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Board Key Functions over Financial Reporting

Ensuring the integrity of the accounting and 
financial reporting systems, including:

Reviewing and 
approving the 

financial statements

Assuring proper 
internal controls are 

in place

Selection and 
monitoring of 

independent auditor
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Financial Statements



Financial Statements – Review & Approval

• Review of key audit areas

• Reading financial statements (key is to understand your 
financial statements)

• Asking questions on variances in balances

• Review ratios

• Making inquiries
o Potential litigation
o Compliance issues
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Statement of Net Position

Held at fair value

Case and IBNR reserves

A/R
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Statements of Operations and Changes in Net Position

Member 
contributions 

Loss paid & 
Change in loss 
reserves 

Investment income
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Notes to the Financial Statements

• Accounting policies
• Business plan
• Operations
• Related parties

Source: http://www.accountingplay.com/introduction-to-financial-statements/

7



Key Audit Areas:
+ Investments
+ Claims
+ Underwriting
+ Reinsurance 
+ Equity

8



Investments



Investment Cycle

Financial 
Reporting over 

Investments

Board 
Approved 

Investment 
Policy

Investment 
Manager 

Investment 
Custodian
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Investment – Board’s Questions

Why do we take so much 
risk on our investments?

Why are we not following 
our investment policy?

Why does our investment 
manager not present to 
the Board?
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Investment Ratings

AAA
AA+
AA-
BBB+_

U.S. Treasuries U.S.
Agencies Corporate Bonds

Municipal 
Bonds Total 

AAA $ $ $2,500,000 $ $2,500,000

AA+ 4,825,000 500,000 5,325,000

AA 525,000

AA- 7,500,000 7,500,000

A+ 1,000,000 1,000,000

A -

A- 175,000 175,000

BBB+ 1,750,000 1,750,000

BBB 525,000 -

NR 4,500,000 500,000 $225,000 5,225,0000

Total $4,500,000 $500,000 $17,975,000 $1,025,000 $24,000,000
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Investment Pricing

Level 1 Level 2 Level 3 Total 
U.S. Treasuries $4,500,000 $4,500,000

U.S.
Agencies

$500,000 $500,000

Corporate
Bonds

$17,975,000 $17,975,000

Municipal 
Bonds

$500,000 $525,000 $1,025,000

$4,500,000 $18,975,000 $525,000 $24,000,000
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What concerns you?

Let’s take a few minutes to review what concerns you have over the 
investment process:

+ Do you have an investment policy?
+ Do you have investments rated below your investment policy?
+ Do you invest in hard to value investments?



Claims
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Claims Process

Board Review 
(Financials and 

Actuarial)

• Claims Management (case reserves)
• Claims Management (losses paid)
• Actuarial Services (IBNR)
• Finance (financial statements and 

review of actuarial services)



Key Terms

IBNR
• Incurred But Not Reported, 

includes “unknown” and 
“known” but undeveloped

Loss Cost 
• Dollar value of risk attached 

to an exposure

Paid Claims 
• Amount paid for claims

Claim Reserves
• Dollars YET to be paid 

Incurred Claims 
Expense
• Paid claims + chg in claim 

reserves + chg in IBNR

Loss Development
• Changes to claims estimate
• Quantified in actuary’s 

report
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Loss Reserve – Board’s Questions

• What is the range provided by our actuary?

• Why are our reserves always deficient (unfavorable development of prior years’ reserves)?

• Why is our loss ratio fluctuating so much from year to year?

• Why does our actuary present to the Board a presentation?

• How did we vet our actuary?

• Is our actuary a specialist in our field?
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Loss Ratio 
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• Measure of the amount of each earned premium dollar set aside to pay claims

Losses & LAE Incurred, Net

Premiums Earned, Net
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Composition of Ultimate Losses
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Claim Liabilities

How to evaluate whether gross and 
net claim liabilities are reasonable?
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GASB 10 year revenue and claims

Premium 
data

Total claim 
cost at 1st year

Paid claim 
data

Re-
estimated 
claim cost 
over 10 
years
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What concerns you?

Let’s take a few minutes to review what concerns you have over the 
claims process:

+ If your company is having higher than normal claim frequency what could help 
explain this?

+ What can you infer from the loss development schedule?



Underwriting



Underwriting Process

Financial Statements
(Finance & Board) 

U/W Process
(Risk Management) 

Rate Approval
(Actuarial or internally 

derived)

Premium 
Analysis

(Risk Mgmt & Finance)

Proper Recording of 
Revenues and Receipts

(Finance)
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Direct Written Premiums

Pricing of Program
• Understanding of UW process

• Rate changes

• Premium growth/decline

• Premium receipts
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Underwriting – Board’s Questions

Why are we expanding so fast?

Why did we get into a new line of business?

How often do we waive our underwriting standards?

Why do we do business with reinsurers we have never heard 
of?
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Trend in Premium ($ thousands)
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Gross written premium by LOB
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What concerns you?

Let’s take a few minutes to review what concerns you have over the 
underwriting process:

+ What would concern you over getting into a new line of business?
+ What questions would you have for management based on the level of premium 

growth?



Reinsurance



Reinsurance Considerations

Understanding of 
policies 

Reinsurance 
Creditworthiness

Concentration of 
Reinsurers

Reliance on reinsurance. Some factors to consider 
include:
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Net Position



Net Position

• Guides Governing Body in the use of Equity 

• Specific Labels with Specific Purpose

• Proper restrictions on funds?
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Expense Ratio
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• Measure of the costs, other than claim costs, incurred to net written premiums

Total Underwriting Expenses (excluding Losses)

Net Premiums Written
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Combined Ratio

• Combination of the loss and expense ratios

• Loss Ratio + Expense Ratio
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Disclaimer

• This presentation is provided solely for educational purposes to 
Johnson Lambert LLP’s intended audience. 
• The content contained herein should not be relied upon as accounting 
or tax advice because it does not take into account any specific 
organization’s facts and circumstances.
• The views expressed by the presenters are not necessarily those of 
Johnson Lambert LLP.
• This presentation is © 2019 Johnson Lambert LLP. All Rights Reserved. 

Johnson Lambert LLP is a niche-focused CPA and consulting firm, focused on serving distinct 
industry niches. For over 30 years, we have focused on providing audit, tax, and consulting services 
to a national and selectively international client base including insurance entities, nonprofit 
organizations, and ERISA-qualified benefit plans. For more information about Johnson Lambert LLP, 
please visit www.johnsonlambert.com.


