi:  1648.75
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Appendix B - Company Payables

Company Payables - Summary 08/23/15  08:26:47  Page 1
IComparny Cliert Balance Aot et Acct Balance Amt ot Bal
ICUl Commercial Linion Ingurance 361.00 361.00 30685 306.85 000
IGAl Great American Insurance Co 26,120.00 2612000 21,6780 12,530.52 914908
HAR  Harford Ingurance Company 277300 277300 2,440 24 2,440 24 [l
ISEL  Selective Insurance Company 16,100.00 16,100.00 13,317.00 7256361 -549, 246 61
Totals 45,354.00 45,354.00 37, 74560 B7 84122 -50,007.53
LIABILITIES
2000 Company Payables \
AET Co. Pay-AETNA Companies Look at all of these companies -85.00
ACI Co. Pay-Auto Owners Insurance that are not listed on the 0.00
ASI Co.PayAmercan Sates ns. | CoTPenY Poyaoks Summary. 295000
CHB  Chubb Insurance Group any detail to reconcile. -9.284.87
CRU Crum & Forster Insurance 13,450.00
CUl Commercial Union Insurance 306.85
FFI Fireman's Fund Insurance 17.550.00
GAl Great Amenican Insurance Co. 12,530.52
HAR Hartford Insurance Company 2.440.24
HIC Hanover Insurance Company 2,0B0.55
MIG Merchants Insurance Group 3.508.70
PEMN Pennsylvania Mational Ins. Co. -1,319.89
PRO Progressive 0.00
REL Reliance Insurance Company -2,754.13
SAF Safeco 0.00
SEL Selective Insurance Company T72.563.61
TRA The Travelers Insurance Co. y, -557.60

Total Company Payables
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Appendix C — Income Statement

Jaruary Fatnaary harch SAgnr* Wy Jursa 1=t Har
MCOBAE
1000 R Agercy Bl Covmimassaor 105548 .57 1051782 11.2=32.12 0,00 000 ) 2. MEZ21
10 Direct Bl Cormumession noomsmis TEO4E15 11235235 10.751.13 0,00 000 ) =0, 087.58
1002 Lra'Haalnh Commession inoome B OFr3.37 1528521 1.253.10 0,00 0,00 .o 3.BEF 55
=== Sub Toml CORPIESSION NCOSIE 22 5857 .09 Z3. 75,03 548 a0 0,00 000 ) 31.E8E.57
1=Z30 I'_."-ul—_l'an:}' L= 000 0.00 =5 502 A4 0,00 28 BEez 44
=== Sub Toml GTHER MNCCRAE 0.00 0,00 B o e Howe do the monthhy LY
income numbers

TOTAL INCOEE 22 5857 .09 Z3. 75,03 489 555594 co I'I'IFEFE? 107 ,535.01
EMPENEES
5000 Producer f_'.'-un'rrlml:rEq:vmx-n- 157412 157250 125375 0,00 0.00 0.0 & 400,37
5010 Brokar Commssor Eq:vnr:-n- 240,00 0.00 000 0,00 000 ) A0, 00
s Avomotle Experse

GAS .A.l..z:rnclin-Eq:l G ol == ] 45582 425,55 0,00 000 ) 1478.592
Taral Sccowrs 50590 == ] 45582 425,55 0,00 000 ) 1,478.592
=20 Butwerasirg 1 00000 1.000.00 000 0,00 000 ) 2. 000,00
== Sub Tomd SELLME EXSEMSE 24003 5T S0EEZE 32 1.553.40 0,00 000 ) 311523
S004a Zalares  Eoacuava 10,000.00 110,000.00 10,000.00 0,00 0.0 .00 30,000,000
=010 Salomos  Offco B.200.00 B.500.00 B.500.00 0,00 000 ) 19, B00.00
S050 Leorsas & Pommris 000 500,00 000 0,00 000 ) B0 00
S P'nm 4852 0,00 0.00 0,00 0.00 0.0 LN
S100 ﬁ'—'l:hnﬁ.l..ppn 000 =353 ==3.832 0,00 000 ) BEE =5
S50 Treread & Erseriasmment 000 T43ES 000 0,00 000 ) T4E. TS
s170 El:l.::u:rl.'l'l:.rlng 0,00 2500 0,00 0,00 0,00 .o 2R 00
s190 I'.."-un'pl.::n' Elq:rn':-n 54185 54185 54185 0,00 000 ) 1,625 55
=260 Rart 300000 300000 300000 S g, 0. 00
=31 Lrimac 550 26 £ 6 35 45252 Same with expenses and dont 1.828.74
=500 Dapracatan Expanss TER.O0 TEE.OO TER.O0 forget the individual balances. 3.0C2.00
== Sub Tom SRERATIMNG EXFENSE =1 . 22882 E3 =2 N2 Z1.51531 57 335,45
TOTAL EXPENSES 28 =319 EE 41434 Z23.153.71 TE2 00 000 ) T, 488 T4
HET PROFIT-LOSS B.B2=3.90 Z2E588.7s 26.533.13 TE2 00 000 ) 22, 050.27
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Appendix D - Balance Sheet

o JH-‘-L._.\ P pﬂw
%ﬁm 2eaTa 275493 ’ﬂ“‘-am(:;‘ 13 - ]
SEL Selzctive lnsumance Company BB S50 & 72563 B T EELET EEBO0ET What iz in this pending
TRA The Travelers Insumance Ca. 55760 557 &0 55760 55750 payables account and why
Total Compary Payebles 13372478 128,248 78 13T as 164,004, 28 is it static?
2005  Ureamed Commissicns 525383 2,753.83 12 TeETE 2eIzE
2020  Perding Payebles Account 2,180.28 2,180.28 218028 218028 U0 .00
2050 Pradusosr Payables —
CH Card J. Headersan Se2s 112,50 22500 Z2E00 Are these producer payable
SE0 GI&I’GMI‘."I'H.I‘I 1085225 1225800 B441.75 B441.75 EHIHHCES HCCUFETE End reﬂl?
JKR Jom=ph B Reibel 1.16754 1,167 54 1.167.54 1.,167.54 Are they changing from new
KMJ  Karen M. Johrsan 14,545.25 14,585 82 14E2E.5S 14E2EES c
KR Ko B Mashizan 15888 .00 1583 1583 COmMiSsions or payments
AFM Rober F. Nohilz 8.358.77 235677 235877 8.358.7T made?
Totel Froducsr Payables. 15,1033 18,5031 12,758 98 1275888 A
2300 FICA Tex Employes Withholding £7,188.71 £7,186.71 AT, 18871 ATI0BT1 [0 a
2210 Fedenal Tax Employes Withhaldg 56, 10341 58, 10341 58, 10341 56, 1041 Should these accounts even be
2320 Smase Tex Erplopss Withhelding 1TESEED 1TESRED 1T ESEED 1TESEET here based on how you do
2340 Medicers Employes Wishhalding 10.248.58 10.249.58 10.248.58 1oz4sse | payroll? And why are they static?
2350  Emplaysr FICAMeSican WiH 16,187.54 18,1687 54 12,187.54 19,187.54
“~Sub Totel SHOAT TERM LIASILITIES 267.28515 25740583 234 TEES3 206.262.55 000 0.00
2100  Loans Payable [ i
) Are the loan balances changing
AUTO Losn K Mathison Auta 128,820.58 12,820.58 13,820.58 13,620.56 .
BANK Loan Bank One Seftwars 10,008 53 10,008 52 10,028 52 1noeess | With payments as they should?
CIOMP Loan Compurter Handwere 5287181 52,871 &1 5137181 G171 K
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Appendix E - Miscellaneous Production

MT SCELLANEOUS PRODUCTION REPORT 07/21/12  13:13:18 Page 2

For: Are there multiple write offs for the same client? If so WHY?

Customer Tm Date ABDTan Acctd Type Eff Oate B Pri Pr2 Pra Ico Palicy # Amourt
FEdCO-1 03169 2112 JEX FCKG  03A689 A RFN NOFR 2969049100 -0.m
OhdALSET OF M0G0 127 111 JER O7OG49 A CJIH o.m
TERRE-1 11/22M9 MF 11 JE AR-5 112249 A RFMH SEL 3215704022856 -1.00
DESIG-1 05011409 43 11 2 JEL PCKG  DaA109 A KMJ Gal 4TSGII608T 0.5
DhdALSET 0511409 w111 JE 05109 A CIH -0.24
TS 0MN-1 0610 o111 JE OGA1A0 A KRM -0 65
pOXHI-1 OFrzano 645 11 2 JEZ PCKEG  Ov2ad0 A JER SEL  GEOT 2407247 -0.24
COLEN-1 090308 473 1 1 1 JMLf 2050-RFH wc-5 ORS00 0O GGO HAN 487501267 1.148.04
CENTR-1 110408 422 11 1 JML)  2050-GiG0O PCKEG 104508 A JKR PEM 43464326368 -5.547 .00
O LEDET 02240 G631 1 1 1 JMLy 2050-GiG0 054708 D GGO SEL  CCO8vES93448 -120.00
pOXHI-1 0GA0MD G2 1 1 1 JHLY 2050-JKR 05O1M0 A

JER SEL  GEOT24I7 247 -25.00

Is it correct that these

accounts should be affected by
these JNL transactions and are
the amounts okay?
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